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Every  person  who  maliciously 
cuts,  detaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  it  guilty 
of  a  misdemeanor. 
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Outsourcing  Services  from  Accenture. 

Outsourcing  can  be  an  essential  tool  for  any 
organization  seeking  rapid  performance 
improvements,  while  simultaneously  controlling 
or  reducing  costs.  With  our  complete  range  of 
outsourcing  services,  we're  currently  helping 
over  600  clients  in  more  than  75  countries. 


Business  Process  Outsourcing: 

•  Customer  Contact 

•  Finance  and  Accounting 

•  Human  Resources 

•  Learning 

•  Sourcing  and  Procurement 

•  Industry-specific  services:  Airlines, 
Government,  Insurance,  Health, 
Pharmaceuticals,  Utilities  and  more 


Application  Outsourcing: 

•  Application  Development 

•  Enhancements  and  Upgrades 

•  Maintenance  and  Support 

•  Testing  Services 

•  Capacity  Services 

•  Portfolio  Optimization 

•  Comprehensive  Service  Management 


Infrastructure  Outsourcing: 

•  IT  Spend  Management 

•  Data  Center  Services 

•  Service  Desk 

•  Security  Services 

•  Communication  Services 

•  Workplace  Services 


To  learn  more  about  outsourcing  from  Accenture, 
visit  accenture.com/outperform 
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Outpace. 


Outsourcing  from  Accenture 
can  help  you  outperform  competitor 


Think  of  conventional  outsourcing.  Then  think 
Deyond  it.  Because  Accenture  outsourcing  isn't 
ust  about  running  your  processes  or  your 
technology.  It's  about  running  them  better.  More 
efficiently.  And  more  in  tune  with  your  broader 


Consulting  •  Technology  •  Outsourcing 


strategic  agenda.  So  for  those  truly  committed 
to  rapidly  transforming  their  performance, 
here's  your  chance  to  shift  into  high  gear.  For 
more,  visit  accenture.com/outperform 


actenture 

High  performance.  Delivered. 
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YOULQAN     SEE     TKe.  FUTURE     IN    A    FOOTPRINT. 


T^fs  why  we've  made  ours  lighter  in  the  past 


.fifteen  years,  and  are  committed  to  making  it 


f;    lighter  still.  Ourworld  needs  clear  pathways 
to  slovv,-%tQ0;and  reverse  emissions  by  all 


signittc^nt  carbon  dioxide-emitting  countries. 


And  we  know  it  is  our  responsibility  Dow 


to  advocate  for  an  international  framework  to 


identify  these  pathways  by  2010.  When  you  look 


at  life  through  the  eyes  of  the  Human  Element, 


it's  easy  to  see  that  the  present  is  the  most 


important  part  of  the  future. 
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rptimization  from  CDW  could  help 
Or  are  you  okay  with  the  way  things  are  now? 
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SMART  BUY  ■   :    Hard  drives 
NSTANT  SAVINGS'   \   sold  separately 

HP  ProLiant  DL365  Rack-mount  Server 


•  AMD  Opteron    Processor  2214  HE  (2.20GH2) 
•  Memory;  2GB  std.,  32GB  max.  (PC2-5300) 

•  Hard  drives:  none  ship  std.,  up  to  six  hot-pluggable  SAS  drive  bays 
'  2MB  Level  2  Cache 

'  Two  Embedded  Dual  NC373i  Multifunction  Gigabit  server  adapters 

•  Redundant  power  supply 


Special  Offer' 
For  display  only 


Microsoft®  Windows  Server'"  2003  R2  Enterprise  Edition 

•  improves  branch  office  server  solutions,  identity  and  access  management, 
storage  setup  and  management,  and  application  development 

Open  License  Value  and  Software  Assurance  Annual  payment  ^^ 
$1319.99  CDW  863691 


.  P  Smart  Buy  insfent  SaVirt^srefl*te^iaacfc'ertise3$rtceliftP  Smart  Buy  instant  savings  is  based  on  a  comparison  of  the  HP  Smart  Buy  price  versus  the  standard  list  price  ot  an  identical  produrt:  savings  may  vary  basi 
and/Of  direct  standard  pricing.-Purchase  five  licensestoR  one  processor  license  to  qualify  for  the  Microsoft  Open  License  Value  program;  media  must  be  purchased  separately;  call  your  CDW  account  manager  for  detaijl 
to  510,000  in  partner  subsidy  dollars  when  you  pt»c)ike  (i^tween  3  and  25  Microsoft"  Windows  Server    2003  R2  Open  licenses  with  Software  Assurance;  call  your  CDW  account  manager  for  details.  'Call  your  CDW  ac  J 
for  complete  Blade  configuration.  '-Receive  a  FREI'.cOTOO  Enclosure  with  the  purchase  of  6  HP  BLIBSc  Blade  Servers;  offer  ends  7/31/07;  call  your  CDW  account  manager  for  details.  'Assumes  2:1  compression.  Offer  sul 
standard  terms  and  conditions  ofsale,  available  at  CbVy.com:C)2007  CDW  Corporation  i 


Enclosure  shown 
with  both  465c  Blade 
servers;  all  sold 
separately 


HP  ProLiant  BL465C  Blade  Server  Bundle' 


•  Up  to  two  AMD  Opteron"  2000  Series  processors  Opteron"  2216  HE 
(2.40GHz)  with  AMD  Virtualizatlon'"  technology  to  improve 
performance  in  a  virtual  environment  i  » » 

•  Memory-intensive  applications  benefit  from  the  1GB  std.,  32GB  max. 
{PC2-5300)  memory  buffers  that  allow  faster  speeds  and  more  capacity 

•  With  up  to  two  SATA/SAS  hard  drive  bays,  you  get  quicker  access  to  data 
and  increased  storage  bandwidth 

•  On-chip  cache  (4MB  Level  2  Cache)  increases  dual-core  performance  and 
provides  faster  processor  hit  rate 

^—       VMware®  Infrastructure  3 

•  Software  suite  for  optimizing  and  managing  industry-standard  IT  environments 
^  through  virtualizatlon  -  from  the  desktop  to  the  data  center 

Standard  for  two  processors;  additional  licenses  Call  CDW  994692 
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HP  ProLiant  DL385  G2  Rack-mount  Server 

•  AMD  Opteron'"  Processor  2214  HE  (2.20GHz) 

•  Memory:  2GB  std.,  32GB  max.  (PC2-5300) 

•  Hard  drives:  none  ship  std.;  up  to  six  hot-pluggable  SAS  drive  bays 

•  2MB  Level  2  Cache 

•  Two  Embedded  Dual  NC373i  Multifunction  Gigabit  server  adapters 

•  Redundant  power  supply 


Hard  drives'*:  i)ivi/ 
sold  separately    j   INSTANT  SAVINGS' 


HP  1/8  G2  Ultrium  448  Tape  Autoloader 

•  Storage  capacity:  up  to  1 .6TB  native,  3.2TB  compressed' 

•  One  drive  and  eight  slots  and  8  LTO-2  tapes 

•  Includes  HP  1/8  G2  Tape  Autoloader  Rack  Kit  and  HP  StorageWorks® 
Data  Protector  Express,  Single  Server 

$3599  CDW  1152161 


SMART  BUY- 
INSTANT  SAVINGS'    _, 

Includes  8  LTO-2  tapes 


i 
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S 

HP  StorageWorks  D2D  Backup  System  D2D120  2TB 
with  Data  Protector  Express  Software 


•  Provides  daily  automated  backup  for  multiple  servers 
Supports  the  direct  backup  of  up  to  four  servers  simultaneously 
1Gb  iSCSI  (Ethernet),  optimal  (also  supports  100  base-T) 

•  Emulates  HP  LTO  Ultrium  2  Tape  Drive,  HP  1/8  LTO  Ultrium  2  Autoloader 

•  Maximum  number  of  virtual  tape  cartridges  emulated  96  (24  per  tape  device, 
up  to  200GB  per  cartridge) 


CA  XOsoft"  WANSync'"HA 

•  Provides  high  availability  and  fully  automatic  failover 
and  tailback  tor  Exchange,  SQL,  Oracle,  IIS  and  file  servers 

•  Integrated  continuous  data  protection  (CDP) 


ia*  ^3799 


Ve're  there  with  the  server  solutions  you  need. 

>  managing  your  growing  number  of  servers  and  your  growing  storage  needs 

'"'letting  to  be  too  much?  At  CDW,  we're  there  with  everything  you  need  to  optimize 

.our  servers.  From  server  consolidation  to  storage  management,  networking  to 

;irtualization,  CDW  can  answer  your  questions  and  get  you  the  solutions  you  need. 

,  |o  call  today,  it's  time  you  ran  your  network,  not  the  other  way  around. 


CDW.com    800.399.4CDW  The  Right  Technology.  Right  Away. 


Who  helps  generate  power 
today  to  build  a  better 
tomorrow? 
*'^e  do. 
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Siemens  innovations  can  be  found  everywhere.  We're  making  enormous  strides  in 
developing  alternative  energy  sources  and  improving  conventional  ones.  From  the  world's 
most  advanced  gas  turbine  generator  to  the  pioneering  clean  coal  technology  used  for 
generating  power,  we  have  a  broad  portfolio  of  modern  technologies  designed  to  help  our 
customers  reach  higher  levels  of  energy  efficiency,  cost  effectiveness  and  environmental 
performance.  At  Siemens  we're  creating  the  power  you  need  for  a  brighter,  healthier  future. 
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automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa.siemens.com 
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difference? 
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2007  CADILLAC  ESCALADE 

6.2L  Vortec  V8  VVT,  403  hp,  417  Ib-ft  of  torque 
0-60  in  6.5  seconds 
Available  22"  chrome  wheels' 
Nicely  equipped  at  $58,565' 

Life.  Liberty.  And  the  Pursuit.' 


BEST  LUXURY  COVERAGE  IN  THE  INDUSTRY 
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1 

adillac  offers  the  best  luxury 

Dwertrain  Limited  Warranty-  plus  Roadside  Assistance'  and  Courtesy  Transportation; 


.nly  GM  approved  wheel/tire  combinations.  See  dealer  for  details.  'MSRP. 
never  comes  first.  See  dealer  for  details.  ©  2007  GM  Corp.  All  rights  reser 


dealer  fees  and  otiier  o&l 
dillac  badge"-  Escalade' 
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What's  Hot  This  Week  A 

BusinessWeeLcoir 

Updated  every  business  day,  BusinessWeek  magazine  is  available 
online  free  at  businessweek.com.  Find  links  to  the  online-only  highlights 
below  at  businessweek.com/magazine/content/07_27/online.htm. 


Maestros  of  Design 


What  do  the  Frisbee  and  the  escalator  have  in  common?  The  idea  fee 
each  was  borrowed  from  an  unrelated  field.  In  BusinessWeek.com's^'y 
second  annual  list  of  10  Cutting-Edge  Designers,  we  take  a  look  at  peopv 
who  use  knowledge  from  other  disciplines.  Whether  applying  the    I  \jr 
philosophies  of  the  open-source  software  movement  to  architecturee 
or  working  at  the  intersection  of  artificial  intelligence  and  prosthetiot  y 
these  professionals  are  creating  fresh  products  and  services— and  new     ^• 
sources  of  revenue.  Check  out  a  slide  show  of  their  work.  Then  read 
about  IBM  researcher  Martin  Wattenberg,  who  is  striving  to  make 
complex  data  easier  to  understand  and  share.  His  is  the  first  of  10 
proffles  we're  rolling  out.  Go  to  buslnessweek.com/go/07/designers  foii 
all  this  and  more.  (By  the  way,  the  Frisbee  was  inspired  by  the  metaij ) 
pie  tins  of  the  Frisbie  Baking  Co.  that  college  students  tossed  for  ftui 
The  escalator  was  conceived  as  a  Coney  Island  amusement  ride.) 
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OUR  NEW  COMPANIES  CHANNEL  BusinessWeek.com  s  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  f  inancials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CUCKER  THIS  WEEKEND  FOR:  Grocery  inflation:  Whafs  up?  I  Deere  &  Co.  CEO  Robert 
Lane  I  Psychology  and  money:  The  new  counselors  I  Women  and  wine:  Catering  to  females'  interests  I 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.a 


10  I  BusinessWeek  I  July  2,  2007 


DC 


)n  the  human  network,  the  whole  world  is  a  lab. 
\/elcome  to  a  place  where  web  applications  mash 
Dgether  and  create  new  experiences.  Where 
larketers  turn  to  customers  to  invent  new  products. 
Vhere  researchers  tap  into  collaborative  intelligence 
:)  find  new  cures  faster  Where  everyone  joins 
Dgether  to  make  things  better.  All  it  takes  is  a  network, 
he  story  continues  at  cisco.com/humannetwork. 


welcome  to  .i|iii|ii 

the  human  network.    Cisco 


You  and  TSMC. 
The  Power  of  Proven  Partnership. 


Whether  you're  developing  innovative  new  products  or  seizing  opportunities  in 
existing  markets,  TSMC's  proven  approach  to  partnership  can  help  you  reduce  risk, 
accelerate  time-to-market,  and  improve  yields. 

Our  unique  brand  of  close  collaboration,  involving  multiple  levels  of  both  your 
organization  and  ours,  ensures  you  get  the  full  benefit  of  our  collective  experience- 
applied  across  a  broad  variety  of  technology  platforms,  including  90nm,  65nm, 
and  45nm. 

As  the  world's  largest  foundry,  committed  to  increasing  capacity  for  advanced  and 
mature  technologies,  our  worldwide  manufacturing  facilities  are  100%  dedicated  tQ  our 
customers.  Which  means,  our  partnership  begins  with  our  integrated  desigq  services 
and  ends  only  when  you  achieve  business  success. 

Find  out  why  the  world's  leading  semiconductor  companies  trust  TSMC  with  their 
most  important  innovations.  Visit  www.tsmc.com 


The  Proven  Path  to  Success" 


Copyright  2007  Taiwan  Semiconductor  Manufacturing  Company  Ltd.  All  rights  reserved. 
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"Airbus  is  in  the  worst  shape 
it  has  ever  been  [in] ....  Tins  is 
not  a  level  playing  field." 

-Louis  Gallois,  CEO  of  Airbus,  pleading  at  the  Paris 

Air  Show  for  more  government  funding  from  Germany, 

France,  Spain,  and  Britain,  citing  the  U.S.'s  $800  million 

in  annual  aid  to  rival  Boeing  for  research,  as  reported  in 

The  Financial  Times. 


TED  BY  DEBORAH  STEAD 


HEN  I'M  65 


olden 
•aychecks 


AN  ECONOMY  obsessed  with  new 
technology  and  youth,  guess  who's 
getting  the  biggest  raises?  Older 
cs.  The  Bureau  of  Labor  Statistics 

ntly  began  posting  pay  data  by  age 
its  Web  site,  and  the  numbers  are 
prising.  Over  the  past  five  years, 

time  workers  55  and  older  have 
n  healthy  pay  gains  after  adjustment 
inflation,  while  those  under  55  have 
fered  losses  (chart). 
In  particular,  the  pay  increases  for 
se  65  and  older  help  explain  why 
dors'  labor  force  participation  is 
mg.  In  the  past  12  months,  more 
Ji  30%  of  people  65  to  69  were  either 
rking  or  actively  looking  for  jobs,  up 
m  just  over  25%  five  years  earlier, 
the  world  of  labor  force  stats,  that's 
ig  change.  Participation  rates  were 
ighly  flat  for  25-to-54-year-olds— and 

more  than  3  percentage  points  for 
tse  16  to  24. 

Companies  "are  finding  a  v/ay  to 

some  of  the  elder  statesmen  who 
lerwise  might  retire  to  the  golf 
irse,"  says  65-year-old  William 


Jackson,  an  executive  coach  at 
Pittsburgh-based  recruiter  Development 
Dimensions  International.  He  should 
know.  Ready  to  bail  out  of  corporate 
life,  Jackson  instead  accepted  a  deal 
from  DDI  that  allows  him  to  work  out  of 
the  lakeside  home  he  built  in  northern 
Minnesota.  CEO  William  Byham  says 
DDI  didn't  want  to  lose  Jackson's  wealth 
of  customer  contacts  and  experience. 


THE  WAVE  OF  OLDER  WORKERS 

Older  people  are  working  more... 


...and  getting  bigger  raises 
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••USUAL  MEDIAN  WEEKLY  EARNINGS  FOR  FULLTIME  WORKERS,  FOUR-QUARTER 
MOVING  AVERAGE,  FIRST  QUARTER  2002  THROUGH  FIRST  QUARTER  2007 


JACKSON  The  golf 
course  isn't  the 
given  it  once  was 


Much  of  the  hiring  of  older  workers 
is  coming  from  industries  at  risk  for 
mass  retirements— electric  utilities, 
oil  companies,  and  aerospace  and 
defense  contractors,  for  instance.  Such 
sectors  are  the  "canaries  in  the  coal 
mine,"  says  human  capital  researcher 
Eric  Lesser,  an  associate  partner  at 
IBM's  Institute  for  Business  Value, 
who  predicts  the  demand  for  older 
workers  is  likely  to  spread  across  the 
economy.  Thomas  Darrow,  a  principal 
at  Talent  Connections,  an  Atlanta-based 
recruiting  firm,  echoes  that  thought. 
"It's  evolving  to  be  one  of  the  biggest 
trends  in  recruiting,"  he  says. 

To  be  sure,  not  everybody  is  trying 
to  hang  on  to  their  vintage  employees. 
A  2006  survey  by  the  Society  of  Human 
Resource  Management  found  that  while 
small  and  midsize  companies  are 
most  concerned  about  retaining  older 
workers,  big  companies  worry  most 
about  keeping  younger  ones.  Still,  it 
seems  that  America's  vacuum-tube 
veterans  have  a  place  in  the  YouTube 
economy  after  all.  -Peter  Coy 
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PATENTS 

CHIPMAKERS 
AT  THE  WHITE 
HOUSE DOOR 

PATENT  INFRINGEMENT 

disputes  over  everything 
from  BlackBerrys  to  plasma 
display  screens  have  become 
the  tech  world's  favorite  blood 


sport.  Now  a  brawl  between 
California  chipmakers 
Qualcomm  and  Broadcom  may 

end  up  being  resolved  by 
Referee-in-Chief  George  W. 
Bush.  In  a  rarely  tried— and 
even  more  rarely  successful- 
tactic,  Qualcomm  is  gearing 
up  to  lobby  the  President  and 
the  U.S.  Trade  Representative 
to  overturn  a  June  7  decision 
by  the  U.S.  International 


Trade  Commission.  That 
ruling  bars  imports  of  cell 
phones  equipped  with  a 
Qualcomm  chip  the  ITC  says 
violates  Broadcom's  patent. 
The  President  can  veto  an 
ITC  decision  on  pubhc  policy 
grounds,  says  Charles  Hosch, 
a  partner  with  Dallas  law  firm 
Strasburger  &  Price.  But  it 
last  happened  in  1985,  when 
President  Ronald  Reagan 
rejected  the  agency's  ban  on 
gray-market  battery  imports, 
citing  lower  consumer  prices. 
Qualcomm,  which  denies 
it  infringed  Broadcom's 
patent,  will  argue  that  the 
barred  imports  have  global 
positioning  technology  that 
first  responders  can  use. 
Broadcom  counters  that  the 
ITC  lifted  the  ban  for  sales 
to  responders.  Meantime, 
the  two  companies  are  still 
slugging  it  out  in  courts  in 
California  over  similar  issues. 
-Ron  Grover  and 
Eamonjavers 


SMOKE  SCREEN 

NO  SALE,  KID 

VENDING  MACHINES  dispense  about  60%  of 
all  cigarettes  sold  in  Japan,  and  there's  little 
to  stop  underage  smokers  from  using  them. 
But  starting  in  September,  some  machines 
will  be  carding  teens.  Vending  machine 
maker  Fujitaka  plans  to  outfit  its  models 
with  software  that  can  assess  whether  a 
customer  is  at  least  20  years  old,  Japan's 
legal  minimum  age  for  smoking.  The  move 
comes  ahead  of  industry  recommendations 
under  the  WHO  Framework  Convention  on 
Tobacco  Control  which  wants  Japan  to  be 
able  to  identify  minors  by  2008. 

The  Fujitaka  machines  will  scan  a 
customer's  face  with  a  built-in  camera,  codifying  and  comparing  facial  features  with  data  from  a 
huge  image  bank.  If  the  face  is  deemed  too  young,  the  buyer  must  insert  a  driver's  license  or  answer 
questions  over  an  intercom  from  the  machine's  owner  (usually  a  nearby  shopkeeper). 

Omron,  the  Kyoto  electronics  company  that  developed  the  technology,  says  the  device  gauges  age 
as  accurately  as  a  typical  human.  Other  makers  plan  vending  models  that  operate  with  a  "tobacco 
passport,"  an  ID  card  issued  to  those  20  or  older.  Some  say  both  solutions  are  inadequate.  "It's 
pathetic,"  says  Bungaku  Watanabe,  head  of  the  Tobacco  Problems  Information  Center,  an  antismoking 
group.  "Many  teenagers  look  much  older  than  their  age  or  can  borrow  ID  cards."      -Ian  Rowley 
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CUTTING 
PILLS,  AND 
BILLS,  IN  HAL 

FOR  YEARS  some  patients 

have  been  saving  money  b'y  i 
splitting  high-dose  versions' 
of  prescription  drugs  in  half! 
While  30  20-mg  tablets  of 


nii]inniyiM^*:iii*ianainiTsn 


cholesterol-lowering  statin,i, 
might  cost  $116, 15  40-mg 
pills  can  cost  just  $58. 

Not  all  pills  can  be  safely^ 
split.  But  a  new  study  from 
the  University  of  Michigan 
finds  that  bisecting  statin 
tablets  has  no  adverse  effe& 
on  patients' cholesterol 
levels.  (Small  fluctuations  iii 
levels  aren't  dangerous.) 

The  six-month  study, 
reported  in  the  June  issue 
of  the  American  Journal  of 
Managed  Care,  followed 
111  patients  taking  one 
of  three  statins:  Lipitor, 
Bristol-Myers  Squibb's 
Pravachol,  or  Merck's  Zocoi 
the  world's  biggest-selling 
drugs.  Without  knowing 
how  common  pill-splitting 
is  now,  analysts  say  they 
can't  estimate  the  financiali 
impact  of  its  becoming  the  ( 
norm.  U-Mich  started  a 
pill-splitting  plan  for  500  ot 
its  employees  and  retirees  i 
last  year,  saving  $195,000 1 
prescription  drug  coveragef 
so  far.  Enrollees  have  savecx 
a  total  of  $25,000. 

-Catherine  Arnsi) 
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NVEST  IN  MACEDONIA 


New  Business  Heaven  in  Europe 


i^estment  Incentives 

the  FEZs  and  Technology  Parks 

No  corporate  tax  for  1 0  years, 
1 0%  thereafter 

5%  personal  income  tax  for  5 

years,  10%  thereafter 

No  VAT  and  customs  duties  for 
export  production 

Free  connection  to  piped  natural 
gas,  electricity,  water  and  sewage 

Immediate  access  to  main 
international  airport,  railroad 
and  vital  road  corridors 

Special  incentives  for  leading 
multinational  companies  to 
include  training  costs  and  up  to 
€500.000  towards  building  costs 

Land  lease  for  up  to  75  years  at 
attractive  concessionary  rates 

Benefit  package  for  eligible 
investors  will  be  approved  within 
10  business  days 


Advantages  For  Investing 
Outside  FEZs  and  Technology  Parks 

•  1 0%  corporate  tax* 

•  10%  personal  income  tax* 

•  0%  tax  on  reinvested  profit 

•  Free  access  to  large  nnarket  -  650**  nnillion  customers 

•  Abundant  and  competitive  labour  with  €370/month 
average  gross  salary 

•  Fastcompany  registration -2  days 

•  Macroeconomic  stability  -  average  yearly  inflation 
below  2%  over  the  last  5  years 

•  Excellent  infrastructure 

•  EU  &  NATO  candidate  country 


Austria-  1000km 
Italy- 1200km 
Germany-  1500km 
I  France  -  1 700km 


Bulgarian  coast  line  -  700km 
Turkey  -  650km 


Greek  coast  line  -  1 00km 


Greek  coast  line  -  1 00km 

FREE  ECONOMY  ZONES 

■  FEZ -Skopje     I     Skopje -FEZ  Skopje- 10km 
#  FEZ-Stip  I      Skopje  -  FEZ  Stip  -  75km 


MBI-10  Macedonian  Stock  Exchange  Index 
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of  2008. 12%  in  2007.  **Free Trade  Agreements  with  27  EU  and  13  otPier  European  countries. 


Invest 

MACEDONIA 


For  more  infornnation  visit:  www.investinmacedonia.com 
or  contact  us  at:  -I-+389  2  3100  111;  fax  -f+389  2  3100  1 10 
e-mail:  fez@investinmacedonia.com 
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THE  NAME  GAME 

THE EARLY 
BIRD  GETS 
THE  DOMAIN 

CONTENDERS  in  the  2008  Presidential 
race  think  they  have  what  it  takes 
to  lead  the  nation.  But  some  can't 
govern  their  own  domains.  According 
to  domaintools.com,  which  tracks  Web 
site  owTiership,  GOP  front-runner 
Rudolph  Giuliani  had  RudyGiuliani. 
com  bought  out  from  under  him  in 
1998  by  a  squatter— someone  who 
buys  a  Web  address  cheaply  with  the 
idea  of  selling  it  at  a  fat  profit.  The 
site  was  then  bought  by  Zev 
Adler  of  Monsey,  N.Y.,  who 
runs  a  liquidation  business. 
He  plans  to  use  it  to  promote 
his  business  if  the  former  New 
York  City  mayor  wins  the  White  House. 

RudolphGiuliani.com  went  to  squatter 
Scott  Ferguson  of  Minneapolis  in  2004. 
The  Giuliani  campaign,  which  says  it 
won't  pay  high  prices  for  the  names,  uses 
JoinRudy2008.com. 

Mikehuckabee.com,  meanwhile,  is  used  by 
its  owner  (whose  identity  is  protected)  to  take 
jabs  at  the  former  Arkansas  governor.  The 
ovmer  won't  sell  to  any  Huckabee  supporter. 
"If  s  not  a  problem,  but  I  do  wdsh  we  had 
it,"  says  campaign  manager  Chip  Saltsman. 


CAMPAIGN  i;* 

WATCH  ^^; 


The  candidate's  site: 
explorehuckabee.com. 

Democrats  have  been  a  bit 
sawier.  John  Edwards  got 
hold  ofjohnedwards.com 
in  1998.  Hillary  Clinton  registered  domains 
for  her  name  years  ago.  But  New  Mexico 
Governor  Bill  Richardson  saw  BillRichardson. 
com  snatched  up  by  domain  parking 
company  Sedo  in  2004.  His  campaign  works 
out  ofrichardsonforpresident.com. 

"The  biggest  worry  about  not  controlling 
your  own  name  domain  is  leaving  it  open  to 
mudslingers,"  says  Robert  Sinclair,  a  digital 
marketing  consultant.  "And  it  looks  bad  to 
the  digerati  that  you  didn't  have  the  foresight 
to  snag  your  ovra  domain."       -David  Kiley 


IN  HOT  WATER  ON  THE  GREAT  LAKES 

THIS  SUMMER,  Great  Lakes  shipping  companies  are  paying  for  last  winter's 
mild  temperatures.  Water  levels  on  Lake  Superior  are  down  almost  two  feet 
from  a  year  ago,  an  inch  or  two  away  from  a  record  low.  The  cause:  winter's 
thinner-than-usual  idecoverage,  resulting  in  more  water  evaporation. 

For  cargo  operators.'whose  freighters  must  carry  smaller  loads  to  avoid 
scraping  bottom  in  port  or  shallow  waters,  the  result  is  evaporated  earnings. 
Typically,  the  largest  lakers,  which  run  1,000  feet  stem  to  stern,  can  handle 
up  to  68,000  ton^pf  iron  ore  or  coal,  about  what  five  one-mile-long  trains  can 
haul.  Now  the  maximums  have  been  reduced  by  5%  to  10%. 

Big  customers  siich  as  U.S.  Steel  and  coal-burning  utility  DTE  Energy  of 
Detroit  say  they've  averted  shortfalls  by  eating  into  stockpiles  or  turning  to 
railroads  for  supplies. 

But  shipping  line's  don't  have  away  around  the  problem.  Already  fully 
scheduled,  they  can't  make  more  trips^Nor  can  they  charge  more  per  ton 
under  contract.  "It's  dinging  their  profits,"  says  Stuart  Theis,  executive  director 
of  the  U.S.  Great  Lakes  Shipping  AsSn.Spring  weather  hasn't  helped.  The  basin 
has  been  in  a  drought  since  March,  with  only  scattered  storms  in  near-term 
forecasts.  -Michael  Arndt 
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BLOGSPOTTING 

KEEPING  SCORE 

thesportsbizblog.blogspol) 
com/  I 

» BILLING  ITSELF  as  "sports 
illuminated,"  SportsBiz 
analyzes  the  business  side 
of  collegiate,  pro,  and 
international  athletics. 
Recent  posts  delve  into  the 
disappointing  television 
ratings  for  the  NBA  Finals 
on  ABC  in  mid-June  and  the 
upcoming  inaugural  seasor 
of  the  Israel  Baseball  Leagin 
started  by  Massachusetts 
businessman  Larry  Baras. 
The  blog's  publisher,  Mark< 
Ament,  a  Louisville  lawyer  r 
who  negotiates  deals  for 
investors,  owners,  and 
athletes,  writes  that  he 
wants  to  keep  the  focus 
on  financials,  "with  a  bit 
about  the  law  thrown  in  foi 
good  measure."  Copyright  t 
law,  for  instance:  Ament 
recentiy  weighed  in  on 
Google's  attempt  to  digitize 
libraries,  writing  about  the< 
cooperation  of  colleges  in 
the  Big  Ten  Conference  as 
his  point  of  entry. 

-Michael  Loet^ 


30  million  computer  users  dojLl 
trust  the  power  grid. 


APC  Smart-UPS®  1000  provides 
power  protection  and  battery 
backup  during  power  outages 
Also  available  in  rack-mount  models 


They  do  trust  APC.  Shouldn't  you? 


"OveraU  the  reliability  of 
electrical  systems  in  the  US 
almost  certainly  will  decline 
over  the  next  10  years." 

-Venture  Development 

Think  of  all  that  you  rely  on  your  com- 
puter for:  personal  and  business  files, 
financial  information,  broadband  access, 
videos,  photos,  music,  and  more. 
Increasingly,  computers  are  the  hub  for 
managing  our  lives.  And  more  people 
rely  on  APC  to  protect  their  hardware 
and  data  than  any  other  uninterruptible 
power  supply  (UPS)  brand. 


Find  APC  power  protection  products  at: 


Why  is  APC  the  world's  best  selling 
power  protection?  For  20  years,  we 
have  pioneered  power  protection 
technology.  Our  Legendary  Reliability® 
enables  you  to  save  your  data,  protect 
your  hardware,  and  prevent  downtime. 
It  also  guards  against  a  power  grid  that 
is  growing  less  reliable  every  day. 

According  to  the  Department  of  Energy, 
electricity  consumption  will  increase  by 


We  got  It  We  get  it. 


40%  over  the  next  10  years.  Yet  today, 
investment  in  utilities  is  at  an  all-time 
low.  It's  a  "perfect  storm"  for  computer 
users,  one  that  makes  APC  protection 
even  more  essential. 

APC  has  a  complete  line  of  power 
protection  solutions  to  suit  a  range 
of  applications.  Already  an  APC  user? 
Get  the  latest  replacement  battery 
cartridge  for  your  unit  or  upgrade  to 
a  newer  model. 


Find  out  why  30  million  people  don't 
need  to  worry  about  losing  their 
music,  photos,  and  financial  files. 

Office  DEPOT.  fS^i 


APC  Solutions  for  Every  Level  of  Protection 


Home  Starting  at  *59.99 

Best  value  battery  backuD        B«i,-ups«ES5Mfl 
and  surge  protection  for 
home  computers. 
8  outlets,  DSL  protection, 
44  minutes  of  runtinne 


Home  Office  starting  at  ^99.99 

Complete  protection  for  B«*-ups»fS750 

home  and  small 
business  computers. 

10  outlets,  DSL  and  coax  protection, 
70  minutes  of  runtime 


Small  Business  starting  at  M59.00 

High-performance  network  Sdmi-ups*  looo 

power  protection  with 
best-in-class  manageability 
for  sen/ers. 


Register  to  WIN  a  Smart-UPS®  1 000  -  value  $459  ERP. 

Also,  enter  keycode  to  view  other  special  offers  and  discounts. 
Visit  www.apc.com/promo  and  enter  key  code  t851x  •  Call  888-289-APCC  x4467  •  Fax  401-788-2797 


Legendary  Reliability' 


©2007  American  Power  Conversion  Corporation  All  rights  reserved  All  trademarks  are  the  property  of  their  respectn/e  owners, 
e-mail-  esuppon©apc  com  •  132  Fairgrounds  Road,  Wesi  Kingston,  Rl   02892   USA  .  BK1A7EF-EN 


upFront 


ANALYZE  THIS 


BY  KERRY  SULKOWICZ.  M.D. 


Tips  for  Interns— and  Their  Bosses 


I'm  a  recent  college  grad,  interning  at 
a  company  where  I  have  a  hard  time 
expressing  work  concerns  with  my  bosses— 
about  feeling  poorly  treated  or  not  included, 
things  like  that.  I  wind  up  complaining  to 
friends  or  calling  my  mother  (who  tells  me 
to  go  to  graduate  school).  What,  realistically, 
can  I  do? 

-Anonymous,  New  York 

AN  INTERNSHIP  IS  as  good  a  time  as  any  to 
learn  how  to  deal  etfectively  with  the  more 
powerful  among  us.  As  a  start,  it's  not  a  bad 
instinct  to  unburden  yourself  to  friends.  It 
relieves  pressure  and  occasionally  yields 
sound  advice.  But  you  need  to  be  able  to 
handle  these  situations  on  your  own.  And  the 
challenge  is  to  do  so  without  being  labeled  a 
complainerora  victim. 

Tip  No.  1:  Temper  your  youthful  idealism 
with  pragmatism.  Remember  that  this  stint 
is  supposed  to  help  you  get  a  start  in  your 
career.  It's  not  about  fighting  workplace 
injustices.  Indeed,  if  your  model  of  benevolent 
authority  is  a  supportive  mother,  you  might 
need  to  adjust  your  expectations  of  the  boss. 

Meanwhile,  compare  notes  with  other 
interns  and  entry-level  employees.  Your 
experience  may  be  the  norm  rather  than 


a  sign  of  disrespect.  Being  excluded  from 
certain  meetings,  for  instance,  comes  with 
the  territory  If  you're  still  convinced  that 
there's  unfair  treatment  afoot,  approach  your 
manager  with  a  question,  not  an  accusation: 
"Will  I  eventually  be  able  to  attend  the 
planning  meetings?"  Or:  "Can  you  suggest  the 
best  way  for  me  to  give  better  presentations?" 

AND  NOW-since  it's  intern  season— some 
advice  to  managers:  Young  people  take  all 
experiences  to  heart,  so  their  reactions  may 


seem  intense  at  times.  Cut  them  a  little 
slack.  (Think  back  to  your  own  early  days.) 
Interns  may  also  find  it  hard  to  strike  the 
right  balance  when  it  comes  to  confidence- 
puffing  up  to  overcompensate  for  anxiety  on 
timidly  fading  into  the  woodwork  hoping  to ) 
be  overlooked.  Rather  than  getting  annoyew 
with  these  defenses,  consider  the  therapeuo 
value  of  assigning  your  interns  real  work  (nn 
make-work  or  gofer  chores),  no  matter  how/t 
small  a  piece  of  a  project.  That,  combined 
with  an  offhand  "nice  job,"  when  it's  meritee 
will  help  them  find  the  appropriate  level 
of  self-assurance.  (Don't  gush  or  express 
surprise  at  work  well  done.  That's  for  an 
indulgent  aunt  or  uncle,  not  someone  whos! 
respect  they  want  to  earn.) 

Finally  because  it  involves  effort  to  brinjij 
along  an  intern,  you  shouldn't  take  one  on  i  i 
you're  not  prepared  to  make  the  investmenn 
Remember  that  a  good  experience  goes 
beyond  what  your  summer  employees 
learn  about  your  industry  It  determines  thet 
message  they'll  export  about  your  compann 


Kerry  J.  Sulkowicz,  M.D.,  a  psychoanalyst  andi 
founder  of  ttie  Boswell  Group,  advises  executm 
on  psychological  aspects  of  business.  SendhH 
questions  at  analyzethis@businessweek.com.i 


PRETTY  BABIES 

WHAT  NEXT, 

BUBBLEGUM 

BOTOX? 

LITTLE  GIRLS  aren't  just 

playing  princess  these 
days.  Increasingly,  they're 
being  royally  pampered 
at  spas  aimed  at  the  5-to- 
12  set.  Sweet  &  Sassy  in 
Southlake,  Tex.,  expects 
to  add  16  shops  to  its 
current  15  by  yearend, 
growing  to  82  by  2010. 
Boise  (Idaho)-based 
Monkey  Dooz  plans  to  go 
from  6  locations  to  21  this 


year.  And  Saks-owned 
Club  Libby  Lu,  with  90 
oudets,  expects  to  add  up 
to  15  annually  over  the 
next  five  years.  In  2006, 
Saks  reported  Libby  Lu 
sales  of  $53  million,  up 
13%  from  2005. 

In  pastel  rooms  lined 
with  cartoon  characters, 
Monkey  Dooz  offers  a  $35 
Tutti  Frutti  Manicure  and 
Chocolate  Pedicure.  At 
birthday  parties— big  in 
the  tween  spa  business- 
guests  at  Sweet  &  Sassy 
can  opt  for  a  mini-facial 
or  a"sassyup-do" 
hairstyle.  In  the  age  of 
Britney,  Lindsay,  and 


Paris,  do  the  spas  send 
girls  the  wrong  signal?  "j" 
9-year-old  does  not  needJ 
makeup  or  a  pedicure," 
says  psychologist  Irene 
Kassorla.  "The  message 
is,  'Lie  back  and  do 
nothing,  and  we'll  make 
you  feel  good.'  It's  just 
inappropriate."  The  spas- 
say  their  services  are 
harmless.  "It's  not  about; 
growing  up  too  fast," 
says  Sweet  &  Sassy  CEO 
Dixie-Drake  Davis.  "We 
wouldn't  do  eyebrow 
waxing  or  highlights 
or  anything  that  would 
keep  a  child  from  being  Si 
child."  -Louise  Lee  , 
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E  A  GUEST  NOT  A 
PASSENGER.  WE  BELIEVE 
THE  WAY  YOU  FLY  IS 
JUST  AS  IMPORTANT 
AS  WHERE  YOU  FLY. 
IT'S  NOT  SIMPLY 
ABOUT  GETTING 
A  SEAT  IT'S  ABOUT 
GETTING  SERVICE. 
NOT  JUST  FOOD 
BUTA  MEAL.  NOT 
JUST  SOMETHING 
TO  WATCH  BUT 
SOMETHING  WORTH 
WATCHING.  IN  SHORT 
IT'S  ABOUT  UPGRADING 
FLYING  FOR  EVERY 
PASSENGER  ON 
EVERY  PLANE.  NOW 
THERE'S  AN  IDE 


UPGRADE  TO 

book  at  ba  com  BRITISH  AIRWAYS 
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Let  PepsiCo 
demonstrate  that 
its  corporate  staff, 
especially  the  U.S. 
expatriates,  drink 
Pepsi  made  in  India." 

-David  Chai 
Foster  City,  Calif. 


PEPSI,  PESTICIDES,  AND 
DRINKING  WATER  IN  INDIA 

I  READ  "PEPSI:  REPAIRING  a  poisoned 
reputation  in  India"  (Special  Report, 
June  11)  with  great  interest.  Instead  of 
debating  the  appropriate  standards  for 
various  pesticide  levels  in  carbonated 
drinks,  there  is  a  simple  way  to  deter- 
mine if  the  current  drink  is  safe  for  hu- 
man consumption  in  India.  Let  PepsiCo 
demonstrate  that  its  corporate  staff,  es- 
pecially the  U.S.  expatriates,  drink  Pepsi 
made  in  India. 

-David  Chai 
Foster  City,  Calif. 

PEPSI'S  MISADVENTURE  in  India  made 
us  all  feel  guilty  about  water  pollution. 
Contamination  of  water  is  a  real  problem. 
However,  cola  is  not  the  first  place  to 
look  for  pesticides.  Given  the  significantly 
higher  (10,000  times)  levels  of  pesticides 
in  fruit,  tea,  and  milk  in  India  it  is  unlikely 
that  water  is  the  source  of  contamination. 
Companies  like  Pepsi  and  Coke  use  ad- 
vanced processes  such  as  reverse-osmosis 
to  purify  water.  The  food  chain  seems  to 
be  the  primary  source  of  pollution.  It  is 
well  documented  that  Indian  farmers  use 
excessive  amounts  of  pesticides  and  insec- 


ticides to  protect  their  produce.  Sugarcan 
cultivation  in  the  tropical  climate  of  Indi 
rehes  heavily  on  the  use  of  pesticides.  Th 
most  likely  source  of  contamination  ( 
colas  is  sugar,  not  water. 

-M.  Michae 
NewYoi 

WE  COULDN'T  AGREE  MORE  that  bo 
ded  water  is  not  the  answer  to  the  cha 
lenges  of  emerging  contaminants  in  ta 
water.  Bottled  water  is  less  regulate 
than  tap  water,  and  waste  from  wat( 
bottles  is  one  of  the  fastest-grovwng  par 
of  the  municipal  waste  stream. 

-PattiLyn 
Corporate  Accountability  Intemationi  [ 

Bostc 

HOW  TO  FIGHT  EXPENSIVE  GAS-    ! 
AND  ILLEGAL  IMMIGRATION 

ONE  SOLUTION  ("High  gas  prices:  Tl  j 
road  ahead,"  News  &  Insights,  June  11) 
to  enact  a  windfall-profit  tax  on  refine 
and  then  give  them  a  rebate  in  the  for 
of  a  tax  credit  when  they  build  a  ne.' 
refinery  in  the  U.S.,  Canada,  or  Mexic 
Second,  remove  the  import  tax  of  54<t 
gallon  on  sugarcane  ethanol.  These  tv 
suggestions  will  also  reduce  illegal  in  11 
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ReadersReport 


CORRECTIONS  &  CLARIFICATIONS 

"Where  the  best  medicine  is  data" 
(Health,  June  25)  incorrectly  stated 
that  emerging  international  markets 
accounted  for  13%  of  IMS  Health  Inc. 
revenues  in  2003  and  27%  in  2006. 
Instead,  those  figures  applied  to  emerging 
markets'  share  of  global  pharmaceutical 
revenues. 

Because  of  an  error,  "MBA  coaches  know 
where  the  ethical  lines  are  drawn"  (Readers 
Report,  June  25)  was  unattributed.  The 
letter  was  written  by  Luz  Virginia  Gonzalez 
de  Wilson. 


migration  because  they  will  create  jobs  in 
Mexico,  Haiti,  and  other  poor  countries; 
and  the  ethanol  suggestion  will  reduce 
com  food  prices. 

-Brent  Pittman 
Brownsburg,  Ind. 

LIMBERING  UP 
GERIATRIC  MEDICINE 

SPECIALIZED  HOME-HEALTH  programs 
across  the  U.S.  are  already  addressing 
such  critical  and  costly  issues  as  heart 
failure,  diabetes,  and  injuries  due  to  falls 
("The  right  cure  for  ailing  elder  care?" 
Sci  Tech,  June  11).  National  outcomes 
studies  and  independent  research  have 
documented  their  success  in  maintaining 
patient  independence  and  controlling 
the  cost  of  care.  And  these  accomplish- 
ments are  taking  place  within  the  current 
Medicare  reimbursement  system. 

The  home-health  industry's  latest  ob- 
jective is  to  reduce  the  percentage  of 
home-care  patients  who  experience  un- 
planned or  avoidable  hospitalizations. 
If  we  can  cut  the  hospitalization  rate  by 
three  percentage  points,  an  additional 
110,000  older  Americans  can  remain  at 
home  each  year,  and  Medicare  can  save 
about  $2.7  billion  annually. 

-Susan  Sender 

Chief  Nursing  Executive 

Gentiva  Health  Services  Inc. 

Melville,  N.Y. 

ENCOURAGING  MORE  physicians  to  spe- 
cialize in  geriatrics  by  maldng  it  a  viable 
part  of  the  medical-school  curriculum  is 
a  start  in  addressing  the  dearth  of  geri- 
atricians, but  several  other  factors  come 
into  play.  Increased  awareness  and  support 
for  geriatric  medicine  through  physician 
training,  compensation,  and  medical  reim- 
bursements will  go  a  long  way  to  encour- 
age more  physicians  to  enter  the  field. 
Another  way  is  to  raise  the  prestige  of 


geriatrics  in  the  medical  community  and 
within  the  nation's  medical  schools  through 
a  commitment  to  geriatrics  training. 

Geriatricians  are  the  front-line  pro- 
viders to  older  patients  with  complex 
physical,  social,  and  cognitive  concerns. 
Putting  ±em  on  the  back  burner  should 
not  be  an  option. 

-Stephanie  Lederman 

Executive  Director 

American  Federation  for  Aging  Research 

New  York 

BEEN  DOWN 

ON  THE  FARM  LATELY? 

I  WAS  AMUSED  TO  READ  that,  if  nothing 
else,  a  skim-milk  cow  can  at  least  help 
producers  avoid  discarding  mountains 
of  unneeded  fat  ("The  skinny  on  a  skim 
mUkcow,"  SciTech,June  11). 

According  to  the  Agriculture  Dept.,  the 
value  of  Class  IV  skim  mUk  is  posted  at 
about  I3y2(t  per  pound.  The  value  of  but- 
terfat  is  $1.57  per  pound,  or  more  than  10 
times  the  value  of  skim  milk.  In  the  same 
way  that  we  can  be  sure  wheat  farmers 
are  not  discarding  mountains  of  wheat 
in  order  to  sell  the  chaff,  please  be  as- 
sured dairy  producers  are  not  discarding 
mountains  of  cream  or  butter  in  order 
to  sell  skim.  Check  it  out  in  the  super- 
market where  you  shop  and  see  which 
product  commands  the  premium  price 
per  pound— skim  milk  or  butter. 

-Richard  Smith 

ABS  Global 

Deforest,  Wis. 

MICHAEL  MOORE. 
FIRST  HEAL  THYSELF 

MICHAEL  MOORE  AND  Other  propo- 
nents of  universal  health  care  seem  to 
suggest  that  what  Americans  need  is  an 
all-you-can-eat  health-care  buffet  ("Mi- 
chael Moore  on  health  care,"  UpFront, 
June  11).  What  this  opinion  ignores  is 
that  health  begins  with  individuals  and 
the  lifestyle  choices  they  make.  The  Cen- 
ters for  Disease  Control  has  published  its 
opinion  that  any  person's  health  status 
is  50%  influenced  by  behavior  and  life- 
style. Behaviors  such  as  smoking,  lack  of 
exercise,  and  overeating  are  estimated  to 
contribute  up  to  25%  of  all  health-care 
costs  in  the  U.S.  Moore  and  most  other 
Americans  would  be  wise  to  get  them- 
selves healthier  through  better  personal 
Hfestyle  decisions. 

-Ray  Mead 

Choice  Advantage  Insurance  Solutions 

Cardiff,  Calif 

MOORE  DECEIVED  HIMSELF  when  he 
determined  that  some  September  11  work- 


ers got  better  health  care  in  Cuba  that 
they  were  given  in  the  U.S.  I've  had  the 
chance  to  view  the  Cuban  health-care  sys 
tem  in  daily  practice,  not  at  some  stagec 
event.  And  while  the  Cuban  populatior '. 
in  general  is  very  healthy,  the  clinical  anc  i 
hospital  facihties  suffer  the  common  fatt  j 
of  all  Cuban  infrastructure— woeful  dete 
rioration.  The  conditions  are  not  sanitary  j 
and  the  equipment  is  terribly  outdated 
The  typical  AJmerican  would  be  hesitan 
to  go  into  one  of  these  facihties  even  to  ge 
his  temperature  taken. 

-Harry  R.  Clementi 
Wichitt 

INSTEAD  OF  SOCIALIZING  health  care,  aii 
Michael  Moore  suggests,  why  not  social 
ize  the  oU  industry  instead?  A  hundrec 
bUhon  dollars  in  oil  profits  could  go  a  lon{ 
way  in  reducing  our  tax  burden,  and  thei 
all  of  us  could  afford  health-care  costs. 

-/.  Patrick  Meaghe. 

Oakland  Park,  Kan' 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


Ask.com:  Worth  a  New  Look 


Since  revolutionizing  Web  search  in  the  late  1990s,  Google  has  greatly 
improved  the  quality  of  its  results  and,  especially,  its  ability  to  make  mone}^ 
from  the  context-sensitive  ads  it  serves  up  alongside.  But  the  appearance 
of  Google  search  pages  has  barely  changed.  And  search  results  from 
Microsoft  and  Yahoo!  look  pretty  much  the  same  in  content  and  form. 


Ask.com,  a  perennial  also-ran  in 
the  search  business,  is  taking  a  new 
tack.  It  doesn't  really  have  more 
relevant  search  results;  the  variability 
is  so  great  that  it's  impossible  to 
say  whether  one  search  engine 
consistently  performs  better  than 
another.  What  Ask  tries  to  do  instead 
is  to  present  its  findings  in  a  more 
useful  way.  And  to  a  great  extent  it 
succeeds. 

Instead  of  following  the  Google 
minimalist  approach,  where  search 
results  fill  most  of  the  page  while  a 
smattering  of  text  ads  runs  down  the 
right-hand  side,  Ask  divides  the  page  into  three  columns. 
The  middle  one,  which  takes  about  half  of  the  page's  total 
width,  contains  the  expected  search  results  with  three 
or  so  "sponsored  links"  at  the  top.  There  are  a  couple  of 
improvements  in  this  middle  panel.  Where  appropriate, 
the  first  result  is  something  straightforward  and  factual:  a 
biography  or  a  definition.  And  there's  a  little  binoculars  icon 
to  the  left  of  many  of  the  listings.  Move  the  cursor  over  it  and 
you  see  a  thumbnail  image  of  the  page  the  link  takes  you  to, 
which  may  spare  you  from  clicking  on  links  that  won't  get 
you  where  you  want  to  go. 

THE  RIGHT-HAND  COLUMN  OFFERS  two  sets  of  suggestions 
that  can  make  a  difference:  "Narrow  your  search"  and 
"Expand  your  search."  Say  you  have  typed  in  "California 
vacation,"  which  yields  more  than  13  million  results.  The 
narrovnng  option  includes  suggestions  such  as  "California 
vacation  packages"  and  "Romantic  vacation  packages," 
and  if  you  click  on  either  one,  you  get  progressively  more 
focused  results.  The  process  doesn't  work  indefinitely.  The 
top  narrowing  option  on  the  "Romantic  vacation"  page 
was  "Romantic  vacation  packages  in  New  Hampshire"— a 
perfectly  nice  state,  but  this  in  no  way  refines  my  California 
results.  And  the  search  hits  themselves  sometimes  remind 
you  that  machines  still  don't  understand  human  language 
well.  For  example,  a  search  for  "Steve  Jobs"  then  "Steve  Jobs 
family"  found  "Steve  Jobs  calls  family  of  stabbing  victim." 


Expanding  searches  is  even  less 
satisfactory.  A  search  for  "Palm 
Springs  vacations"  could,  plausiblyj 
suggest  options  in  neighboring 
Palm  Desert  or  Indian  Wells,  but 
instead  you  get  offers  of  vacations 
in  California,  Mexico,  or  Florida. 
And  returning  to  "Steve  Jobs,"  an 
expanded  search  yielded:  "Who 
discovered  nylon." 

The  third  column,  down  the 
right-hand  side  of  the  page, 
contains  an  assortment  of  useful 
information  related  to  the  subject 
of  the  search.  For  example,  a 
search  on  a  person's  name  will 
yield  a  collection  of  pictures,  a 
biographical  entry  from  Wikipedia 
and  a  selection  of  relevant  blogs  or 
news  items.  A  search  related  to  a 
place  will  lead  to  pictures,  a  map, 
news  stories,  and  Wikipedia. 

If  you  have  any  of  five  different 
Sprint  wireless  handsets,  you  can 
take  advantage  of  another  Ask. 
com  service.  Ask  Mobile  GPS.  It 
combines  precise  location-based  search  with  tum-by-turn 
navigation,  both  using  the  global  positioning  system  data 
generated  by  the  phone.  The  service  costs  $10  a  month  after 
two-week  free  trial. 

Ask  has  no  illusions  about  unseating  Google  as  the  search 
champ.  But  search  advertising  is  so  lucrative  that  executives 
say  the  investment  in  the  new  design  will  pay  off  if  they  can 
get  existing  customers  to  just  Ask  a  bit  more  often.  Regular 
users  of  Google,  Microsoft,  and  Yahoo  should  give  it  a  try.  ■ 
E-mail:  tech&you@businessweek.coT 


BusinessWeek  .cnni 


ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 


Its  searches 
can  be  more 
useful  than 
those  of  its 
bigger  rivals 
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BY  JON  FINE 
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How  to  Resuscitate  Dow  Jones 

As  I  write  this,  the  drama  concerns  who  will  bag  Dow  Jones.  Or  how 
gruesome  staff  cuts  under  some  possible  scenarios  will  be.  (Hello,  Pearson 
GE!)  Or  whether  the  controlling  Bancroft  family  might  yet  swallow  hard,  ^ 
face  certain  investor  outrage,  and  continue  to  go  it  alone.  No  matter  the 
outcome,  one  question  remains:  How  do  you  fix  a  problem  like  Dow  Jones? 

The  company  owns  one  of  the  world's 

best  newspapers.  Which,  judging  by 

the  gendest  interpretation  of  the  data, 

is  barely  profitable.  (The  consumer 

media  unit,  for  which  a  Deutsche  Bank 

analyst  estimates  the  Wall  Street  Journal 

supplies  around  80%  of  revenue,  posted 

profit  margins  of  3%  in  '06.  It  lost 

money  in  '05.)  The  company's  coulda- 

woulda-shouldas  of  the  past  15  years  fill 

volumes.  In  just  one  episode,  Reuters 

made  entreaties  regarding  a  combination 

back  in  1997,  precisely  a  decade  before 

the  Thomson-Reuters  deal.  Stiffening 

competition  fi-om  those  quarters  and  fi-om  the  ever-powerful 

Bloomberg  only  make  Dow  Jones  loom  smaller.  A  wise  new 

owner  will  bring  a  long  fix-it  list  and  large  toolkit,  and  they  vWll 

include  the  following. 

GIVING  THE  WEB  AWAY.  One  tiling  attracting  Rupert  Murdoch 

to  the  Journal  is  that  people  pay  to  access  its  Web  site.  As  of 

March,  wsj.com  claimed  931,000  subscribers.  Assume  they  all 

pay  the  minimum  $49  a  year  (the  tariff  for  a  print  subscriber's 

access),  and  you're  still  north  of  $45  million.  Dow  Jones  cannot 

currentiy  turn  down  that  money.  But  News  Corp.,  roughly 

15  times  the  size  of  Dow  Jones,  might.  Dow  Jones  executives 

tout  online  subscription  revenue  as  a  hedge  against  ad  booms 

and  busts.  Another  owner  should  think  hard  about  how  much 

those  millions  cost,  because  subscriber-only  access  squashes 

traffic,  links,  and  potential  ad  dollars.  The  free  parts  of 

wsj.com,  with  the  possible  exception  ofopinionjoumal.com, 

are  undernourished.  The  need  for  more  eyeballs  and  online 

ad  inventory  drove  2004's  $540  million  acquisition  of  CBS 

Marketwatch.com,  a  category  also-ran  that's  currentiy  leaking 

traffic.  Expect  a  buyer  to  mull  ways  to  tier  XheJoumaFs  paid 

online  model,  as  News  Corp.  reportedly  is.  A  brave  one  v^oll 

consider  trashing  it  outright. 

DOUBLE  DOWN  ON  DATA.  Former  CEO  Peter  Kann  was  wrong  to 

hold  on  so  long  to  the  doomed  data  play  Telerate.  But  he  was 

right  to  believe  in  the  power  of  data.  Bloomberg  buUt  an  enviable 

journalistic  operation  from  its  data  profits,  and  business  media 

companies  with  serious  database  i\ssets  remain  well  regarded 

by  the  Street  (including  The  McGraw-Hill  Companies,  which 


owns  BusinessWeek).  Had  Dow  Jones 
already  cracked  the  code  on  transmuti] 
journalism  into  bigger  database 
products  than  its  Factiva  imit,  we  woul  1 
not  be  having  this  discussion.  (This  is 
why  one  dream  partner  for  Dow  Jones- 1 
is  LexisNexis  ovmer  Reed  Elsevier.  Do^ 
Jones  just  has  to  convince  Reed  that  it 
needs  Dow  Jones  as  much  as  Dow  Jomn  j 
needs  Reed.  Good  luck.) 
BLOW  OUT  THE  VIDEO.  Fm  extremely 
skeptical  of  the  suggested  (bad  word 
alert)  synergies  between  print  and 
television,  accepted  at  face  value 
by  many  press  accoimts  that 
touch  on  Murdoch's  upcoming 
Fox  Business  Channel.  It's  not  T^'' 
that's  important  for  Dow  Jones,  i 
video,  broadly  defined.  Compare 
the  video  offerings  on  the  Web  si 
of  The  New  York  Times  and  The 
Washington  Post,  vs.  what's  on  th 
Journals,  and  you  see  another  ar 
where  ^e  Journal  lags  its  peers. . 
owner  with  TV  assets  could  help 
Dow  Jones'  legions  of  print  journalists  make  a  transition  to  thi 
world  of  video.  Having  spent  miich  of  my  adult  life  in  print,  I 
know  this  is  an  enormously  tall  order.  But  if  s  a  necessary  one. 
Any  long-term  look  at  Dow  Jones  also  must  reckon  with  a  v 
to  ramp  up  its  profits  internationally,  which  has  long  bedevile( 
blue-chip  American  print  media  brands.  The  funny  thing  is  th 
there's  one  obvious  company  with  the  skill  set  and  portfolio 
that  best  fits  the  bill:  News  Corp.  The  other  fimny  thing:  All 
through  the  years,  Dow  Jones'  top  management  insisted  that 
the  company  was  buUt  on  carefully  protecting  its  journalistic 
credibility.  So  it  went  slow  and  played  safe.  But  all  the  managi 
within  that  framework  accomplished  was  leaving  the  compar 
vulnerable  to  Murdoch's  massive  bid.  ■ 


The  same 
issues  will 
face  whoever 
bags  the 
Journal 
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j  For  Jon  Fines  blog  on  media  and  advertising,  go  to 
I  businessweek.com/innovale/RneOnMedia 
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nflation  Looks  Tamer^ 
5ut  for  How  Long? 

ssilient  demand  and  stronger  growth  will  stoke  new  price  pressures 
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U.S.  ECONOMY 


Inflation  readings  have  taken  a  turn  for  the  better,  ^E 

least  the  ones  Wall  Street  and  the  Federal  Reserve  care  the  most  Q 

)out.  The  so-called  core  price  indexes  at  both  the  wholesale  and  Q 

itail  levels,  those  that  exclude  the  gyrations  in  energy  and  food  H^ 
rices,  were  especially  tame  in  May,  and  the  yearly  inflation  rate  in 


h  sector  has  edged  lower  this  year.  Will  these 
orable  trends  continue?  Thaf  s  the  question  so  crucial 
vhere  Fed  policy  and  the  financial  markets  are  headed. 
The  answer,  most  simply,  will  boil  down  to  how  much 
iscle  the  economy  shows  over  the  next  two  or  three 
arters.  Of  course,  forecasting  is  never  simple.  The  Fed 
1  be  wrestling  with  this  and  other  issues  when  it  meets 
jet  interest  rate  policy  on  June  27-28.  The  confab  will 
an  important  one,  because  the  policymakers  will  be 
'5hing  out  their  economic  forecast,  which  Chairman 
n  Bemanke  will  deliver  in  the  Fed's  Monetary  Policy 
port  to  Congress  in  mid-July. 
Right  now  economists  outside  of  Washington  are 
isdy  split  into  two  camps.  The  growth  bears  believe 
;  housing  slump  will  weigh  heavily  on  the  economy 
i  on  consumer  spending  in  particular.  The  bulls  think 
!  economic  slowdown  is  over,  and  consumers  will  hold 
just  fine  as  the  rest  of  the  economy  chugs  along.  The 
irs  see  inflation  continuing  to  ease.  The  bulls  expect  it 
pick  up. 

Who  will  be  right?  The  way  the  second  quarter  is 
iping  up,  based  on  the  latest  economic  reports,  the 
)wth  bulls  make  the  stronger  case— at  least  for  now. 
seen  in  Maj^s  surprising  strength  in  retail  sales, 
isumers  have  shaken  off  the  housing  recession  and 
a-gallon  gas,  and  the  recent  jump  in  long-term 
erest  rates,  while  a  further  negative  for  housing,  has 
t  been  enough  to  add  much  new  pressure  on  consumer 
;nding.  The  rest  of  the  economy  is  doing  better,  too. 
Consumers  are  getting  plenty  of  bujdng  power  fi-om 
income  generated  by  strong  job  markets  and  from 
wealth  gains  coming  from  rising  stock  prices.  Both 
tors  were  at  work  in  the  second  quarter,  and  there 
ittle  on  the  horizon  to  suggest  any  big  change  in  the 
jnom/s  momentum  as  the  second  half  gets  under  way. 

>  SOME  EXTENT  the  downward  drift  in  core  inflation 
lects  the  lagging  effect  of  the  housing-led  slowdown 
■Qugh  the  first  quarter.  Softer  demand  has  begotten 
Iter  prices  for  construction  materials  and  home-related 
ods  and  services,  with  the  effects  spreading  to  other 
iias,  such  as  autos  and  business  equipment.  Efforts  to 


sell  off  inventories  that  had  piled  up  as  demand  eased 
also  has  placed  dovmward  pressure  on  prices. 

As  a  result,  yearly  consumer  inflation,  measured  by 
the  core  consumer  price  index,  has  ebbed,  from  a  peak 
of  2.9%  in  September  of  last  year  to  2.2%  in  May  (chart). 
Even  including  energy  and  food,  inflation  is  running  at 
only  2.7%.  At  the  same  time,  core  producer  price  inflation 
for  finished  goods  has  slipped  from  2%  to  1.6%. 

Not  only  that:  Inflation  in  the  earlier  stages  of 
production  has  fallen  substantially,  suggesting  waning 
price  pressure  in  the  production  pipeline.  Core  inflation 
for  prices  of  semifinished  intermediate  goods,  such  as 
auto  parts,  has  dropped  from  8.3%  last  year  to  2.9% 
in  May,  and  prices  of  crude  materials,  which  had  been 
growing  nearly  37%,  are  now  rising  at  only  a  9.2%  clip. 
These  trends  will  most  likely  carry  over  into  the  Fed's 

preferred  inflation 
gauge,  called  the 
core  price  index  for 
personal  consumption 
expenditures.  That 
measure  through  April 
is  running  at  2%,  which 
is  the  upper  bound  of 
the  stated  l%-to-2% 
"comfort  zone"  of  many 
policymakers.  There  is 
a  good  chance  the  rate 
will  slip  below  2%  this 
summer  for  the  first  time 


LESS  PRESSURE  ON 
CONSUMER  PRICES 
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in  more  than  three  years.  That  development  would  be 
strong  justification  for  the  Fed  to  keep  interest  rates  on 
hold,  possibly  for  the  entire  second  half  of  the  year. 

HOWEVER,  THE  FED'S  HORIZON  for  inflation  goes  weU 
beyond  the  next  few  months.  The  economy's  gathering 
momentum  is  a  warning  that  recent  inflation  progress 
may  net  continue.  Businesses  are  now  rebuilding  their 
inventories,  so  that  source  of  downward  pricing  pressure 
is  abating.  Also,  the  slowdown  over  the  previous  year 
did  litde  to  vent  the  potential  price  pressures  in  the  labor 
markets  and  in  production  capacity,  areas  where  the  Fed 
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is  keenly  concerned  about  future  inflation.  Moreover,  the 
Fed  does  not  completely  ignore  energy  and  food  prices, 
especially  in  a  strong  economy  where  producers  have 
greater  ability  to  pass  along  higher  costs  to  consumers. 

Many  economists  have  revised  their  forecasts  for 
second-quarter  economic  growth  into  the  3.5%-to-4% 
range.  The  growth  bulls  say  thaf  s  a  sign  the  slowdown 
is  over.  The  bears  don't  deny  the  quarter's  strength,  but 
they  say  it  won't  last.  If  the  bulls  are  right,  job  markets 
will  only  get  tighter,  and  plant  utilization  rates  will  only 
increase.  The  Fed  has  said  repeatedly  that  growing 
constraints  on  the  economy's  production  capacity  could 
push  inflation  higher. 

One  thing  that  separates  this  business  cycle  from  those 
past  is  the  growing  global  influence  on  U.S.  inflation. 
Overseas  labor  markets  and  production  capacity  are 
also  tight  and  getting  tighter,  reflecting  several  years 
of  strong  growth.  As  a  result,  prices  of  U.S.  imports  are 
accelerating.  For  the  three  months  through  May,  prices  of 
imported  consumer  goods,  excluding  autos,  are  up  1.7% 
from  a  year  ago,  the  fastest  such  advance  in  more  than  a 
decade.  This  time  last  year  those  prices  were  falling. 

RESILIENT  DEMAND,  especially  by  consumers,  is  why 
the  pressures  under  inflation  are  unlikely  to  fade  away 
permanently.  May's  unexpectedly  strong  1.4%  surge 
in  retail  sales  all  but  guarantees  a  decent  contribution 
to  second-quarter  economic  growth  from  consumer 
spending,  while  ongoing  gains  in  household  income  and 
wealth  suggest  continued  support  in  coming  months. 
Reflecting  solid  job  growth,  aftertax  income  of 
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households  through  April  was  up  5.6%  from  a  year  ago  il 
and  3.4%  after  subtracting  inflation.  That  pace  has  beei 
sufficient  to  keep  real  outlays  growing  well  above  3%, 
and  the  jobs  oudook  remains  bright. 

Through  mid-June,  weekly  claims  for  jobless  benefhst 
which  tend  to  foreshadow  future  job  growth,  remained 

low,  with  monthly  payrc 
gains  greater  than  the 
133,000  per  month 
averaged  so  far  this  yeajj 
Also,  the  latest  hiring 
survey  by  Manpower 
shows  hiring  plans  in  tlj 
third  quarter  holding  at^ 
the  second-quarter  ratei 

Households  are  also 
getting  a  big  boost  in 
spending  power  from  tM 
stock  market.  Based  oni 
the  Dow  Jones  Wilshire) 
5000  stock  index,  household  financial  assets  grew  by 
about  $1.5  trillion  in  the  second  quarter  (chart).  So  even 
if  home  values  don't  rise  at  all,  household  net  worth 
will  increase  three  times  faster  than  it  did  in  the  first 
quarter.  And,  remember,  wealth  gains  support  consumei 
spending  well  after  they  accrue. 

As  long  as  consumers  keep  spending,  not  even  a 
continuing  drag  from  the  housing  slump  will  prevent  tM 
economy  from  growing  at  a  healthy  clip.  The  problem  iii 
growth  is  beginning  to  look  a  little  too  healthy  to  assurei 
that  inflation  will  remain  benign.  ■ 


-0.4 
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Home  Sales:  Optimism  May  Be  Misplaced 


THE  RECOVERY  IN  mongage 

applications  to  purchase  a  home  has 
caught  economists'  attention.  The 
increase  seemingly  points  to  better 
home  sales.  But  there  are  reasons  to 
be  skeptical  about  the  latest  mortgage 
activity  figures  while  other  housing 
data  show  no  signs  of  improvement. 

In  May,  applications  to  purchase 
a  home  rose  for  the  third  straight 
month  and  were  up 
6.7%  from  a  year 
ago,  according  to  the 
Mortgage  Bankers 
Assn.  The  data  are 
traditionally  viewed  as 
a  leading  indicator  of 
home  sales,  offering 
some  hope  that  more 
buyers  are  entering 
the  market. 

Other  gauges 
of  future  housing 
demand  still  look 
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bleak,  though.  The  National 
Association  of  Realtors'  April 
Pending  Home  Sales  Index,  which 
tracks  signed  contracts  for  existing 
homes,  fell  3.2%.  And  in  June,  the 
National  Association  of  Home 
Builders'  Housing  Market  Index  hit  a 
more  than  16-year  low  on  softer  sales 
and  fewer  visits  to  model  homes. 
Which  nimibers  should  we  believe? 
The  applications  data 
may  be  overstating 
demand,  according 
to  Michelle  Meyer,  an 
economist  at  Lehman 
Brothers.  First,  the 
MBA  does  not  survey 
mortgage  brokers 
who  use  third  parties 
to  fimd  loans.  These 
independent  brokers 
probably  gained 
market  share  during 
the  housing  boom  and 


subsequently  lost  business  as  credit 
standards  tightened  this  year.  The  dai 
"likely  understated  applications  last 
year  and  overstate  applications  today) 
says  Meyer.  Plus,  a  rise  in  denials  anc( 
an  increase  in  multiple  applications 
among  those  rejected  may  be  inflatum 
the  MBA's  figures. 

While  all  three  factors  could  afFe 
the  applications  data,  MBA  economi 
Jay  Brinkmann  does  not  believe  the 
impact  is  significant.  However,  he 
does  note  that  applications  did  not 
fully  reflect  stronger  home  sales  in 
late  2005  and  early  2006  because  o 
the  jump  in  subprime  lending  and 
greater  use  of  independent  brokers 

If  the  applications  data  are  not 
fully  capturing  the  impact  of  tighte 
lending  standards  on  demand,  thei 
the  more  downbeat  indicators  may 
accurately  show  that  sales  have 
further  to  fall.  ■ 

-By  James  Mehr 
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Promise  what  we  deliver. 
Deliver  what  we  promise. That's 


certainty 
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TATA 


Critical  situations.  Ruthless  competition.  Unforgiving  customers.Thanl<fully  you  can  be  absolutely 
sure  of  your  IT  solutions  with  Tata  Consultancy  Services  (TCS).  As  one  of  the  world's  fastest 
growing  technology  and  business  solutions  providers,  TCS  has  built  a  reputation  of  delivery 
excellence  based  on  world-class  IT  solutions  that  are  on  time,  within  budget  and  consistently 
deliver  superior  quality.So,  it  comes  as  no  surprise  that  we  pioneered  the  concept  of  the  Global 
Network  Delivery  Model.  Developed  Innovation  Labs  and  Solution  Accelerators.  Achieving 
a  level  of  delivery  excellence  that  provides  greater  value  to  our  customers  and  is  the  industry 
benchmark.  Enabling  our  clients  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  ■  Outsourcing 

To  leatn  how  your  business  can  experience  certainty,  visit  www.tcs.com 


TheBusinessWeek 


NEWS  YOU  NEED  TO  KNOW  EDITED  BY  HARRY  MAURER 


BYE,  TERRY.  HI,  JERRY 

Struggling  to  escape  the  lengthening  shadow  of  Google,  Internet  pioneer  Yahoo!  replaced 
CEO  Terry  Semel  on  June  18  after  a  six-year  reign.  The  move  wasn't  much  of  a  surprise, 
coming  six  days  after  an  annual  meeting  in  which  shareholders  slammed  the  onetime 
Hollywood  mogul's  $72  million  pay  package  and  Yahoo's  declining  profits.  But  his 
replacement  was:  co-founder  Jerry  Yang,  who  has  not  run  Yahoo  since  its  earliest  days. 
Semel  will  stay  on  as  nonexecutive  chairman,  and  Yang  will  have  help  from  former 
Executive  Vice-President  Susan  Decker,  who  becomes  president.  Analysts  aren't  sure 
how  permanent  Yang's  appointment  is,  but  he  has  big  jobs  ahead:  shoring  up  search 
services  and  reviving  growth  in  the  mainstay  online  display-ad  business.  Meanwhile, 
news  broke  on  June  20  that  News  Corp.  has  explored  trading  its  MySpace  unit  for  a 
stake  in  Yahoo. 

See  "Back  to  the  Future  at  Yahoo!,"  page  34 
fOimi^" Street  to  Yahoo:  Be  aggressive,"  businessweek.com/go/tbw 


The  Dow  Jones  Chase 

This  could  get  interesting. 
Publishing  giant  Pearson  is 
hunting  partners  to  make  a 
run  at  Dow  Jones,  said  The 
Wall  Street  Journal  on  June  16. 
One  prospective  investor:  GE. 
On  June  20  the  Dow  board, 
miffed  at  the  slow  pace  of 
talks,  said  it  was  taking  them 
over  from  the  Bancroft  family. 
On  the  same  day,  former 
MySpace  CEO  Brad  Greenspan 
proposed  a  Dutch  auction  for 


25%  of  Dow  at  $60  a  share. 
See  "How  to  resuscitate  Dow 
Jones,"  page  28 


Subprlme  Implosion 

Watching  the  subprime 
housing  market  is  a  bit  like 
watching  a  train  wreck  in  slow 
motion.  Back  in  February, 
one  subprime  lender  after 
another  went  bust.  Two  weeks 
ago  a  Bear  Stearns  hedge  ftind 
posted  a  23%  decline  because 


of  bad  bets  on  bonds  backed 
by  subprime  mortgages.  Ever 
since  then,  the  fund  has  been 
teetering  on  the  brink.  Merrill 
Lynch  auctioned  off  some 
of  its  assets  on  June  20,  but 
other  banks  kept  negotiating. 
The  outcome  could  have 
huge  ramifications  for  other 
funds  that  invested  in  similar 
subprime  bonds. 
[!U11U1»  "Bear  Steams' 
subprime  bath" 
businessweek.com/go/tbw 


A  Big  Pharma  Combo? 
Could  Sanofi-Aventis  buy  Bristil 
Myers  Squibb,  creating  the 
world's  largest  drug  compan5f 
Talk  heated  up  on  June  19  aftd 
a  federal  judge  in  New  York 
upheld  patent  protection  on 
Plavix,  the  $6  billion-a-year 
anticlotting  drug  that  the 
two  co-market.  But  Sanofi's 
position  has  weakened  since 
merger  rumors  first  bubbled  If 
up  early  this  year:  Its  stock  ha 
dropped  nearly  10%  since  tha 
while  Bristol's  has  risen  19%j 
ESSSB  "Who  might  be 
eyeing  Bristol?" 

businessweek.com/go/tbw        i\ 
ll 

The  Dogfight  Continues  .^ 
Airbus,  pushing  to  regain 
altitude,  announced  more  thr 
$60  billion  in  deals  during  tH 
Paris  Air  Show  that  opened  o 
June  18.  The  tally  includes  a 
crucial  136  orders  for  its  newi  a 
A350  jet,  which  has  strugglec^  11 
against  Boeing's  all-composi  il  Dt 
787  Dreamliner.  Boeing  fired 
back  with  an  $8.8  billion 
Dreamliner  deal,  fattening  tt 
plane's  order  book  to  over  65 
more  than  four  times  its  riva :' 
HZDEI*  "Airbus'  big  Paris 
curtain-raiser" 
businessweek.com/go/tbw 
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Cerberus'  Next  Car? 
Swallowing  Chrysler  apparer  ^ ), 
wasn't  enough  for  Cerberus 
Capital,  which  also  has  talkec  jj 
with  Ford  about  buying 
its  Jaguar  and  Land  Rover 
operations.  The  private  equi 
outfit  hasn't  made  a  formal 
offer.  Fiat  and  Renault  also 
chatted  up  Ford  about  the  B 
brands  but  backed  off 
[!U1!U19  "Jaguar,  Land  Rover. 
Synergy  for  Cerberus? 
businessweek.com/go/tbw 


Aiming  at  Private  Equit; 
Not  so  fast,  Stephen 
Schwarzman.  The  CEO  of 
private  equity  firm  Blackston 
Group  has  an  IPO  pending,  b 
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v  ite  Finance  Chairman  IVIax 
i^cus  (D-Mont.)  and  ranking 
l  ublican  Chuck  Grassley 
I  a)  introduced  a  bOl  on 
I  i  13  that  would  hike  the 
£j  rate  for  many  partnerships 
V  go  public  from  15%  to 
5.  ].  Blackstone  would  be 
;:  idfathered  in  for  five  years, 
)  the  measure  could  still 
1  t  demand  for  shares. 
>  "KKR:  A  deal  too  far?" 
h  c  37,  and  "Bashing private 
'I  'ty"  page  110 


company,  a  notion  it  first 
floated  in  April.  The  No.3 
burger  chain  may  have  cooled 
the  appetites  of  would-be 
buyers  by  cutting  its  2007 
earnings  projection  by  10%  as 
sales  growth  has  stalled. 


r    street  Wins  One 

I    Supreme  Court  handed 
/  1  Street  a  bulwark  against 
I  ;stor  lawsuits  on  June  19, 
;i  'Iding  broker  syndicates 
i  n  antitrust  complaints. 
)  t  7-1  opinion  in  Credit 
>  ;,st'  Securities  v.  Billing,  the 
1  nces  said  that  what  could 
c  \  like  collusion  by  banks, 
)  kers,  and  big  investors 
I  ;ht  in  fact  be  justified  in 
)  suit  of  capital  formation  or 
public  offerings. 


Repairs  at  Home  Depot 

Another  remnant  of  former 
CEO  Robert  Nardelli's  stormy 
tenure  got  cast  off  on  June  19. 
The  home  improvement  giant 
agreed  to  sell  its  wholesale 
supply  unit  to  three  private 
equity  firms  for  $10.3  billion. 
While  the  move  allows  Home 
Depot  to  focus  on  its  core  retail 
business,  it  leaves  the  company 
more  exposed  to  the  shaky 
housing  industry. 


ndy's  on  the  Block? 

ybe  they'll  toss  in  a  free 
sty  with  candy  crumbles. 
1  losing  ground  to 
Donald's  and  Burger  King, 
ndy's  reiterated  on  June 
diat  if  s  willing  to  sell  the 


Biu-ray  Looks  Brighter 

It  may  be  time  to  fade  to 
black  for  HD  DVD,  one  of  two 
competing  formats  for  high- 
definition  DVDs.  Blocl(buster 
said  most  of  its  stores  wUl  stock 
only  DVDs  using  the  Blu-ray 
format  being  promoted  by 
Sony  and  partners  instead  of 
the  HD  format  being  pushed  by 
Toshiba,  NEC,  et  al.  The  Blu-ray 
group,  which  already  has  more 
Hollywood  studios  lined  up,  is 
lobbying  Wal-IVIart  and  other 
retailers  to  choose  sides. 


OLITICAL  SPLASH  OF  THE  WEEK 

fter  much  fevered  speculation  that  New  Yorl(  City  IVIayor  Michael 

loomberg  might  run  for  President  as  a  third-party  candidate, 
2  announced  on  June  19  that  he  had  severed  his  ties  to  the 
epublican  Party.  The  billionaire  founder  of  the  financial  data 
nd  media  empire  that  bears  his  name  continues  to  say  he  has 

0  plans  to  run,  but  it  sure  looks  like  he's  putting  the  pieces 

1  place.  In  the  past  few  months  he  has  boosted  his  national 
rofile,  taking  forceful  positions  on  a  number  of  hot-button 
^pics  such  as  gun  control  (he  likes  it)  and  delivering  speeches 

west  of  the  Hudson  River.  Political 
analysts  say  his  businesslike 
approach  to  running  New  York 
may  appeal  to  Americans  tired 
of  partisan  bickering  and  a  lack 
of  accountability.  But  third- 
party  Presidential  candidates 
have  always  faced  an  uphill  slog. 
Remember  that  other  rich  guy 
with  big  ambitions?  Ross  Perot 
captured  just  19%  of  the  popular 
vote  in  1992. 
[!Ulil21#  "Bloomberg:  The  CEO 


mayor 
businessweek.com/go/tbw 

MICHAEL  BLOOMBERG 
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ACK  TO  THE 
tmjRE  AT  YAHOO! 

With  co-founder  Jerry  Yang  at  the 
helm,  morale  may  soar  and  turnover 
could  plummet  But  will  profit  make 
a  comeback?  BY  ROBERT  D.HOF 


FOR  A  COMPANY  THAT 
helped  spawn  the  commer- 
cial Internet  12  years  ago,  this 
seems  an  odd  time  to  have  an 
existential  crisis.  Web  busi- 
ness is  booming,  especially 
advertising.  And  Yahoo!  Inc. 
capitalized  on  that,  building  a  busi- 
es worth  $37  billion  on  the  stock  mar- 
But  that  only  sounds  impressive  if 
I're  not  up  against  a  $160  billion  jug- 
■naut,  Google  Inc.,  that  keeps  pulling 
ay  in  the  metrics  that  matter. 
So  it  was  that  Terry  Semel,  Yahoo's 
ief  executive  and  a  longtime  meaia 
)gul,  found  himself  in  what  may  go 
wn  as  his  last  great  schmooze  session 
an  Internet  boss.  At  a  meeting  he  set 
with  News  Corp.  officials,  a  source 
i^s,  Semel  tossed  out  a  stunning  pro- 
sal:  What  if  Yahoo  handed  out,  say, 
juarter  of  its  stock  in  exchange  for 
^Space.com,  a  social-networking  site 
at  News  Corp.  bought  two  years  ago 
$580  million? 

No  deal  materialized,  and  now  it  may 
^^er.  On  June  18,  Semel  stepped  down 
Yahoo  CEO,  passing  the  torch  to  Jerry 
ng,  one  of  the  company's  co-found- 
5.  With  the  surprise  appointment,  the 
hoo  board  is  betting  that  Yang  and 
wly  appointed  President  Susan  Deck- 


er can  cut  through  the  bureaucracy  and 
indecision  that  have  grown  up  around 
the  company,  leading  it  out  from  under 
the  shadow  of  Google. 

For  many  within  Yahoo's  Silicon  Val- 
ley campuses,  there  is  a  sense  of  relief 
at  the  long-anticipated  departure  of 
Semel.  True,  Yang,  self-effacing  and  by 
most  accounts  a  bland  public  speaker, 
appears  to  be  an  unlikely  corporate 
leader.  Even  his  previous  title— Chief 
Yahoo!— evokes  a  playfully  casual  im- 
age. But  many  techies  see  him  as  the 
only  logical  choice  to  energize  the  Yahoo 
troops.  If  there's  one  truism  in  Silicon 
Valley,  it's  that  the  most  successful  tech 
companies  are  still  best  run  by  leaders 
with  technology  chops,  preferably  the 
founders.  Yang,  38,  is  a  tech  nerd  from 
way  back  who  still  has 
a  passion  for  the  Inter- 
net. "He's  no  Steve  Jobs," 
says  Ned  May,  an  analyst 
with  media  researcher 
Outsell  Inc.  "But  he's  a 
founder.  Putting  a  found- 
er back  in  the  reins  will 

SEMEL  Yahoo 

techies  never  really 

accepted  him 


create  excitement  inside  Yahoo." 
More  than  anything,  that's  precisely 
what  Yahoo  is  lacking.  If  Jerry  Yang  ap- 
pears to  some  observers  more  sjonbol 
than  CEO,  he's  just  the  symbol  that 
Yahoo's  12,000  employees  from  Silicon 
Valley  to  Mumbai  yearn  for.  They  want 
someone  with  the  authority  to  flatten 
the  layering  that  built  up  under  Semel, 
whose  perceived  diffidence  and  lack  of 
deep  Internet  roots  turned  off  techies 
and  led  to  a  wave  of  departures  by  key 
personnel.  They  also  want  someone 
who's  a  real  Valley  Guy,  who  knows 
that  survival  in  this  Darwinian  place 
means  quickly  building  or  buying  new 
technologies  even— no,  especially— if 
they  undercut  existing  business  models. 
"Yahoo  needs  a  visionary  driving  for- 
ward against  the  competi- 
tion more  than  a  seasoned 
executive,"  says  one  Yahoo 
vice-president,  who  is  re- 
thinking a  plan  to  leave 
the  company  because  of 
Yang's  new  role. 

Yang  will  need  to  be 
much  more  than  a  cheer- 
leader. Decker,  44,  may 
emerge  as  the  operation- 
al force  behind  a  more 
streamlined  Yahoo,  whose 
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myriad  online  properties  one  executive 
compared  to  tiiinly  spread  peanut  but- 
ter last  October.  Already,  the  seven-year 
veteran  has  chopped  out  a  management 
layer  created  by  Semel's  reorganization 
last  October. 

Still,  it's  fair  to  ask  whether  Yang  and 
Decker  can  close  the  performance  gap 
between  Yahoo  and  Google  (table).  Skep- 
tics see  the  pair  as  an  expedient  choice 
that  buys  time  for  the  company  to  find 
a  more  mainstream  CEO  or  entertain  a 
buyout  or  other  deal.  Semel's  informal 
talks  with  News  Corp.  are  just  one  of 
the  wild  scenarios  that  have  popped  up 
recently.  (Both  companies  declined  to 
comment.)  Some  investors  believe  Yahoo 
could  become  the  next  meal  for  hungry 
giants,  such  as  Microsoft,  Comcast,  or  a 
private  equity  outfit.  Reports  in  May  that 
Microsoft  Corp.  was  interested  proved  to 
be  based  on  months-old  talks  that  never 
came  to  ftriition.  Others  have  suggested 
Yahoo  should  dump  its  search  efforts  and 
outsource  them  to  Google  for  a  cut  of  the 
ad  revenues. 

MORE  OF  THE  SAME? 

THOSE  POSSIBILITIES  all  appear  to 
be  long  shots,  at  least  for  now.  But  the 
very  fact  that  they  are  even  raised  un- 
derscores how  Yahoo's  future  is  on  the 
Hne.  Indeed,  some  analysts  and  people 
close  to  the  company  fear  that  Yang 
and  Decker  may  not  make  substantial 
changes  to  the  company's  direction. 
"People  who  look  at  [Semel's  departure] 
as  some  kind  of  watershed  event  that  is 


Yahoo! 
In  the 
Rearview 
Mirror 

A  huge  base  of  users 
hasnt  helped  Internet 
portal  Yahoo  regain 
ground  on  search  giant 
Google.  A  big  reason 
is  that  while  Yahoo 
dominates  in  online 
"display"  ads  (such  as 
banners  and  video), 
growth  there  is  much 
slower  than  for  text-based 
search  ads.  Here's  a  side- 
by-side  comparison: 

'Unique  monthly  visitors  tanyone  who 
visits  a  company  site). 
Ad  revenue  figures  are  for  2006  Revenue- 
growth  and  cash  figures  are  for  first 
quarter  '07  Market  caps  as  of  June  19 
Data:  Yahoo'  Inc  ,  Google  Inc  .  comScore 
Media  Metnx 
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7%      63% 


going  to  result  in  fundamental  change 
at  the  company  are  going  to  be  disap- 
pointed," says  Standard  &  Poor's  ana- 
lyst Scott  Kessler.  He  has  a  hold  rating 
on  the  stock,  which  fell  2%,  to  27.63,  the 
day  after  the  announcement. 

Most  of  all,  the  Yahoo  chiefs  must 
somehow  find  a  way  to  stop  losing 
ground  to  Google's  search  engine  and 
the  lucrative  little  text  ads  that  run  next 
to  its  results.  Yahoo  has  yet  to  demon- 
strate the  gains  in  revenue-per-search 
that  were  supposed  to  follow  the  Febru- 
ary release  of  Panama,  a  new  ad  sys- 
tem. With  Google's 
searches  bringing  in 
40%  more  revenue 
on  average  than 
Yahoo's,  Panama  is 
intended  to  better 
match  search  ads  to 
what  users  are  look- 
ing for  so  advertis- 
ers will  pay  more 
for  them. 

Even  Yahoo's 
mainstay  display  ad 
business,  the  ban- 
ner and  video  ads 
that  make  up  more 
than  half  its  ad  rev- 
enues, is  under  pres- 
sure. Decker  says 
declining  growth  in 
display  advertising 
could  drop  second- 
quarter  results  below 
the  midpoint  of  Ya- 
hoo's previous  fore- 
casts.   And    Google 
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DECKER  Some 
analysts  doubt  the 
Yahoo  president  will 
make  big  changes 


and  Microsoft  have  ea(' 
squarely  targeted  displi 
ads— Google  with  a  $3.1  bi 
lion  deal  in  April  to  bi 
online  ad  firm  DoubleClid 
Inc.  and  Microsoft  wi?i 
its  $6  billion  purchase 
aQuantive  Inc. 

Yahoo  has  also  failed 
make  a  big  splash  in  socia 
networking    services,    lil 
MySpace.com    and    Fac 
book,  that  dominate  mui 
of  the  new  online  activi 
today.  Yahoo  took  a  run  i 
Facebook  last  year  but  didillj 
close  a  proposed  $lbilli(ii[( 
deal.  Now  Facebook's  popin 
larity  is  soaring.  In  another  miss  last  yejj , 
as  it  struggled  to  consolidate  16  differed  j] 
video  services,  Yahoo  watched  Googfn 
swoop  in  to  buy  leading  video-shariii,  ]» 
site  YouTube  for  $1.6  billion.  , ,[ 

People  who  know  Yang  well  are  hopf  j 
ful.  They  say  he  makes  firm  decision  j 
and  champions  innovation  initiativ.  ] 
such  as  an  internal  idea  incubator  callH  n 
Brickhouse  that  Yahoo  opened  in  Mar(rt  ( 
Says  one  executive:  "You  always  cor-ij, 
out  very  energized  after  every  meeti  i, ,( 
with  him." 

For   all   the   challenges,  Yang   a 
Decker  probably  have  some  runni 
room.  Everyone  from  Madison  Aven^  ij. 
ad  agencies  to  Hollywood  moguls  craA  \  ju 
a  foil  to  increasingly  powerful  Goognd 
Yahoo  is  their  best  hope.  "None  oft 
advertisers  wants  a  monopoly,"   st. 
Kevin  Lee,  executive  chairman  of  Didij 
Search  Marketing. 

And  many  people  in  the  Valley  ret?.(|,{, 
a  soft  spot  in  their  hearts  for  Yahoo.  F 
chael  Tanne,  chief  of  Web-search  startiij. 
Wink  Technologies  Inc.,  notes  that  nea  \  ),, 
half  of  his  17-person  staff"  hails  from ' 
hoo,  and  they  still  harbor  warm  fuzz 
about  it.  Of  course,  departures  like  th( 
are  a  big  part  of  Yahoo's  problem.  If  Ya  |^ 
can  somehow  reverse  the  flow  of  tali 
and  get  that  well  of  goodwill  working 
his  favor,  Yahoo  may  yet  score  with 
"Hail  Jerry"  pass.  ■ 

-With  Catherine  Holahan  in  New  Yc  (L 

I  i 
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VIDEO:  To  see  a  video  profile  of  Terry  Semel 
produced  just  before  he  resigned  as  Yahoo!  CEO, 
go  to  businessweek.com/feo/tv/semel. 
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(KR:  A  DEAL  TOO  FAR? 

I^all  Street  is  waiting  to  see  if  investors 
alk  at  its  ultra-risky  bid  for  First  Data 


DAVID  HENRY 

COULD  THE  DEAL  FOR 
First  Data  Corp.  mark  the 
beginning  of  the  end  of 
the  private  equity  boom? 
Wall  Street  is  watching 
closely. 
Kohlberg  Kravis  Rob- 
is  &  Co.'s  $29  billion  bid  for  the  credit- 
rd  processor  is  testing  just  how  much 
petite  investors  have  for  increasingly 
!^ge  and  risky  leveraged  buyouts  (page 
'D).  To  pull  it  off,  KKR  must  push  $8  bil- 
in  of  junk  bonds,  the  most  ever  sold  in  a 
igle  chunk,  along  with  a  record  $14  bil- 
n  of  a  type  of  speculative  loan  marked 
ultraweak  protections  for  investors.  If 
!S.  falters,  Greg  Peters,  credit  strategist 
Morgan  Stanley,  cautioned  clients, 
;  could  hear  the  "sucking  sound"  of 
e  easy  money  draining  out  of  the 
arkets— capital  that  has  not  only  been 
tiding  the  buyout  binge  but  also  sup- 
irting  corporate  buybacks  and  stocks. 
CR  declined  to  comment. 
In  some  ways  the  buyout  of  First 
ita  looks  a  lot  like  that  of  SunGard 
ita  Systems,  the  $11  billion  deal  that 
:ked  off  the  boom  back  in  early  2005. 
lat  deal,  like  this  one,  was  dubbed  the 
rgest  buyout  of  a  technology  compa- 
'.  Both  companies  ^^_^^^^^^^ 
we  steady  revenue 
reams. 

But  a  closer  com- 
irison  reveals  just 
)w  much  more 
l»nd  investors  are 
ing  asked  to  swal- 
w  two  years  later, 
fesides  being  bigger, 
e  First  Data  buyout 
\  a  lot  riskier.  Con- 
ier  a  key  measure 
leverage  in  such 
^als,  total  debt  to 
.sh  flow.  First  Data's 
expected  to  be  around  10,  vs.  7  for 
inGard.  At  the  same  time.  First  Data's 
ish  flow  will  just  barely  cover  the  in- 
rest  expense  on  its  bond  and  loans. 


SunGard  has  more  than  half  of  its  cash 
flow  left  over,  giving  it  a  cushion  in  case 
business  slows  or  the  company  needs  to 
make  a  critical  investment. 

Meanwhile,  KKR  is  footing  only  25% 
of  the  bill  for  the  First  Data  buyout.  A 
consortium  of  private  equity  players  in- 
cluding KKR  put  up  31%  of  the  equity  in 
SunGard's  case.  And  KKR  wants  to  fund 
this  latest  deal  through  a  whole  bunch  of 
speculative  loans  with  loose  terms  for  the 
borrower,  a  sort  of  debt  virtually  unheard 
of  when  the  SunGard  deal  was  financed. 
Although  credit-rating  agencies  haven't 
yet  reviewed  the  deal,  KDP  Investment 
Advisors  Inc.  figures  First  Data  will  get 
dovmgraded  to  a  B-  or  CCC+,  making  it 
junkier  than  SunGard's  already  shaky 
rating  of  B+. 

Credit  quality  has  been  declining 
broadly  as  the  boom  has  gained 
steam.  The  average  debt  on  large 
LBOs  was  4.8  times  cash  flow  in 
2004.  Now  ifs  around  6.3,  ac- 
cording to  Standard  &  Poor's  LCD, 
a  loan-market  research  service. 
Back    then,    companies' 
free  cash  flow  was 
more  than  double 
their  interest  ex- 
pense, vs.  just 
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1.6  times  higher  today.  And  those  ultra- 
risky  loans  vdll  account  for  19%  of  the 
total  loan  market  if  the  First  Data  deal 
goes  through,  up  from  essentially  none 
two  years  ago. 

Ever  bigger  and  riskier  deals  even- 
tually proved  to  be  the  death  of  the 
1980s  boom.  On  Oct.  13, 1989,  financ- 
ing collapsed  for  the  $6.8  billion  buy- 
out of  United  Airlines  Inc.'s  parent.  As 
debt  investors  retrenched,  dealmaking 
stopped,  and  the  stock  market  plunged 
7%  in  a  day.  "There  will  be  a  point 
when  there  is  a  buyers'  strike,"  says 
John  F.  Addeo,  a  portfolio  manager  at 
MFS  Investment  Management.  "This 
will  end  badly." 

MOODINESS 

KKR,  WHICH  SHOULD  Start  marketing 
the  deal  in  July,  will  likely  argue  that 
First  Data  will  have  higher  cash  flow 
in  the  fiiture,  making  it  a  safer  bet 
than  it  seems.  And  as  long  as  the  credit 
picture  overall  remains  solid,  investors 
vvdll  probably  bite.  But  the  mood  can 
change  quickly  if  the  economy  sours  or 
interest  rates  rise.  In  that  case,  KKR  may 
find  it  hard  to  convince  folks  that  First 
Data  can  comfortably  cover  its  inter- 
est expense.  Even  a  half-point 
increase  in  rates  can  make 
a  difference. 

MeanwhUe,  there's  plenty 
of  competition  for  investors' 
dollars.  According  to  Rich- 
ard J.  Peterson,  director  of 
capital  markets  at  Thomson 
Financial,  private  equity  firms 
are    looking    to    borrow 
an   additional    $180 
billion  to  fund  a 
handful  of  loom- 
ing   deals.    Some 
of  the   proposed 
debt    loads    are 
mega-size:     $23 
billion  for  tele- 
comunications 
company  Alltel 
Corp.  and  $37 
bfllion  for  TXU, 
the  Texas-based 
utility.  "Wheth- 
er    KKR     can 
price  this  deal 
two      months 
from  now  is  a 
big  question," 
Kingman  Pen- 
niman,  CEO  of 
KDP,  says.  "We 
may  be  at  a  turn- 
ing point."  ■ 
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THE  TWISTED 
ECONOMICS  OF 
HARRY  POTTER 

The  wizard  brings  both  profit 
and  pain  to  his  business  partners 


BY  DIANE  BRADY 

CALL  IT  THE  CURSE  OF 
Hogwarts.  It  turns  out 
that— at  least  for  some  in 
the  wizarding  world— it's 
tough  to  make  money  out 
of  magic.  Harry  Potter 
has  fans  clamoring  in  ex- 
citement as  the  seventh  and  last  book  in 
J.K.  Rowling's  hit  series,  Harry  Potter  and 
the  Deathly  Hallows,  lands  worldwide  on 
July  2L  With  the  fifth  movie  due  out  in 
weeks  and  the  recent  announcement  of 
an  Orlando  theme-park  attraction  that 
could  cost  half  a  billion  dollars,  Potter- 
mania  is  at  an  all-time  high. 

But  what  should  be  a  pot  of  gold  for 
Harry's  business  partners  is  turning  into 
an  empty  cauldron  for  many  of  them.  The 
most  successful  literary  brand  in  recent 
history  has  made  its  author  a  billionaire, 
but  others  have  not  fared  so  well.  Retail- 
ers, spellbound  by  the  chance  to  reach 
millions  of  Potter- obsessed  customers, 
are  cost-cutting  for  market  share  to  the 
point  where  many  stand  to  lose  money. 
For  book  publishers,  the  tsunami  distorts 
results  in  Potter  release  years,  creating 
wild  share-price  swings  and  a  distraction 
from  other  parts  of  the  business.  Even 
Warner  Bros.  Entertainment  Inc.,  which 
has  made  billions  off  the  Harry  Potter 
movies,  saw  sales  and  profits  drop  last 
year  and  in  the  first  quarter  without  a 
fresh  Potter  offering  in  the  mix. 


For  booksellers,  the 
source  of  the  pain  is 
mammoth  retailers  like 
Amazon.com,  Wal-Mart, 
and  Britain's  ASDA  chain, 
which  have  slashed  prices 
by  50%  to  woo  fans.  "Ifs 
like  being  in  the  trenches 
wath  the  bullets  flying  over 
you,"  says  Sonia  Benster, 
owner  of  The  Children's 
Bookshop  in  Hudders- 
field,  England.  Amazon, 
com  CEO  Jeff  Bezos  con- 
cedes that  the  company 
won't  make  a  profit  from 
the  new  Potter  book.  But 
he  told  shareholders  that 
it  has  racked  up  more 
than  1  million  pre-orders  so  far— and, 
Amazon  hopes,  plenty  of  new  customers 
who  will  buy  other  books.  Because  of 
such  struggles  for  a  piece  of  the  Potter 
pie,  notes  Simon  Fox  of  Britain's  HMV 
Group  PLC,  owner  of  the  Waterstone's 
book  chain,  it's  "hard  to  make  money." 

Independent  booksellers  can't  even  be- 
gin to  compete  on  that  scale.  While  many 
plan  to  fight  back  with  special  midnight 
parties— in  the  belief  that  it's  no  ftin  to 
wear  a  wdzard  hat  in  Wal-Mart— others 
are  just  opting  out  of  the  frenzy.  "I  won't 
be  open  at  midnight,"  says  Bonnie  Stup- 
pin  of  San  Francisco's  Alexander  Book 
Co.  Instead,  she'll  personally  drop  off 


copies  to  a  few  customers  at  no  extra  cc 
between  midnight  and  6  a.m.  "It's  s;- 
that  what  litde  profit  the  industry  c; 
make  off  Harry  Potter  is  being  stripp 
away,"  says  Stuppin.  "If  I  ran  my  bu; 
ness  that  way,  I  wouldn't  be  here."  Sor 
booksellers  who  helped  launch  Potter 
America,  hosting  signings  with  Rowlii 
when  sh^  was  starting  out,  are  disill 
sioned.  "In  the  beginning  it  was  gre 
for  us,  but  the  discount  has  becor 
more  important,"  says  Valerie  Lewds 
Hicklebee's  in  San  Jose,  Calif  To  Pel 
Classman,  owner  of  Manhattan's  Boo 
of  Wonder,  selling  Potter  below  cost 
"analogous  to  downloading  music  a 
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So  Much  for  the  Magic  Touch 

The  final  book  is  out  July  21,  and  the  next  movie  hits  U.S.  theaters 
on  July  11.  But  just  at  the  moment  they  should  be  celebrating  the 
arrival  of  the  blockbuster,  many  of  Harry's  partners  are  suffering. 


SCHOLASTIC 

The  stock  of  Harry's 
U.S.  publisher  is  below 
where  it  was  five  years 
ago,  and  the  Potter 
boom  is  about  to  end. 


BLOOMSBURY 

Earnings  plunged  74°A 
last  year  at  the  book's 
worldwide  publisher.  ^. 
stock  is  down  about  4< 
over  the  last  12  month 
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Big  chains 
are  slashing 
the  price  or 
the  latest 
book  by  50% 


a ;  impact  that  has  on  music  stores." 

s  Potter's  two  pubhshers,  which  have 

c  Id  more  than  350  miUion  copies  world- 

de,  face  a  different  set  of  perils.  Scho- 

iJitic  Corp.,  which  has  U.S.  rights,  will 

ver  speak  ill  of  the  boy  wizard  whose 

it  book  accounted  for  8%  of  revenues 

i  ;d  an  estimated  one-third  of  profits  in 

i  a  fiscal  year  that  ended  in  May,  2006. 

n  s  planning  a  record  12  million  print 

n  this  time.  But  analyst  Drew  Crum  of 

ifel,  Nicolaus  &  Co.  says  the  children's 

'e  ok  division  often  does  better  in  oflF- 

)(  tter  periods.  "The  company  tends  to 

je  focus  in  a  Harry  Potter  release  year," 

a  ys  Crum.  "They  extend  so  much  energy 


on  one  title,"  he  adds, 
and  not  enough  on  fixing 
things  like  the  company's 
flailing  direct-to-home 
book  business.  Although 
there  has  been  the  usual 
pre-Potter  run-up  in  the 
stock,  Scholastic's  share 
price  is  below  where  it 
was  five  years  ago.  With 
the  Harry  franchise 
about  to  end.  Scholas- 
tic is  focusing  on  share 
buybacks,  international 
expansion,  and  repairing 
weaker  parts  of  the  busi- 
ness. And  the  company 
says  backlist  editions  of 
Potter  could  generate 
tens  of  millions  in  sales 
each  year. 

Few  face  as  gaping  a 
hole  with  Harry's  exit 
as  its  original  publisher, 
Bloomsbury,  which  holds 
all  rights  to  the  titles  out- 
side the  U.S.  Last  year, 
while  the  world  waited 
as  Rowling  said  she  was 
working  away  on  Book  7  in  Scottish 
cafes  instead  of  her  multiple  homes,  the 
publisher's  profits  collapsed  by  three- 
quarters,  to  $10.,3  million,  as  revenues 
fell  almost  a  third,  to  $148.6  million. 
Spooked  at  the  prospect  of  a  one-trick 
pony,  investors  have  sent  Bloomsbury's 
share  price  down  about  40%  in  the  last 
year— even  as  a  guaranteed  hit  is  about 
to  reach  store  shelves. 

Now  with  Britain's  biggest  bookmaker 
taking  bets  that  Harry  will  get  killed  off 
in  the  last  installment,  the  possibility 
looms  that  the  figurehead  of  this  brand 
won't  even  be  "alive"  soon.  That  could 
be  a  real  drag  for  General  Electric  Co.'s 


Universal  Parks  &  Resorts,  which  beat 
out  rival  Walt  Disney  Co.  to  build  "The 
Wizarding  World  of  Harry  Potter"  with 
Warner  Bros,  in  its  Orlando  Park  by  late 
2009.  While  it  won't  disclose  the  size 
of  the  investment.  International  Theme 
Park  Services  consultant  Dennis  Speigel 
predicts  they  could  easily  spend  $500 
million  to  get  it  right.  The  specter  of  a 
dead  Harry  could  dampen  some  of  the 
fiin.  But  Universal  Parks  Chairman  and 
CEO  Tom  William  says  the  20-acre  at- 
traction is  "going  to  be  a  game-changer" 
and  pledges  to  do  "the  biggest  and  best 
job  on  this  as  on  any  job  we've  ever 
taken." 

In  any  case,  if  s  easy  to  understand  why 
the  Potter  brand  is  so  seductive.  Warner 
Bros,  pumped  out  some  disappointments 
last  year,  such  as  the  thriller  Lady  in 
the  Water,  helping  push  movie  revenues 
down  by  17%.  But  Potter  brings  the  magic 
all  back.  The  company  has  made  billions 
off  the  fi-anchise  and  stands  to  make  bil- 
lions more  as  it  rolls  out  movies  and  DVDs 
in  the  coming  years.  Unlike  bookstores, 
movie  theaters  don't  slash  admission 
prices  when  a  new  Potter  film  comes  out. 
That  said,  the  $974  million  worldwide 
box  office  gross  for  the  first  Harry  Potter 
movie  (Harry  Potter  and  the  Sorcerer's 
Stone)  stands  at  9%  more  than  the  $895 
rrullion  gross  for  the  most  recent  film  in 
2005,  Harry  Potter  and  the  Goblet  of  Fire. 
And  thaf  s  amid  rising  ticket  prices. 

Even  if  Harry  Potter  leaves  a  trail  of 
profit-starved  vendors  and  Potter-addict- 
ed producers  in  its  wake  as  the  series 
wraps  up  next  month,  the  infatuation 
is  unlikely  to  die.  Thaf  s  what  Emerson 
Spartz,  founder  of  the  popular  fan  site 
MuggleNet.com,  is  betting  on.  Spartz,  a 
University  of  Notre  Dame  sophomore  who 
launched  the  site  in  1999  at  the  age  of  12, 
gets  more  than  1  milhon  hits  a  day.  He's 
now  pulling  in  "a  six-figure  income"  ft-om 
ads  and  his  best-seller,  MuggleNet.com' s 
What  Will  Happen  in  Harry  Potter  7.  He 
hopes  to  mimic  the  fan  base  thaf  s  grown 
around  The  Lord  of  the  Rings  and  has  no 
plans  to  close  down  the  site.  "There  v^dU 
always  be  people  who  get  into  Harry 
Potter  fi-esh  and  want  to  meet  other  new 
Harry  Potter  fans,"  says  Spartz.  ■ 

-With  Kerry  Capell  in  London  and 
Joshua  Vittor  in  New  York 


BOOKSELLERS 

on.com  and  Wal-Mart 
lashed  the  book  to  half 
British  retailers  from 
to  Tesco  are  also  forgoing 
jfe  to  get  the  foot  traffic. 


INDEPENDENTS 

Small  booksellers  may  be 
throwing  parties,  but  they 
can't  compete  on  price  when 
it's  cheaper  to  buy  from  a  big 
rival  than  the  publisher. 


WARNER  BROS. 

Sales  and  profits  dropped  last 
year  and  in  the  first  quarter 
for  the  Time  Warner  unit.  But 
it  stands  to  make  another 
fortune  on  the  new  movie. 


UNIVERSAL  ORLANDO 

The  theme  park  could  spend 
up  to  $500  million  on  a  Harry 
Potter  attraction.  Let's  hope 
Rowling  doesn't  kill  him  off  in 
the  final  book. 
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PHARMACEUTICALS 


LIFESTYLE  DRUG  BINGE 

The  huge  profits  in  weight-loss  and  other  treatments  makes 
them  hard  for  drugmakers  to  resist.  But  safety  risks  abound 


BY  ARLENE  WEINTRAUB 

DESPITE  ITS  PROPEN- 
sity  to  upset  some  peo- 
ple's stomachs  and  send 
them  dashing  to  the 
bathroom,  a  new  weight- 
loss  treatment  called  Alli 
seems  poised  to  become 
the  next  big  lifestyle  drug.  It's  the  first 
over-the-counter  diet  product  approved 
by  Food  &  Drug  Administration.  As  such, 
if  s  bound  to  appeal  to  people  who  want 
to  shed  pounds  before  a  big  event  such  as 
a  wedding  and  to  women  who  yearn  to  be 
as  rail-thin  as  runway  models. 

This  is  a  problem  for  Steven  Burton, 
vice-president  of  the  weight  control  di- 
vision for  GlaxoSmithKline  Consumer 
Healthcare,  which  markets  Alli  (pro- 
nounced ally).  He  cringes  at  the  idea 
of  people  who  don't  have  a  medical 
problem  with  their  weight  latching  onto 
Alli.  And  he's  nervous  tliat  the  hype  sur- 
rounding the  drug  will  position  it  as  a 
quick  fix— something  it  is  not.  "People 
have  to  understand  this  is  not  about  los- 
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ing  30  pounds  in  three  weeks,"  he  says. 

Try  as  they  might  to  distance  them- 
selves from  the  controversial  term  "life- 
style drugs,"  pharmaceutical  companies 
are  putting  ever  more  energy  into  de- 
veloping such  products.  The  renewed 
excitement  is  most  evident  in  four  treat- 
ment areas  that  account  for  the  bulk 
of  lifestyle-drug  sales:  weight  loss,  hair 
loss,  sleep,  and  sexual  dysfiinction. 

This  trend  is  surprising  because  such 
treatments  can  expose  patients  to  risks, 
sparking  criticism  of  drug  companies 
at  a  time  when  patient  safety  is  already 
under  a  spodight.  Lifestyle  drugs  are 
defined  loosely  as  products  used  to  treat 
conditions  that  are  not  life-threatening. 
Because  people  take  them  over  long  pe- 
riods of  time,  sometimes  on  a  daily  basis, 
they  may  be  more  dangerous  than  they 
first  appear.  On  June  13  a  panel  of  FDA 
advisers  voted  unanimously  not  to  rec- 
ommend a  weight-loss  treatment  called 
Acomplia,  from  Sanofi-Aventis.  Though 
it  is  already  approved  in  37  countries,  the 
FDA  and  its  advisers  are  concerned  about 


reports  linking  it  to  depression  and  e\ 
suicidal  tendencies. 

Glaxo  managed  to  dodge  such  obstac 
with  Alli,  but  the  drug  certainly  con 
with  some  baggage.  It  prevents  the  be 
from  digesting  about  a  quarter  of  the 
a  person  consumes,  so  those  who  eat  i 
much  fat  while  taking  it  can  experiei 
unpleasant  side  effects  such  as  diarrh 
The  good  news  is  this  will  effectively  fo 
patients  to  stick  to  a  low-fat  diet  while 
the  treatment,  says  Glaxo's  Burton,  a 
discourage  them  ftom  using  it  casually, 
declines  to  estimate  what  the  drug  mi| 
be  worth,  but  sales  of  herbal  weight-1 
pills  and  other  such  products  that  are 
regulated  by  the  FDA  come  to  about 
billion  a  year.  Add  in  diet  foods  and  p 
grams  such  as  Jenny  Craig  Inc.,  and 
market  exceeds  $40  biUion  a  year. 

IRRESISTIBLE 

EVEN  WHEN  GOVERNMENT  regulat 
raise  alarms  about  safety,  lifestyle  dn 
often  prove  irresistible.  Millions  of  Anr 
icans,  for  example,  routinely  pop  sL 


all 


16 


edications,  even  though  they  are  rarely 
mbled  by  insomnia,  and  the  crutch  is 
rd  to  give  up.  Last  year  several  users 
Ambien,  from  Sanofi-Aventis,  reported 
;arre  incidents  in  which  they  con- 
med  meals  and  drove  their  cars  while 
leep.  The  FDA  demanded  that  Sanofi 
d  all  other  producers  of  sleep  drugs 
d  strong  warnings  to  their  labels.  In 
arch  the  agency  further  requested  that 
y  send  letters  to  doctors  notifying 
em  of  the  warnings  and  that  they 
int  guides  for  patients 

^at  describe  the  side  ef- 
:1:s  and  provide  advice 

ic[  how  to  use  the  drugs 

ifely.  Undaunted,  Ameri- 

ons  consumed  more  than 
'00  million  worth  of  Am- 
en in  the  first  quarter  of 

lis  year,  a  54%  jump  over 

bie  same  quarter  in  2006. 
told,  prescriptions  for 
nbien,    Sepracor    Inc.'s 

amesta,  and  similar  drugs  jumped  15% 
5t  year,  to  47.8  million,  according  to 

iltalth-care  information  provider  IMS 

liealth  Inc.,  and  total  sales  grew  29%,  to 

115.6  billion. 
David  F.  Dinges,  a  sleep  scientist  at  the 

phiversity  of  Pennsylvania,  suspects  doc- 

irs  are  incorporating  the  warnings  into 
eir  consultations  with  patients  rather 
an  withholding  the  drugs  altogether, 
"hey're  being  more  vigilant  about  side 

itifects,  but  I  don't  expect  this  vvdll  lead  to 

n  market  reduction,"  says  Dinges,  who 
a  scientific  adviser  to  several  pharma- 

l^utical  companies.  On  Apr.  20,  shortly 


Wamin: 
of  side  e 
haven't 
slowed  sales 
of  Ambien 


after  Ambien's  patent  expired,  13  generic 
drugmakers  rushed  into  the  market  with 
copycat  versions. 

The  flip  side  of  insomnia  is  daytime 
drowsiness,  another  attractive  target  for 
makers  of  lifestyle  drugs.  Provigil,  a 
drug  from  Cephalon  Inc.  that  conquers 
such  sensations,  saw  sales  rise  35%  in 
the  first  quarter  of  2007,  to  $201  million. 
While  Provigil  is  approved  narrowly  to 
treat  narcolepsy  and  other  recognized 
disorders,  analysts  estimate  as  much 
as  90%  of  its  sales  come 
from  people  who  are  us- 
ing it  "off-label"  to  stay 
awake  for  long  stretches 
of  time.  Such  usage  isn't 
illegal,  but  it  probably 
played  into  the  FDA's 
protracted  deliberations 
over  a  long-acting  ver- 
sion of  the  drug,  called 
Nuvigil.  In  addition, 
some  patients  developed 
skin  rashes  during  a  trial  for  a  version 
of  Provigil  that  was  being  tested  to 
treat  attention  deficit  disorder.  The  FDA 
requested  that  Cephalon  add  warnings 
about  the  side  effects  to  Nuvigil's  label 
before  finally  approving  it  on  June  18. 

Baldness  is  a  lifestyle  drug  market 
just  waiting  for  a  catalyst.  Millions  of 
men  in  the  U.S.  are  destined  to  lose  most 
of  their  hair,  but  the  treatment  market 
today  is  a  mere  $1  billion  a  year.  That 
may  be  because  drugs  viath  high  brand 
awareness,  such  as  Rogaine  and  Pro- 
pecia,  rarely  deliver  luxuriant  growth. 
Pfizer  Inc.  hopes  to  address  this  deficit 


wdth  a  potion,  now  in  clinical  trials, 
that  was  originally  developed  to  treat 
asthma.  "The  compound  was  not  well- 
suited  [to  treating]  this  disease,  but  we 
are  now  exploring  its  potential"  in  hair 
loss,  says  Pfizer  spokesman  Stephen 
Lederer  in  an  e-mail.  A  second  baldness 
treatment  from  Pfizer  is  further  back  in 
the  pipeline. 

It  was  Pfizer  that  pioneered  the  life- 
style category  back  in  1998  with  its  im- 
potence blockbuster  Viagra,  and  sales  are 
still  going  strong.  Men  swallowed  $434 
million  worth  of  the  little  blue  pills  in  the 
first  three  months  of  2007,  up  11%  over 
the  same  period  last  year.  First-quarter 
sales  of  Viagra's  two  competitors,  Eli  Lil- 
ly &  Co.'s  Cialis  and  GlaxoSmithKline's 
Levitra,  also  grew  by  double  digits. 

Now,  Johnson  &  Johnson  is  preparing 
to  enter  the  market  for  sexual  dysfunc- 
tion. For  years  it  has  been  testing  a 
drug  called  Dapoxetine,  derived  from 
common  antidepressant  medications, 
for  premature  ejaculation.  The  FDA  de- 
clined to  approve  the  drug  in  2004, 
questioning  whether  the  condition  re- 
ally required  medical  attention.  To  gain 
overseas  approval,  the  company  ran 
a  number  of  additional  trials,  and  the 
results  have  been  so  encouraging  that 
J&J  may  approach  the  FDA  a  second 
time.  As  Dr.  Paul  Stoffels,  chairman  of 
global  research  and  development  for  the 
company's  pharmaceutical  division,  told 
a  gathering  of  Wall  Street  analysts  in 
June:  "We  have  generated  data  to  show 
Dapoxetine  provides  a  relevant  benefit 
to  patients."  ■ 
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THE  MIDEAST 


ISRAEL:  A  HOTBED 
OF...INVESTMENT 

Amid  tightened  security,  companies  are 
thriving  at  home— and  expanding  abroad 


BY  NEAL  SANDLER 

YOU  MIGHT  THINK  THAT 
Israel's  continuing  strife 
with  the  Palestinians 
would  be  a  red  flag  for 
investors.  Yet  amid  esca- 
lating violence,  many  of 
the  country's  companies 
are  thriving,  pushing  the  Tel  Aviv  Stock 
Exchange  to  record  levels.  Even  the  take- 
over of  the  Gaza  Strip  by  the  Islamist 
Hamas  movement  in  mid-June  hasn't 
slowed  the  momentum.  The  TA  25  index 
is  up  by  21%  this  year,  reaching  an  all- 
time  high  on  June  17. 

The  markef  s  strength  is  a  sign  of  how 
well  Israel  has  been  able  to  protect  its 
economy  from  the  crisis.  A  big  part  of 
Israel's  recent  economic  success  is  due  to 
improved  security.  Suicide  attacks  have 
dropped  sharply,  largely  the  result  of  im- 
posing walls  and  fences  that  separate  Is- 
rael from  Gaza  and  the  West  Bank.  Nearly 
six  years  after  the  start  of  the  second 
intifada,  shoppers  are  feeling  safer  and 
are  out  in  force,  helping  to  push  annual 
growth  to  5%  for  the  foiuth  straight  year. 
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Of  course,  Israelis  have  long  learned  to 
live  with  conflict.  Even  so,  there's  no  short- 
age of  concern  within  the  country  over  the 
looming  threat  from  Iran,  the  possibility 
of  another  war  in  southern  Lebanon,  or  a 
further  deterioration  of  relations  with  Pal- 
estinians. "A  resumption  of  suicide  bomb- 
ings or  missUe  attacks  from  Lebanon  will 
have  a  negative  impact  on  the  economy," 
says  Leo  Leiderman,  chief  economist  at 
Bank  Hapoalim,  Israel's  largest  bank. 

BAD  TIMES,  GOOD  TIMES 

Despite  Israel's  political  woes,  the 
Tel  Aviv  Stock  Exchange  is  on  a  tear 
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MORE  SECURE  For   now,   thoug 

Walls  separate  Israel  is  thriving.  Ar 

'srael's  growth  j^s  comeback  isn't  ju 

from  West  ^  ^ 
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the  country  is  sprouting  global  comp 

nies  in  real  estate,  chemicals,  energy,  ai 

more.  The  exchange  has  seen  46  initi 

public  offerings  so  far  this  year,  mo 

than  the  total  for  all  of  2006.  Togeth( 

they  have  raised  $2.4  billion,  triple  la 

year's  total.  "There  has  never  been 

better  economic  climate  here  for  invei 

ment,"  says  Stanley  P.  Gold,  president 

Shamrock  Holdings  Inc.,  a  Los  Angel 

fund  led  by  Roy  E.  Disney. 

BUYING  TROPHY  PROPERTIES 

FOR  MANY  OF  Israel's  hottest  comp 
nies,  their  headquarters  may  be  in  1 
Aviv  but  the  action  is  overseas.  That 
particularly  true  in  real  estate.  Israi 
companies  have  poured  billions  of  d( 
lars  into  properties  in  the  U.S.,  Britai 
Russia,  Poland,  and  beyond.  The  1 
Aviv  exchange's  Real  Estate-15  ind 
rose  80%  in  2006  and  is  up  by  a  fiirth 
25%  this  year.  On  June  10,  El-Ad  Groi 
which  owTis  New  York's  Plaza  Hot 
said  it  will  invest  $6  billion  in  a  I 
Vegas  resort,  and  on  May  1,  Africa  Isr 
Investments  Group  said  it  wdll  pay  $5 
million  for  the  historic  New  York  Tim 
Building.  "We  took  a  conscious  decisi 
last  year  that  90%  of  our  fiiture  grow 
would  be  outside  Israel,"  says  Erez 
Meltzer,  Africa  Israel's  chief  executive 
Other  sectors  are  also  becoming  i 
creasingly  global.  In  May,  Israel  Cor 
a  holding  company  with  shipping  i 
terests,  real  estate,  and  oil  refineries 
Israel,  announced  both  a  joint  venti 
to  produce  cars  in  China  and  the  pi 
chase  of  a  50%  stake  in  a  power  pi 
duction  company  in  Latin  America, 
shares  are  up  nearly  50%  in  2007.  So 
ing  global  demand  has  boosted  Isr; 
Chemicals  Ltd.,  a  leading  producer 
fertilizers,  and  Makhteshim  Agan  '. 
dustries  Ltd.,  a  maker  of  agrichemicf 
Both  companies  export  over  90% 
their  production  and  have  substanl 
operations  outside  Israel.  Their  sh; 
prices  have  risen  by  39%  and  31 
respectively.  Although  Israel's  politi 
problems  aren't  likely  to  improve  ai 
time  soon,  the  countrj''s  strongest  co 
panics  have  managed  to  separate  the 
selves  from  the  turmoil  and  fall  in  s' 
with  the  world  economy.  ■ 
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MARKETING 


AN  OLYMPIC 
PR  CHALLENGE 

Sponsors  of  the  Summer  Games  face 
the  ire  of  activists  upset  with  China 


BY  BURT  HELM 

AMONG  THE  NIGHT- 
mares  that  might  plague 
a  marketing  executive, 
bankrolUng  an  event 
that  some  call  the  Geno- 
cide Olympics  could  well 
be  one  of  the  vi^orst.  But 
that's  just  what  the  likes  of  Adidas,  Coca- 
Cola,  General  Electric,  Johnson  &  John- 
son, Kodak,  McDonald's,  Samsung,  Visa, 
and  others  are  facing.  As  Beijing  prepares 
for  the  Summer  Games  in  August,  2008, 
activists  around  the  world  are  planning 
to  take  China  to  task  over  issues  ranging 
from  the  Dalai  Lama  to  Dariur.  And  the 
multinationals  that  have  coughed  up  tens 
of  millions  of  dollars  to  sponsor  the  Olym- 
pics are  caught  in  a  public-relations  bind. 
If  companies  ignore  activists  such  as 
Darfur  groups— who  have  already  brand- 
ed next  summer's  games  the  Genocide 
Olympics,  in  reference  to  what  they  say 
is  China's  complicity  with  mass  killings 
in  Sudan— they  risk  angering  consumers 
back  home.  But  if  they  criticize  Beijing, 
they  could  run  afoul  of  the  Chinese  gov- 
ernment and  jeopardize  their  future  in  the 
world's  most  promising  market.  Compa- 
nies that  voice  their  disapproval  of  China's 
human-rights  record  face  "fairly  quick 
repercussions,"  says  Mark  Patterson,  CEO 
of  GroupM  North  Asia,  which  buys  ads 
in  China  for  Olympic  sponsor  Eastman 
Kodak  Co.  "There'd  be  license  issues,  or 
tax  issues... or  there  would  be  a  message 
spread  vidthin  China  about  [the  company] 
that  would  very  quickly  affect  sales." 

There's  a  lot  at  stake  for  the  multina- 
tionals. A  top-level  international  spon- 
sorship costs  as  much  as  $80  million  for 
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one  Winter  and  one  Summer  Olympics. 
The  2008  Games  are  especially  impor- 
tant, since  most  sponsors  are  counting 
on  a  high-profile  presence  in  Beijing  to 
build  their  brands  in  the  mainland  and 
win  favor  among  Chinese  consumers  and 
officials  alike.  "Beijing  is  one  of  the  big- 
gest marketing  opportunities  out  there 
both  for  companies  and  activist  groups," 
says  Bill  Shireman,  president  of  Future 
500,  an  organization  that  serves  as  a 
bridge  between  activists  and  Coca-Cola, 
Visa,  and  other  sponsors.  "There's  equal 
opportunity  for  both." 

TARNISHED  BRANDS? 

PRESSURE  GROUPS  CAN  smell  the  op- 
portunity. Activists  concerned  about  the 
environment,  conditions  in  Chinese 
factories,  political  prisoners,  and  the 
fate  of  Tibet  have  all  said  they  will  use 
the  Games  as  a  forum  for  their  griev- 
ances and  say  they'll  call  on  sponsors 
to  take  action  as  well.  "If  human  rights 
in  China  don't  improve. ..this  could  be 
a  big  problem  for  the  image  of  Coca- 
Cola  and  McDonald's  as  the  Games 
approach,"  says  Petr  Kutilek,  executive 


secretary  of  Olympic  Watch,  a  gro  ifce 
that's    monitoring    China's    humaaim 
rights  record  ahead  of  the  Games.  Ssalve 
Matt  Whitticase,  press  officer  with  T 
Free  Tibet  Campaign,  which  oppoj 
Chinese  rule  in  Tibet:  "You  cannot  a:4g] 
large  multinational  trumpet  your  cnj 
porate  responsibility  credentials,  wh 
at  the  sahie  time  indulging  China  anjiiBi 
refusing  to  criticize  it." 

Dream  for  Darfur,  a  group  chaired 


Spin  Game 

Three  ways  that  sponsors 
of  the  2008  events  are 
responding  to  activists 
without  upsetting  their 
Chinese  hosts 


SIDESTEP  THE  CHINA  CONNECTION:  Sponsors  stress 
that  the  Olympics  should  be  about  promoting  global 
excellence  in  sport,  not  a  forum  for  political  issues. 


iffli 


TOOT  YOUR  CHARITY  HORN:  Companies  highlight 
related  charitable  programs  while  declining  to  say  how 
they'll  respond  to  activist  calls  for  action. 


HATE  THE  SIN,  NOT  THE  SINNER:  Sponsors  emphasize 
deep  concern  for  human-rights  issues  while  avoiding  an 
mention  of  China. 
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cress  Mia  Farrow,  is  asking  CEOs  to 
im  about  the  conflict  and  China's  in- 
Ivement,  and  wants  companies  to  raise 
b  issue  with  Beijing  and  donate  money 
iDarfur-related  causes.  Later  this  year, 
e  group  will  issue  a  "report  card"  grad- 
5  each  sponsor  on  its  actions.  "The 
ympics  will  be  forever  tarnished  unless 
lina  uses  its  influence  to  get  Khar- 
im  to  act,"  Farrow  said  in  an  e-mail, 
he  brands  of  the  sponsors  will  also 

tarnished  by  association."  And  Rep- 
sentative  John  F.  Tiemey  (D-Mass.), 
airman  of  the  House  subcommittee 

national  security  and  foreign  affairs, 
mts  Olympic  sponsors  to  pressure  Bei- 
ig  to  approve  U.N.  peacekeepers  for 
irfur.  That's  something  China  has  so 
■  declined  to  do  for  fear  of  souring  rela- 
•ns  with  the  country,  a  key  supplier  of 

"Being  associated  with  the  Genocide 
ympics... is  not  going  to  be  good  for 
isiness,"  Tiemey  says. 
To  deflect  criticism,  most  sponsors 


seem  to  be  following  a  three-pronged 
strategy:  They  stress  the  global  nature  of 
the  Games,  point  to  other  charitable  work, 
and  show  concern  for  the  activists'  causes 
wdthout  directly  mentioning  Beijing. 
Companies  are  likely  to  "express  their 
commitment  to  human  rights  in  ways 
that  don't  clearly  embarrass  their  Chinese 
hosts,"  says  Shireman  of  Future  500. 

PRESSURING  SUPPLIERS 

MCDONALD'S  SAYS  the  Olympics  are 
not  the  right  forum  for  discussing  Dar- 
fur.  GE  notes  that  its  foundation  has 
given  $2  million  to  fiind  humanitarian 
efforts  in  Sudan.  United  Parcel  Service 
Inc.  highlights  its  work  in  aiding  the 
poor  worldwide.  Coca-Cola  Co.  declined 
to  make  an  executive  available  to  discuss 
Darfiir,  but  a  spokesperson  pointed  out 
an  article  in  Foreign  Policy  magazine  that 
downplays  the  value  of  pressuring  China 
on  the  issue.  In  an  e-mailed  statement, 
the  beverage  giant  said  it's  committed  to 


human  rights  but  it  "does  not  have  a  role 
in  the  internal  policy  decisions  of  sover- 
eign nations  such  as  China  and  Sudan." 
And  Adidas  says  it  is  open  to  dialogue 
v^dth  activists.  But  rather  than  lean  on 
the  Chinese  government,  the  maker  of 
athletic  shoes  prefers  to  spur  change 
by  pressuring  its  suppliers,  "where  we 
have  direct  influence,"  says  Frank  Henke, 
Adidas'  global  director  for  social  and  en- 
vironmental affairs. 

With  the  Games  still  more  than  a  year 
away,  companies  will  have  plenty  of  time 
to  hone  their  strategies.  Good  thing, 
since  activist  groups  show  no  sign  of  let- 
ting them  off  the  hook.  "Olympic  spon- 
sors have  put  themselves  up  as  exem- 
plars," says  Sophie  Richardson,  deputy 
director  for  Asia  at  Human  Rights  Watch. 
"If  I  were  one  of  their  PR  advisers,  I'd  be 
pointing  out  that  they  are  going  to  be 
under  a  lot  of  scrutiny."  II 

-With  Jack  Ewing  in  Frankfiirt  and 
Dexter  Roberts  in  Beijing 
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Music  ciass  at 
a  Peace  Fiower 
School 


EDUCATION 


KOREA'S  NEW 
SCHOOL  OF  THOUGHT 

As  growth  cools,  the  nation  looks  for  an 
education  model  that  spurs  innovation 


BY  MOON  IHLWAN 

IT'S  10  A.M.  ON  A  SCHOOL  DAY, 
and  seventh  grader  Ku  Do  Hyun 
is  reading  an  English  translation 
of  Aesop's  classic  fable  The  Goat 
and  the  Goatherd.  Ku  is  a  student 
at  the  Peace  Flower  School,  a  pri- 
vate boarding  school  in  Jecheon, 
a  town  in  the  mountains  of  central  Ko- 
rea. The  place  is  decidedly  laid-back— no 
uniforms,  no  jarring  bells  heralding  the 
beginning  of  class,  and  no  late-night 
cramming.  For  an  exercise  in  holistic 
learning  called  Tongjon,  Ku  decided  to 
study  goats— an  endeavor  that  involved 
biology,  reading  assignments,  star-gaz- 
ing at  the  constellation  Capricorn,  and  a 
field  trip  to  a  local  farm  to  observe  the  an- 
imals. "I'm  happy  here  because  I  do  what 
I  want  to  do,"  says  the  lanky  12-year-old. 
At  about  the  same  time,  110  miles 
away  in  the  port  city  of  Incheon,  13-year- 
old  Moon  Sang  Hyun  is  committing  to 
memory  the  formula  for  a  metal  alloy  and 
the  date  of  a  14th  century  Korean  coup. 


If  the  eighth  grader  can't  recite  what  he 
learned  in  his  last  algebra  class,  he'll  be 
caned  by  his  teacher  as  his  40  classmates 
look  on.  School  lets  out  at  3  p.m.,  but 
the  uniformed  Moon  barely  has  time  for 
a  quick  dinner  before  hopping  the  bus 
to  a  private  cram  school,  where  for  five 
hours  he'll  be  force-fed  English  grammar, 
chemistry,  and  a  host  of  other  subjects. 
"I'm  lucky  to  go  home  before  midnight," 

he  says  with  a  shrug.    

"Some  of  my  friends 
study  till  1  or  2  in  the 
morning." 

Two  students, 
two  very  different 
schools.  And  those 
varying  approaches 
to  learning  are  the 
focus  of  a  debate  in 
South  Korea  about 
which  better  serves 
today's  knowledge- 
driven  economy. 
Rote    learning    and 


OUTWARD  BOUND 

THOUSANDS 
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FIRST  GRADE  THROUGH  UNIVERSITY 

Data;  National  Statistical  OHice  of  South  Korea 


cramming,  howev 
inhumane,  are  credit 
with  transforming  a  poi 
mostly  agrarian  natii 
into  a  manufacturi] 
powerhouse  in  the  spa 
of  just  three  decades.  T 
country  of  48  millit 
now  ranks  11th  amoi 
the  world's  economi 
and  is  a  top  exporter 
everything  from  steel  a 
ships  to  cell  phones  a: 
computer  chips.  It  spen 
7.5%  of  its  gross  domes> 
product  on  educatic 
a  bigger  share  than  ai 
other  industrializf 
country,  and  that  figi 
doesn't  even  include  t; 
$38  billion  a  year  Korei 
parents  shell  out  for  aftn 
school  cram  sessions. 
But  as  growth  has  cooled  to  i 
annually  over  the  past  decade,  frc 
an  average  rate  of  nearly  8%  duri 
the  prior  30  years,  some  experts  i 
griping  that  Korea's  educational  syste 
no  longer  makes  the  grade.  Everyo( 
from  policy  wonks  to  executives 
Samsung  Group  and  other  top  Koret 
companies  complains  that  the  systr 
discourages  creative  thinking  and  stif 
innovation.  "Schools  castrate  the  innr 
desire  of  students  to  satisfy  intellecti 
curiosity,"  laments  Yi  Jong  Tae,  head 
the  private  think  tank  Korean  Educatiij 
Research  Institute.  Says  Chung  Un  Ch;  ■ 
economics  professor  at  Seoul  Natioi 
University:  "The  key  to  resolving  c 
economic  problems  lies  in  a  radi 
reform  of  our  education." 

GONE  FOR GOOD? 

IN  THE  MEANTIME,  Korea  risks  losi 
some  of  its  best  and  brightest.  The  nu 
ber  of  the  country's  students  enrolled' 
foreign  schools  and  universities  rose 
214,000  in  2005,  from  109,000  in  19* 

the    Korea    Natioi 

Statistical  Office  sa 
"Frustrated  Korea 
are  voting  with  th 
feet  against  the  ec 
cational  system,"  si 
Hongik  Univers 
economist  Jun  Su 
In.  Their  top  destii 
tionistheU.S.:  Inl 
2005-06  acaden 
year,  58,847  Kore£ 
attended  Americ 
universities,  acco 
ing  to   New  Yor 
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Growing  ideas 
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What  do  you  think  a  tree  can  be?  Alternative  fuel  for 
our  cars?  Medicine  that  fights  cancer?  Do  you  think  a 
tree  can  be  biodegradable  plastic?  Or  food?  Or  clothing? 
Or  shelter?  We  think  it  can> 

To  findlout  what  else  trees  can  be,  visit  Growingldeas.com 


GlobalBusiness 


If  I  went 
back  to 
Korea,  it 
would 
belike 
starting 
over 


Institute  of  International  Education. 
That's  up  10.3%  from  the  previous  year. 
Only  India  and  China— with  popula- 
tions at  least  20  times  greater  than  Ko- 
rea's—send more  students  to  the  U.S. 

The  danger  is  that  many  will  leave 
for  good.  "If  I  went  back  to  Korea,  it 
would  be  like  starting  all  over,"  says 
Yang  Soo  In,  a  32-year-old  Korean 
who  received  a  master's  degree  from 
Columbia  University's  graduate  school  of 
architecture  in  2005  and  decided  not  to 
return  home.  "I've 
already  established 
good  contacts 
and  a  network 
of  people  here." 
Nearly  half  of  all 
Koreans  who 
earned  PhDs 
in  science  and 
technology  from 
U.S.  institutions 
11  -5  between  2000  and 

all  over  2003  remained  in 

^^^_  the  U.S.,  up  from 

20%  in  1992-95, 
reports  the  Hyundai  Research  Institute, 
a  think  tank  in  Seoul.  "Brain  drain  is 
accelerating  as  our  educational  system 
can't  keep  up  with  changes  in  the  business 
environment,"  says  Yu  Byoung  Gyu,  a 
senior  research  fellow  at  the  institute. 

The  swelling  discontent  has  touched 
off  a  political  debate.  In  May,  Lee  Ju  Ho, 
a  lawmaker  from  a  leading  opposition 
party,  introduced  legislation  calling  for 
a  presidential  commission  to  overhaul 
the  school  system.  "The  first  step  must 
be  the  end  of  government  control  over 
curriculum,"  says  Lee.  "The  Ministry 
of  Education  and  Human  Resources 
must  be  disbanded  in  favor  of  a  much 
slimmed-down  department  focused  on 
lifetime  learning." 

Dissatisfied  families  are  searching  for 
their  own  solutions.  "Parents  got  fed 
up  with  the  official  system,"  says  Hyun 
Byung  Ho,  publisher  of  an  education 
magazine  called  Mindle.  Around  4,000 
students  are  enrolled  in  about  70 
alternative  schools  such  as  Peace  Flower. 
The  first  Peace  Flower  opened  near 
Seoul  in  2003;  today  the  group  runs 
four  schools  with  a  total  of  205  students. 
"We  simply  couldn't  let  our  children  fall 
victim  to  the  regimentation  of  the  state 
schools,"  says  Kim  Kyeong  Sik,  a  college 
instructor  and  father  of  two  boys,  who 
was  one  of  the  school's  founders.  "I 
hope  our  school  will  serve  as  a  stepping 
stone  toward  major  educational  reform 
in  our  country."  ■ 

-With  Elizabeth  Woyke  in  New  York 


HEAVYWEIGHTS 


THE  MASTER  BUILDER 
OF  THE  MIDDLE  EAST 

Mohamed  All  Alabbar  is  building  towers 
in  the  desert— and  a  fast  fortune 


BY  STANLEY  REED 

AS  THE  SUN  BAKES  A 
desolate  stretch  of 
Saudi  Arabia's  Red 
Sea  coast,  construc- 
tion crews  are  digging 
lagoons  and  plant- 
ing palm  trees  along  a 
wide  boulevard.  These  are  the  modest 
beginnings  of  what  is  to  become  King 
Abdullah  Economic  City— a  metropolis 
of  2  million  people  with  a  new  univer- 
sity, an  Islamic  financial  center,  and  a 
network  of  industrial  parks,  at  a  total 
cost  of  nearly  $30  billion.  It's  the  work 
of  a  joint  venture  between  Dubai-based 
Emaar  Properties  and  the  Saudi  govern- 
ment. And  it's  the  biggest  project  ever 
launched  by  Emaar's  hyperkinetic  chair- 
man, Mohamed  Ali  Alabbar,  the  Arab 
world's  leading  developer  and  a  grow- 
ing force  in  Asia  and  the  U.S. 

You  don't,  though,  need  to  travel  to 
Saudi  Arabia  to  find  evidence  of  Alabbar's 
sky-high  ambitions.  Back  in  his  home 
base,  the  developer  is  reshaping  Dubai 
with  a  $20  billion  project  that  will  soon 
be  home  to  the  world's  tallest  building 
and  biggest  shopping  mall.  The  center- 
piece of  the  Downtown  Burj  Dubai  proj- 
ect is  to  be  a  spire  of  some  2,300  feet  and 
170-plus  floors,  nearly  twice  the  height  of 
the  Empire  State  Building.  The  tower  will 
be  surrounded  by  19  apartment  build- 
ings, nine  hotels,  and  the  1,500-store 
mall.  "We  might  be  like  London  and  New 
York  combined,"  Alabbar  says,  touring 
part  of  the  development  called  the  Old 
Town,  where  buff-colored  domes  invoke 
the  atmosphere  of  a  traditional  Arab  city. 
Alabbar  is  part  of  a  new  generation 
of  Arab  entrepreneurs  whose  influence 
Is  growing  throughout  their  own  region 
and  beyond.  The  Middle  East  certainly 
has  its  pockets  of  chaos  and  retrograde 
politics,  but  its  youthfial,  fast-growing 
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population  also  hungers  for  quality  hoi 
ing,  health  care,  and  education,  and  h 
the  money  to  pay  for  it.  Alabbar's  goal 
to  meet  that  demand— first  in  his  regi 
and  increasingly  in  growing  mark 
such  as  India— and  to  prove  that  an  Ar 
company  can  become  a  successfiil  glol 
competitor. 

Emaar's  villas  and  apartments  i 
snapped  up  as  fast  as  they're  bu 
Many  of  the  Burj  Dubai  units  have  be 
bought  in  advance,  and  the  compa^ 
expects  to  sell  about  16,000  homes  titjg, 
year.  Due  to  high  demand  and  relativ.' 
low  land  costs,  Emaar's  profit  margi 
are  close  to  50%.  This  year,  the  compa^ , 
is  on  track  to  see  operating  profits  ^.j 
$2.6  billion  on  revenues  of  $5.5  billi 
up  40%  and  45%  respectively  over  1 
year,  estimates  Securities  &  Investmdjj 
Co.,  a  Bahrain-based  investment  ban,  jf 
Emaar's  market  value  on  the  Dull 
bourse  is  $20  billion,  one  of  the  regioi|L, 
heftiest  valuations.  ,  g 

THE  SUPPORT  OF  A  SHEIKH 

A  KEY   PART  OF  THAT  value  lies 
Alabbar's  close  ties  with  Dubai's  pow^g 
fill  ruler.  Sheikh  Mohammed  bin  Rasi 
Al  Maktoum.  For  more  than  a  decade, 
abbar  and  the  ruling  family  have  clos^  j, 
collaborated  in  the  creation  and  advan  \  ^ 
meat  of  Dubai  Inc.  The  government  ov 
32%  of  Emaar,  and  Alabbar  is  a  mem  1^^ 
of  the  Executive  Council,  which  ma 
the  big  decisions  in  Dubai.  When 
developer  pitched  Saudi  Arabia's  K 
Abdullah  on  the  idea  of  the  new  Red  I 
city  in  2005,  the  Sheikh  was  at  his  si 
And  when  Alabbar  first  approached 
Sheikh  about  his  plans  for  a  90-st 
building  in  the  Burj  Dubai  complex, 
ruler  replied:  "Why  waste  your  time 
90  stories?"  Alabbar  says  the  She 
"takes  the  fear  of  failure  away  firom ; 
because  he  is  with  you." 
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Siven  Alabbar's  ambition,  he  can 
)bably  use  all  the  help  he  can  muster. 
laar  now  operates  in  16  countries,  and 
i  breakneck  pace  is  taking  its  toll.  "I 
i  to  develop  28  towers  in  six  months 
get  fired,"  says  Mark  Amirault,  a  vet- 
in  of  the  Canadian  real  estate  industry 
10  joined  Emaar  a  few  years  ago.  "We 
ve  the  vision  and  the  strategy,"  says 
;x  Andarkis,  a  former  Unilever  execu- 
b  who  heads  Emaafs  marketing.  "The 
jestion  is,  do  we  have  the  skills  across 
:  organization  to  execute?" 
Alabbar  seems  aware  of  the  strain.  One 
al  of  Emaar's  $1  billion  purchase  of 
lifomia  developer  John  Laing  Homes 
It  year  was  to  bring  in  new  expertise. 

Eohn  Laing  executive  has  been  put  in 
irge  of  Emaar's  India  operations,  and 
bis  from  the  U.S.  now  frequently  come 
'  Dubai  to  offer  advice.  Alabbar  also 
bcedes  he  has  made  mis- 
ces.  His  biggest  snafii  was 
Egypt,  where  Emaar  in 
arch  went  through  a  nasty 
lit  with  its  local  partner 
er  control  and  finances, 
le  dispute  ended  with  a 
42  million  settlement 
id  by  Emaar,  brokered  by 
e  Egyptian  government. 
Alabbar's  close  relation- 
ip  with  the  Sheikh  has 
50  come  under  scrutiny. 


Cheap  land 
and  strong 
demand 
give  Emaar 
sky-high 
margins 


In  March,  Emaar  announced  that  the 
government  would  take  an  additional 
28%  stake  in  the  company  in  exchange 
for  unspecified  building  plots  in  a  prime 
area  of  Dubai.  The  deal  could  help  the 
company  because  vacant  land  is  becom- 
ing scarce  in  the  city.  But  investors  com- 
plained about  the  sudden  and  murky  de- 
cision. Emaar's  stock  plunged  17%  over 
two  weeks  in  March,  though  it  has  since 
recovered.  "It  is  very  unconventional 
to  announce  a  large  capital  transaction 
and  not  provide  details,"  says  Bryan 
D'Aguiar,  head  of  research  at  Securities 
&  Investment.  "A  problem  in  this  region 
is  that  you  don't  have  frill  disclosure." 
Emaar  says  the  land  is  being  identified 
and  will  be  independently  assessed.  And 
the  government  will  receive  the  new 
stock  as  a  five-year  convertible  bond,  so 
current  investors  may  benefit  from  the 
deal  before  the  government 
gets  its  new  shares. 

Despite  his  connec- 
tions, Alabbar  comes  from 
humble  roots.  The  eldest 
of  12  children,  he  says  he 
is  "about  47  years  old"  be- 
cause he  has  no  record  of 
his  birth.  He  grew  up  in  a 
palm  frond  shack  in  the  old 
city  of  Dubai,  the  son  of  a 
captain  of  a  dhow,  a  tradi- 
tional trading  vessel.  De- 


spite early  hardships,  Alabbar  managed 
to  land  a  government  scholarship  in  the 
late  '70s  to  study  finance  and  business 
administration  at  Seattle  University.  That 
was  his  big  break,  but  he  was  surprised 
his  classmates  had  little  idea  where— or 
what— Dubai  was.  He  told  them  they 
should  simply  "go  to  Saudi  Arabia  and 
turn  right." 

Alabbar's  first  job  out  of  college  was  at 
the  Central  Bank  of  the  United  Arab  Emir- 
ates, which  oversees  the  currency  used 
in  Dubai  and  six  other  Gulf  sheikhdoms. 
After  assignments  at  the  U.S.  Federal  Re- 
serve and  the  Dutch  central  bank,  Alabbar 
in  1987  took  a  job  in  Singapore  as  man- 
ager of  Al  Khaleej  Investments,  a  Dubai 
government  company  that  invested  in 
real  estate  and  other  assets.  That's  where 
he  spotted  the  potential  profits  that  could 
be  wrested  from  property  in  the  Persian 
Gulf.  When  he  returned  to  Dubai  m  1992, 
he  joined  the  government,  running  the 
Department  of  Economic  Development, 
which  he  still  heads.  In  1997,  he  launched 
Emaar  with  $50  million  pooled  from 
associates  and  his  savings.  Since  then, 
his  life  has  become  increasingly  hectic. 
"Last  year  I  flew  850  hours,"  says  Alab- 
bar. Now,  with  a  net  worth  of  some  $500 
million,  Alabbar  enjoys  his  owoi  six-hole 
golf  course  at  his  palatial  Dubai  home— a 
short  distance,  and  light  years,  from  the 
palm  shack  of  his  youth.  ■ 
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TheFutureofTech  Global  Youth 


HOW  THE  SECOND-GENERATION  INTERNET  IS  SPAWNING 

A  GLOBAL  YOUTH  CULTURE— AND  Wfl 

IT'S  A  SIMPLE  SALES  PITCH,  REALLY:  HEY,  DUDE,  SPRAY  A5i' 
deodorant  all  over  your  body,  and  you  will  become  irresistible  to  beautif  I 
young  women.  But  what  Russell  Taylor,  the  Axe  vice-president,  propose 
doing  with  that  straightforward  idea  was  ambitious.  He  wanted  to  turn 
into  a  truly  global  marketing  message,  one  that  would  work  in  all  75  coui 
tries  where  Unilever  sells  Axe.  The  solution  that  came  back  from  advertisiii 
agency  BBH  was  to  invent  a  new  phrase  that  guys  would  hear  as  an  internn 
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tional  expression  of  lust— a  female  wolf  whistle  heard  'round 
the  world. 

The  moment  of  truth  came  on  Feb.  27, 2006,  at  a  high-pres- 
sure meeting  in  a  spacious  conference  room  at  BBH's  London 
offices.  Flanked  on  one  side  by  marketing  materials  hidden 
under  plain  brown  paper  and  on  the  other  by  windows  looking 
out  over  London's  ultrahip  Soho  neighborhood,  BBH  account 
manager  Barney  Robinson  pitched  the  strategy  to  Taylor  and 
his  Axe  marketing  team.  Robinson,  an  Elvis  Costello  look-alike 
dressed  all  in  black,  paused  when  the  phrase  his  team  had  in- 
vented appeared  on  a  screen,  and  a  woman's  sexy  voice  snarled 
out  of  a  loudspeaker:  "Bom  Chicka  Wah  Wah."  She  made  a 
sound  like  an  electric  guitar  from  a  1970s  funk  band.  Taylor 
laughed  out  loud.  He  was  sold. 

Over  the  coming  months,  Taylor's  brand  managers  would 


work  with  BBH  to  unleash  a  torrent  of  Bom 
Chicka  Wah  Wahs  on  the  world,  through  TV 
ads,  videos  destined  for  YouTube,  and  online 
games.  Unilever,  based  in  London,  began  roll- 
ing out  the  campaign  worldwide  a  couple  of 
months  back.  But  from  here  on  it  will  be  up 
to  millions  of  young  people  from  Brooklyn  to  Borneo  to  catch 
the  phrase  and  make  it  stick  with  the  persistence  of  Homer 
Simpson's  "D'oh!"  or  Paris  Hilton's  "That's  hot!"  Even  after 
more  than  a  year  immersed  in  the  plan,  Taylor,  a  slim,  blond 
Brit,  admits  trepidation  about  whether  it  will  succeed:  "You 
get  a  feeling  of 'Bloody  hell!'— because  ifs  not  what  you  nor- 
mally do  as  a  brand  manager.  It's  an  act  of  faith." 

Better  get  used  to  it.  Flying  blind  is  the  unavoidable  conse- 
quence of  coming  to  terms  with  today's  most  important  demo- 
graphic group:  the  tens  of  millions  of  digital  elite  who  are  in  the 
vanguard  of  a  fast-emerging  global  youth  culture.  Because  of 
smartphones,  blogs,  instant  messaging,  Flickr,  MySpace,  Skype, 
YouTlibe,  digg,  and  delicious,  young  people  scattered  all  over 
are  instantly  aware  of  whaf  s  happening  to  others  like  them 
everywhere  else.  This  highly  influential  group,  many  of  whom 


PARTY  ON  Smith  (white 
shirt)  of  gaming  startup 
Mind  Candy,  in  London;  and 
Agarwal  (above,  far  right)  of 
Friday  Club,  in  Mumbai 


are  also  weU-heeled,  is  sharing  ideas  and 
formation  across  borders  and  driving  dema« 
for  consumer  electronics,  entertainment, 
tos,  food,  and  fashion.  Think  of  it  as  a  virtir 
melting  pot.  As  the  population  of  the  youu 
and  Web-sawy  grows  into  the  hundreds 
millions,  the  pot  is  going  to  boil.  "This  kiJ 
of  globalization  is  happening.  Ifs  still  ayouif 
phenomenon,  but  it^s  growing  fast,  and 
going  to  take  a  lot  of  companies  by  surpris-s 
says  Soumitra  Dutta,  a  professor  at  gradua 
management  school  INSEAD  in  France. 

We're  now  at  the  busy  crossroads  who 
globalization  meets  Web  2.0.  This  preset' 
both  a  challenge  to  the  old  ways  of  doing  bvi 
ness  and  an  opportunity  to  gain  tremendc 
leverage  via  the  right  goods  and  services, 
thrive  in  this  era,  companies  will  have  to  figii 
out  how  to  engage  young  people  from  all  o' 
the  world  when  they  conceive  of  produa 
and  services.  Businesses  need  their  help: 
turning  concepts  into  finished  products  a 
especially,  in  marketing  them.  Another  anj  ■ 
Companies  can  follow  the  trail  of  blogs  £ 
social  networking  sites  to  find  and  recr 
young  employees  all  over  the  world. 

The  target  customer  for  major  brands 
someone  like  Malini  Agarwal,  a  30-year- 
radio  deejay  in  Mumbai.  After  grovdng  up 
over  as  the  daughter  of  an  Indian  diplorr 
Agarwal  settled  down  in  the  city  and  t 
years  ago  launched  Friday  Club,  which  or 
nizes  social  gatherings  and  now  has  branc 
in  four  Indian  cities  plus  Hong  Kong,  London,  New  York,  i 
Toronto.  The  club's  multinational  members  make  plans,  kt 
in  touch,  and  share  photos  via  social  networking  sites.  "If 
global  family,"  Agarwal  says. 

Or  consider  Brazilian  Fabricio  Zuardi,  27.  He  grew  up  1 
miles  from  Sao  Paulo  and  found  a  job  via  the  Web  with  Sili( 
Valley  tech  startup  Ning  Inc.  Zuardi  now  lives  in  Palo  A 
Calif,  in  an  apartment  he  located  on  craigslist.org.  He  has 
traditional  phone,  preferring  Skype  Internet-based  service, 
doesn't  owm  a  TV.  In  his  spare  time  he  posts  items  on  his  b 
or  writes  software  that  he  contributes  to  open-source  devel 
ment  projects.  His  taste  in  music  is  eclectic:  Bob  Dylan,  Fn 
Sinatra,  The  Pogues.  His  friends  are  from  all  over,  includ 
Australia,  Britain,  Germany,  and  Slovenia.  He  has  never  i 
some  of  them  face  to  face.  "This  is  a  generational  shift,"  s 
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ig  co-founder  and  Web  browser  pioneer  Marc  Andreessen, 
whole  new  generation  grows  up  used  to  new  technologies, 
1  they're  just  different." 

?luardi  and  Agarwal  represent  the  demise  of  the  one-way 
balization  of  American  culture  that  reached  its  zenith  in  the 
'Os  and  '80s.  Then,  U.S.  marketers  simply  fed  the  worldwide 
?etite  for  Levi's,  Coke,  Madonna,  and  all  things  American, 
w  if  s  a  two-way  street.  Americans  are  learning  Bollywood 
ice  steps  at  their  local  health  clubs.  M.I.A.,  an  up-and-com- 
;  pop  singer  who  has  Sri  Lankan  roots  and  was  brought  up 
London,  intermingles  hip-hop,  reggae,  and  South  Asian 
luences.  And  Japanese  anime  has  swept  the  globe.  One  of 
■  hottest  anime  properties  is  a  Japanese  TV  series,  Le  Che- 
ierD'Eon,  set  in  l8th  century  France.  Within  hours  of  each 
sode's  airing  in  Japan,  it's  translated  by  fans  into  dozens  of 
iguages  and  posted  illegally  on  the  Web. 
i^ddressing  this  vast  market  of  globally  dispersed  young 
Dple  will  force  companies  to  become  new  kinds  of  multi- 
idonals— plugged  into  the  digital  grid  and  quick  to  respond 
shifts  in  demand  that  begin  as  tremors  halfway  around 
;  world.  Already  a  handful  of  companies  have  successfully 
dgated  the  digital  Silk  Road.  Each  has  its  own  approach 
a  hard-to-nail-down  demographic  group.  Tapping  into  the 
>bal  video-game  craze,  DirecTV  and  international  partners 
janized  a  professional  league.  Championship  Gaming  Se- 
is,  and  this  month  began  broadcast  tournaments  on  satellite 


TV.  Meanwhile,  Red  Bull  does  littie  traditional  TV  advertising 
in  the  100  countries  where  it  sells  energy  drinks.  More  typical: 
a  Web-based  contest.  Red  Bull  Art  of  the  Can,  where  young- 
sters create  sculptures  out  of  Red  Bull  cans  and  submit  photos 
of  their  handiwork.  The  prize:  a  trip  for  two  to  Switzerland. 

This  global-youth  path  will  be  full  of  pitfalls,  too.  Digital 
fads  born  in  Japan  could  flop  in  Germany.  And  just  because 
you  can  make  a  video  and  post  it  on  YouTube  doesn't  mean  you 
should.  Japan's  Hitachi  Data  Systems  featured  faded  TV  action 
hero  Mr.  T  in  an  online  video  in  a  misguided  attempt  to  pro- 
mote its  corporate  data-storage  technologies.  Viewers  hated 
it.  Some  observers  wondered  what  Hitachi  executives  were 
smoking,  selling  such  an  obvious  business-oriented  product 
to  a  YouTube  audience.  "They  should  have  put  down  the  Web 
2.0  pipe,"  quips  David  Parmet,  principal  of  Web-marketing 
consultant  Marketing  Begins  at  Home. 

When  Worlds  Collide 

EVEN  FOR  THE  MOST  with-it  companies  there  are 
trip  wires.  Nike  Inc.  attracted  a  million  visitors  from 
around  the  globe  to  its  Joga.com  soccer  social  net- 
working site  during  the  FIFA  World  Cup  champion- 
ship in  2006,  but  sometimes  mashing  cultures  together  just 
doesn't  work.  Google  Inc.  learned  that  lesson  after  it  launched 
the  Orkut  social  networking  site  in  2004  and  later  saw  its  mo- 


THE  BLOG  BELT 

As  Net  connections  spread,  Web  2.0 
services  are  expanding,  too.  On  a  recent 
day,  these  were  the  top  30  cities  for  blog 
postings  and  comments,  divided  into 
three  tiers  by  levels  of  activity; 
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mentum  in  the  U.S.  fade  a  bit.  As  the  site  caught  on  in  Brazil 
and  Portuguese  became  its  most  commonly  used  language 
some  Americans  were  turned  off.  ' 

Part  of  what  makes  this  phenomenon  so  challenging  for  US 
marketers  is  that  America  is  no  longer  the  center  of  the  digital 
universe.  The  hippest  US.  cities  share  the  Web  2.0  spodight  with 
London,  Mexico  City,  Moscow,  Seoul,  and  Tokyo.  And  while  the 
US  is  the  home  base  for  Google  and  MySpace,  a  new  generation 
ot  Web  services  is  breaking  out  aU  over.  Habbo,  die  most  popular 
social  networking  site  for  children,  comes  from  Finland.  Joost 
which  presents  free  TV  programming,  including  Comedy  Central' 
over  the  Web,  is  based  in  Luxembourg.  Moo,  a  maker  of  calling 
cards  for  Web  denizens,  is  located  in  central  London. 

American  Web  2.0  companies  generally  think  about  just  the 
US.  market  when  diey  start  up,  but  European  upstarts  often 
plan  globally  from  the  get-go.  Moo  was  launched  this  past 
September  with  multiple  languages  and  currencies.  "We  were 
international  on  Day  One  and  in  100  countries  in  one  week  " 
says  Chief  Executive  Richard  Moross.  The  company  even  got'a 
surprise  order  from  a  guy  in  North  Korea. 

There's  a  froth  of  excitement  in  Britain  these  days.  Web  2  0 
startups  are  popping  up  all  over,  venture  capital  is  flowing  free- 
ly, and  suddenly,  London  is  swinging  again  for  the  first  time 
since  the  late  1960s.  A  group  of  young  Web  entrepreneurs  who 
share  a  Soho  penthouse  jokingly  call  themselves  Bloomsbury 
2.0,  but  they  have  a  lot  more  ftin  than  author  Virginia  Woolf 
ever  did  in  the  early  20th  century  Bloomsbury  literary  salon 
At  a  party  the  group  held  this  spring  on  the  penthouse  roof  a 
young  woman  m  a  little  black  dress  waded  in  a  hot  tub  while  a 
crowd  quickly  knocked  off  36  botdes  of  Deutz  champagne. 

Edgy  Humor 

UNILEVER'S  AXE  CAMPAIGN  SHOWS  how  one  com- 
pany IS  coming  to  grips  with  doing  business  in  diis 
complexly  wired  world.  While  some  of  die  best 
marketing  ideas  for  Axe  come  out  of  London,  it  was 
a  BBH  creative  team  in  New  York  that  dreamed  up  the  Bom 
Chicka  Wah  Wah  Girls.  The  idea  was  to  assemble  a  band  like 
the  Pussycat  Dolls.  So  far  die  group  has  been  featured  on  Axe 
Web  sites,  in  videos  circulated  on  YouTube,  and  in  a  perfor- 
mance tour  in  four  European  cities.  Unilever  has  "done  an 
excellent  job  of  coming  up  widi  a  big  idea  and  making  it  work 
well  in  many  types  of  media,"  says  Mark  Simmons,  consultant 
and  author  of  the  book  Punk  Marketing.  "They  address  it  widi 
an  edgy  humor  diat  crosses  borders." 
Axe  has  been  crossing  borders  since  Unilever  first  intro- 


ALTERNATIVE  REALITY 

Web  Games  that 
Cast  a  Wider  Net 


-NEARLY  February,  in  a 
chilly  forest  100  miles 
north  of  London,  park 
rangers  were  dismayed 
to  spot  dozens  of  young 
people  tramping  through  the 
trees  carrying  shovels  and 
digging  holes  in  the  soggy 
ground.  Turned  out.  it  was 
thetailendofal5-month- 
long  global  treasure  hunt 
staged  by  the  makers  of  an 
online  game  called  Perplex 
City.  The  game  had  sucked 
in  more  than  50,000  players 
from  92  countries.  Some  of 
them  teamed  up  to  pool  their 
resources,  and  the  teams 
that  deciphered  clues  leading 
to  the  location  of  a  buried 
talisman  called  the  Receda 
Cube  dispatched  pals  who  lived 
nearby  to  find  it.  The  Cube  was 
ultimately  dug  up  by  Londoner 
Andy  Darley,  who  worked 
alone.  His  prize:  $200,000. 

Perplex  City  is  the 
handiwork  of  a  British  startup 
called  Mind  Candy  Inc.  that 
designs  so-called  alternative- 
reality  games.  These  games 
typically  take  place  both  on  the 
Internet  and  in  real  locations. 
(One  real-world  Perplex  City 
event  featured  a  menacing 
black  helicopter  that  spirited 


off  an  actor  who  left  behind  a  i 
knapsack  full  of  clues.) 

The  games' details  trickle 
out  through  an  array  of  medii 
pipes-from  social-networkirt 
Web  sites,  to  homemade 
videos,  to  wikis,  to  blogs,  to 
mobile-phone  messaging,  to  i 
clues  planted  in  newspaper 
classified  ads.  A  number  of 
players  even  collaborated  to  ] 
write  a  book,  Tales  from  Earttt 
which  has  sold  more  than  - 
100,000  copies  in  electronic  j 
and  paperback  versions. 
Alternative-reality  garr 
are  crafted  to  appeal  to  a '  ^  _, 
sizable  population  of  digitallyll 
savvy,  puzzle-loving  young     1 
people  who  are  scattered 
worldwide.  The  core  audience 
ranges  from  16  years  of  age 
up  to  the  late  20s.  Marketing! 
experts  believe  entertainmenr^ipl 
like  this  could  provide  rich      m 
opportunities  for  brands  to      4 
cement  relationships.  "It's  a  ■  rtc 
very  exciting  new  area,"  says  si  $ 
James  Cherkoff,  director        -ff 
at  London  consultancy  jf 

Collaborate  Marketing.  "In  iti 
the  big  picture,  it's  still  very  "^ 
geeky,  but  it  will  be  constants:  it 
evolving  as  the  network  and  tiijji 
Web  culture  grows."  i  | 

The  idea  undergirding         atn 


.-^ 


Oliv 
a  Per 

devotee,'  but  don 
call  him  a  geek 


plex  City  is  that  consumers 
most  engaged  when  they're 
olved  in  entertainment  as 
ticipants,  not  just  passive 
ipients,  and  that  level  of 
Tiersion  will  draw  them  back 
!r  and  over  again.  "We  believe 
:  interactive  experiences 
re  providing  will  be  an 
Dortant  part  of  entertainment 
j  advertising  going  forward," 
's  Mind  Candy  Chief 
jcutive  Michael  Smith,  a 


two-time  Internet  entrepren^ 
who  always  seems  to  look  as .. 
he  just  rolled  out  of  bed. 

Mind  Candy  made  money 
on  the  first  Perplex  City  game 
by  selling  clue  cards  and 
fan  magazines.  Its  second- 
generation  games,  designed  to 
last  a  more  manageable  one  to 
six  weeks,  are  to  be  supported 
by  corporate  sponsors  and 
subscriptions.  The  BBC 
sponsored  a  mystery  game 


d,  and  Smith  says 

^. ...orship  talks  with  a 

wide  variety  of  global  brands, 
including  Microsoft,  Google, 
Sprint  Nextel,  and  Sony. 

For  hardcore  Perplex  City 
players,  who  call  themselves 
Perplexians,  the  games  are 
addictive.  One  of  the  most  avid 
players  is  Oliver  Keers,  a  16- 
year-old  student  from  London. 
In  spite  of  all  the  hours  he  logs 
online,  Keers  belies  the  classic 


stereotype  of  the  computer 
nerd.  He's  a  rock  climber  and"- 
member  of  the  Combined 
Cadet  Force,  a  British  national 
defense  youth  group.  He  had 
been  eyeing  a  career  as  a 
physics  or  chemistry  professor 
but  is  now  considering  going 
to  work  for  an  online  game 
company.  In  the  meantime, 
he's  spending  much  of  his  free 
time  in  Perplex  City. 

-By  Steve  Hamm 
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duced  it  in  France  in  1983.  Three  years  later  it  jumped  the 
Channel  to  Britain  (where  it's  called  Lynx  for  trademark 
reasons)  and  then  gradually  spread  from  country  to  country 
across  the  globe.  The  brand  managers  delayed  entry  into  the 
U.S.  until  2002  because  it's  a  crowded  market  with  a  strong 
affinity  for  stick  deodorants.  Axe  entered  Japan  only  in  March. 
"We  are  becoming  truly  global  now  as  a  brand,"  says  Taylor. 

If  s  also  becoming  truly  digital.  For  the  U.S.  launch,  the 
company  posted  three  videos  online  that  supposedly  showed 
the  "Axe  effect"  of  women  chasing  men  who  used  the  spray. 
The  videos  were  so  much  fun  that  millions  of  people  forwarded 
them  to  friends  by  e-mail  in  a  massive  viral  outpouring.  Mar- 
keters also  created  an  online  game  wherein  guys  indicated  the 
kind  of  young  woman  they  were  interested  in  and  got  recom- 
mendations on  which  Axe  fragrance  to  buy.  These  online  she- 
nanigans may  seem  trivial.  But  they  helped  Axe's  U.S.  business 
grow  from  zero  in  2001  to  more  than  $500  million  last  year. 

Brand  manager  Taylor  has  something  grander  in  mind, 
however.  Axe  must  constantly  recruit  new  customers  from 
each  batch  of  young  men  growing  into  adolescence,  so  he  de- 
cided to  revamp  the  product  line  thoroughly  in  a  project  code- 
named  Neutron.  After  several  years  of  planning,  the  rollout 
began  early  this  year  and  is  gradually  wending  its  way  around 
the  world.  The  new  Axe  canister  is  black,  with  a  novel  twist  top. 
The  marketing  concept  is,  of  course,  Bom  Chicka  Wah  Wah. 
And  the  new  fragrances  were  designed  by  renowned  "nose" 
Ann  Gottlieb,  a  consultant  who  created  Calvin  Klein's  Obses- 
sion and  other  top  perfumes. 

Gottlieb's  task  was  to  design  truly  global  fragrances.  Previously, 
Axe  offered  variants  based  on  local  tastes.  That  was  expensive 
and,  Taylor  felt,  unnecessary.  Because  of  the  increased  aware- 
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Making  the  fragrance  appeal  to  more 
noses  around  the  world. 


Axe's  share  of  the  country's 
deodorant  market 
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ness  of  international  grooming  trends  resulting  from  the  Well 
young  men  everywhere  are  becoming  more  open  to  perfumet 
fragrances,  she  believes.  Gotdieb  reformulated  eight  Axe  varianti 
A  key  move  was  concocting  fresh-smelling  "top  notes,"  the  smd! 
that  hit  you  first,  so  they  make  a  good  impression  even  in  sweai 
provoking  tropical  climates.  She  tried  out  the  new  stuff" in  sniffiEi 
sessions  with  Axe  marketers  in  locations  around  the  world.  Tli 
U.S.  team  demurred :  One  scent  was  too  earthy  for  Americans.  5 ' 
she  changed  it.  "Designing  global  fragrances  is  much  more  chai 
lenging,  but  in  a  wonderful  way,"  says  Gottiieb. 

While  Axe  brand  managers  get  customers  involved  in  foci 
groups  and  marketing,  other  companies  tap  consumers  fd 
help  in  developing  what  they  sell.  Google  utilizes  a  worldwici. 
network  of  friends  of  employees  to  help  it  design  new  Web  se( 
vices.  Google  designers  send  out  early  mock-ups  of  Web  pagq 
for  people  in  the  network  to  comment  on.  "They're  co-creatiri 
products.  They're  not  writing  software  code  but  are  offerings 
huge  amount  of  insight  to  shape  the  products,"  says  Googf 
product  manager  Marissa  Mayer. 

Kids  in  Charge 

CHICAGO  STARTUP  skinnyCorp  goes  even  furtho 
One  of  its  businesses,  Threadless,  a  clothing  aiu 
accessories  company,  runs  online  contests  solicitin 
designs  for  T-shirts  from  people  around  the  worJr 
It  selects  finalists  and  then  invites  people  to  vote  online  fl 
the  best  designs.  The  ones  with  the  most  votes  get  produce; 
To  deepen  the  engagement  of  consumers  in  the  process,  skii 
nyCorp  set  up  blogs  on  its  Web  site,  where  people  can  try  O'  I 
design  ideas  and  get  feedback  from  others.  Designs  come 
from  all  over,  and  35%  of  sales  are  international.  "We  hai 
pioneered  a  completely  different  way  of  doing  business,"  sa 
Jeffrey  Kalmikoff,  skinnyCorp's  chief  creative  officer.  "It'sti 
community-based  business.  You  completely  erase  the  R&D  ai 
a  lot  of  the  risk,  because  we  just  make  what  people  want." 

In  fact,  a  key  to  the  global  digital  youth  market  is  th 
at  least  so  far,  the  kids  are  in  charge.  They're  used  to  bei: 
pitched  products;  many  of  them  welcome  it.  But  they're  turn 
off  by  clumsy  attempts  to  win  their  approval  and  pry  aw 
their  money.  In  many  cases,  rather  than  being  entertain 
by  others,  they'd  prefer  to  do  it  themselves:  Witness  all  the 
wacky  videos  on  YouTube.  This  has  major  implications  for  he 
products  and  marketing  programs  are  conceived,  planned,  a 
executed.  "It's  going  to  change  business  and  culture,"  si 
Vicki  Lynn,  president  of  Satellite  Events  Enterprises,  a  co:' 
pany  that  stages  online  events.  "The  old  hierarchical  systen^i 
falling  away.  It's  now  about  the  power  of  the  people." 

Inspiration  comes  from  all  over.  American  John  Poisson,  c:: 
of  Tiny  Pictures  Inc.,  a  real-time  photo-  and  video-sharing  serv 
on  the  Web,  got  inspired  to  start  his  company  while  running  a  ( 
sign  group  for  Sony  Corp.  in  Tokyo  in  2004.  For  the  first  time, 
was  immersed  in  a  culture  where  mobile  devices  were  aU  the  n 
and  kids  used  them  rather  than  PCs  for  everything  from  inst; 
messaging  to  Web  surfing.  Poisson  saw  that  mobile  computi 
would  be  the  next  major  entertainment  platform;  that  the  trei 
which  had  begun  in  Tokyo,  would  sweep  the  world;  and  that  a 
of  the  entertainment  would  be  created  by  kids  themselves.  T 
revelation  came  during  a  night  out  with  a  couple  of  blogger  p 
in  a  smoky  dive  in  downtovra  Tokyo  at  4  a.m.  In  a  month  he  v 
in  San  Francisco  planning  a  company  that  would  let  youngst 
share  pictures  and  videos  while  talking  on  the  phone. 

Even  though  digital  youth  culture  has  spread  all  over  •  I 
world,  it  isn't  expressed  the  same  way  everywhere.  In  Jap 
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new  markets.  Without  new  security  risks. 

You're  pressured  to  grow.  Globally.  But  safely.  We  can 
help  you  design  a  solution  that  acconnnnodates  growth. 
And  incorporates  protective  nneasures  into  your  network. 
In  other  words,  security.  Delivered.  For  everything  you 
need  for  your  world,  go  to  att.com/onwardenterprise. 
And  it's  onward,  business. 


t.com/onwarcfenterprise 
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young  women  are  much  less  willing  than  their  U.S.  counterparts 
to  make  the  first  move  in  a  relationship  when  they're  in  public, 
but  when  it  comes  to  online  behavior,  all  inhibitions  are  cast 
aside.  So  the  Unilever  team  focused  its  Axe  effect  marketing  in 
the  online  world.  One  of  its  viral  videos  pictured  a  Japanese  boy 
snowboarding  down  a  mountain  as  dozens  of  girls  pursued  him. 
It  was  a  takeoff'on  a  U.S.  video  that  had  been  very  successfiil:  The 
quarterback  of  a  high-school  football  team  was  tackled  by  a  horde 
of  cheerleaders  in  the  end  zone.  "The  strategy  is  to  take  the  best 
of  global  practices  and  adapt  them  locally,"  says  Dan  Burdett,  Axe 
brand  development  director  for  Northeast  Asia. 

The  strategy  worked.  Within  six  weeks  of  the  launch,  Axe 
had  a  12%  market  share.  It  happened  even  though,  before  Axe 
came  along,  men's  deodorants  in  Japan  were  unscented. 

One  of  the  dilemmas  of  global  youth  marketing  is  that  you 
can't  control  your  message  the  way  you  could  in  the  predigital 
days.  Once  a  viral  video  or  an  online  game  is  posted  in  cyber- 
space, it  can  be  viewed  by  anybody  in  the  world.  David  Rubin, 
the  North  America  brand  development  director  for  Axe,  recalls 
a  time  when  he  was  getting  a  lot  of  pressure  from  headquarters 
to  run  an  animated  online  game  created  by  the  British  market- 
ing team.  It  involved  a  young  woman,  a  bed,  and  a  feather.  You 
can  imagine  the  rest.  He  checked  and  discovered  that,  without 
him  so  much  as  lifting  a  finger,  40%  of  the  traffic  to  the  British 
Web  site  came  from  the  U.S.  "The  idea  isn't  done  somewhere  in 
particular.  If  s  just  done.  And  it  suddenly  just  happens.  There  are 
no  borders.  You  can't  control  who  sees  it  and  comes  to  it." 

Another  surprise  is  how  companies  have  begun  tapping  the 
global  youth  demographic  to  recruit  employees.  Organiza- 
tions can  bolster  their  staffs  by  using  social  networks  to  find 
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TOKYO  Axe's  Burdett       just  the  right  skills  wherever  th 
aims  to  take  "the  best  are  needed.  For  example,  Ning. 

of  global  practices  and        silicon  Valley  startup  with  10  r 
adapt  them  locally  tionalities  represented  among 

27  employees,  follows  blog  po 
ings  and  other  cybertrails  to  find  the  most  qualified  candidat 
The  company  provides  software  tools  for  consumers  to  bu 
their  own  social  networking  sites,  and  it  was  through  its  o\ 
software  that  Ning  located  Fabricio  Zuardi,  living  in  remc 
Sao  Carlos,  Brazil.  He  had  used  Ning's  tools  to  build  a  soc  i 
networking  site  for  people  interested  in  music.  This  was  M 
2006.  Ning  engineers  liked  what  he  was  doing  and  engag  I 
him  in  an  online  conversation.  One  day,  Zuardi  had  the  v( 
pleasant  surprise  of  finding  a  job  offer  from  co-founder  M; 
Andreessen  in  his  e-mail  inbox.  "For  anyone  in  the  world,  t 
American  dream  is  more  accessible  now,"  says  Zuardi. 

That  doesn't  make  Zuardi  an  easy  mark  for  a  globaliz 
pitch.  The  Brazilian  isn't  a  huge  consumer.  All  of  his  T-shi 
are  black.  He  doesn't  own  a  car.  Also ...  he  doesn't  use  Axe  be 
spray.  Says  Zuardi:  "I  think  some  of  the  marketing  campaig 
lack  good  taste."  Bom  Chicka  Wah  Wah,  indeed.  ■ 
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IN  SEARCH  OF  GLOBAL  YOUTH  CULTURE 

ONLINE:  Two  slide  shows  highlighting  European  Web  2.0  services  and  tracii 
Steve  Hamm's  investigation  of  the  business  implications  of  the  global  digita 
youth  culture.  A  profile  of  Mumbai  deeiay  Malini  Agarwal  and  her  Friday  CIl 

PODCAST:  Executive  Editor  John  A.  Byrne  talks  with  Steve  Hamm  about  th 
story  behind  the  story. 
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'We  view  Ireland  as 

an  excellent  area 

to  establish  our 

new  R&D  facility  in 

the  area  of  Unified 

Communications, 

both  because  of  the 

positive  business 

climate  and  because 

of  the  established 

talent  pool' 

Charles  Giancarlo 

CISCO  Chief 

Development  Officer 


A  IDA 

IRELAND 


As  chief  operating  officer  you  called  a 
meeting  with  the  R&D  manager  because  you 
were  concerned  about  increasing  costs  and  the 
diminishing  returns.  You  said  that  you  need 
to  extract  more  value  from  the  business'  R&D 
activity.  It  has  made  sense  to  run  some  of  your 
manufacturing  operations  overseas  -  either 
because  of  a  lower  cost  base  or  because  of 
proximity  to  markets.  Nevertheless,  as  R&D 
capacity  is  the  heart  of  your  business,  it  has 
been  a  matter  of  absolute  faith  that  you  keep  it 
at  home. 

You  agreed  with  your  R&D  manager  that 
innovations  are  best  sparked  by  the  needs  of 
customers.  If  this  relationship  with  customers  is 
not  nurtured  and  used,  innovation  may  be  driven 
by  the  fact  that  you  can  do  something  rather 
than  because  someone  wants  you  to  do  it.  R&D 
should  be  close  to  the  market. 

You  have  also  agreed  that  R&D  is  driven  by 
looking  at  your  manufacturing  processes  imagi- 
natively. Ideas  may  filter  through  from  your  low 
cost  manufacturing  facility  overseas  to  your 
research  facilities  at  home,  but  this  is  more  by 
accident  rather  than  design:  the  search  for  inno- 
vation is  not  an  intrinsic  part  of  that  overseas 
operation.  R&D  should  be  close  to  where  you 
manufacture. 

Logic  points  to  you  having  an  R&D  footprint 
in  another  part  of  the  world,  maybe  closer  to  a 
major  market  where  you  could  localize  products 
and  services.  But  something  holds  you  back. 
You  remain  uneasy  about  the  loss  of  control.  It 
is  not  just  a  matter  of  robust  law;  it  is  also  one  of 
culture  and  clarity  of  communication. 

You  spin  the  globe  on  your  shelf  and  your 
finger  stops  on  Ireland. 

intellectual  property  and  tax 

With  its  corporation  tax  of  12.5%,  Ireland 
has  a  long  history  of  attracting  industry  through 
foreign  direct  investment.  This  rate  has  been 
approved  by  the  European  Union  and  there  is 


a  strong  commitment  by  Irish  governments  to 
maintain  this  low  corporation  tax  environment. 
This  is  supported  by  the  network  of  tax  treaties 
with  43  countries. 

Given  the  robust  intellectual  property  regime 
ofthe  European  Union,  Ireland  has  in  more  recent 
years,  acquired  a  reputation  for  leading  research 
and  innovation. 

Last  October,  PepsiCo  Inc  said  it  would 
carry-out  its  next  generation  product  R&D  in 
Ireland,  with  the  establishment  of  an  R&Dcenter- 
of-excellence  at  its  Little  Island  facility.  It  is  also 
to  establish  its  Worldwide  Concentrate  Head- 
quarters in  Cork.  Mr  Mike  Engler,  Vice  President 
Concentrate  Operations,  Caribbean,  Europe  and 
Asia,  said  that  the  company's  decision  to  locate 
these  two  centers  of  excellence  in  Cork  was  due 
to  the  positive  business  experience  PepsiCo  has 
had  in  Ireland  since  the  establishment  of  its  Little 
Island  facility  in  1974.  "The  quality  and  commit- 
ment of  our  workforce  were  key  factors  behind 
this  investment.  We  look  forward  to  building  on 
the  success  of  our  current  operations." 

A  month  later,  Cisco  established  a  dedicated 
world-class  Research  &  Development  Center 
in  Galway.  The  company's  Chief  Development 
Officer  Charles  Giancarlo  said  "Today  the 
majority  of  Cisco's  business  and  customers  exist 
outside  of  North  America.  To  remain  responsive 
to  the  communications  needs  of  our  customers, 
we  are  expanding  our  significant  investment  in 
development  around  the  world.  We  view  Ireland 
as  an  excellent  area  to  establish  our  new  R&D 
facility  in  the  area  of  Unified  Communications, 
both  because  of  the  positive  business  climate 
and  because  ofthe  established  talent  pool." 

Companies  such  as  Analog  Devices,  Bausch& 
Lomb,  Bell  Labs,  Boston  Scientific,  Bristol  Myers 
Squib,  Citigroup,  Genzyme  Hewlett  Packard,  Intel, 
Medtronic,  Microsoft,  Nortel,  Pfizer  Olympus, 
Schering  Plough,  Wyeth  and  Xilinx  have  picked 
Ireland  to  extend  their  R&D  capacity. 
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No  tax  is  paid  on  earnings  from  intellec- 
tual property  where  the  underlying  R&D  work  is 
carried  out  in  Ireland.  Ireland  recently  introduced 
a  new  R&D  Tax  Credit,  designed  to  encourage 
companies  to  undertal<e  new  and/or  additional 
R&D  activity  in  Ireland.  It  covers  wages,  related 
overheads,  plant/machinery,  and  buildings. 
Stamp  duty  on  intellectual  property  rights  has 
been  abolished. 

Culture 

A  common  language  helps  you  share 
knowledge.  A  common  culture  gives  you  clear 
boundaries  as  to  what  you  should  share  and  how 
that  knowledge  should  be  treated. 

The  Irish  culture  is  woven  into  the  entire 
English  speaking  world.  That  small  country, 
way  out  of  proportion  to  its  size,  contributed  to 
the  ways  in  which  our  language  and  literature 
developed  over  the  past  two  centuries.  It  is  the 
country  of  Oscar  Wilde,  W.B.  Yeats  and  Samuel 
Beckett.  Dublin  is  the  landscape  for  James  Joyce's 
'Ulysses'. 

Today,  it  is  the  home  of  Bono  and  U2.  It  is 
where  Bob  Geldof  grew  up  and  formed  a  band 
before  he  organized  the  Live  Aid  and  Live  8  rock 
concerts,  linking  the  United  States,  Europe  and 
the  rest  of  the  world  to  focus  on  third  world 
hunger.  Ireland  is  a  place  where  people  listen 
intelligently,  speak  imaginatively,  communicate 
with  energy  and  clarity. 

The  pharmaceuticalcompany  Wyeth  has  been 
in  Ireland  since  1974  but  its  business  there  has 
transformed  as  the  country  has  changed.  "We 
came  for  milk  and  labor,  and  now  we  come  for 
people  and  the  pro-business  environment,"  says 
Peter  O'Brien,  director  of  external  relations  and 
communicationsforWyeth  Ireland.  Hiscompany's 
senior  vice  president  Michael  E.  Kamarck,  Ph.D 
said  "What  characterizes  important  biotechnol- 
ogy areas,  like  Boston  and  the  Bay  Area,  are 
fabulous  universities,  talented  young  people,  and 
an  entrepreneurial  environment  with  intellectual 
challenges.  Ireland  has  a  similar  intersection  of 


those  skills  and  environments  to  make  it  a  reall 
center  for  biotech  manufacturing,  R&D,  and  others 
high-tech  areas."  In  April  it  invested  a  further* 
$32.75  million  in  R&D  and  process  developmentll 
facilities,  adding  6,000  square  metres  of  labora-* 
tory  space  to  the  existing  2,500  square  metres. 

There  is  a  constant  ebb  and  flow,  linkingij 
the  lifestyles  of  people  in  the  United  States  andu 
Ireland.  There  is  of  course  the  historical  link,l< 
going  back  to  the  mid-nineteenth  century,  wherr^ 
Irish  people  left  their  homes  to  head  westwards,s| 
About  11%  of  US  citizens  now  claim  Irish  descent.^ 
The  flow  is  two  way.  The  second  half  of  the* 
twentieth   century   saw  the  transformation   ofi 
Ireland  with  US  direct  investment  into  Ireland. 
This  brought  not  just  prosperity  but  it  brought 
new  generations  of  Irish  people  to  understand 
the  work  culture  of  major  international  corpora--] 
tions.  Managers  in  Ireland  are  at  home  with  US 
procedures  and  practices. 


Familiarity 

Irish  managers  are  familiar  with  the  compli 
ance  and  regulatory  structures  within  the  US 
They  have  worked  with  agencies  such  as  the  Fooc 
and  Drugs  Administration.  They  are  also  at  ease 
in  the  structures  of  the  European  Union. 

The  EU  is  now  a  single  market  of  500  millior 
people,  a  population  almost  70%  larger  thar 
that  of  US.  Being  in  that  large  single  market  an( 
speaking  English,  Ireland  stands  out  as  a  primi 
location  into  which  to  invest. 

There  is  an  obvious  sense  in  which  Ireland': 
geographical  position  encourages  it  to  be  ; 
bridge  between  the  US  and  EU  business  worlds! 
The  business  and  cultural  links  into  both  market: 
from  that  small  country  make  the  bridge  evei 
stronger. 

US  companies  find  themselves  in  every  sensi 
'speaking  the  same  language'  when  they  di 
business  in  Ireland.  The  many  trade  association 
and  chambers  of  commerce  have  members  wh' 
would  be  as  familiar  there  as  they  would  be  i 
any  US  city. 
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intellectual  agility 

The  background  to  this  was  the  strong  invest- 
ment in  the  1970's  and  subsequent  decades  in  the 
Irish  education  system.  This  has  delivered  a  dis- 
tinctively intellectually  agile  people.  The  country 
now  has  more  than  twice  the  US  /  European 
per  capita  average  in  science  and  engineering 
graduates. 

Over  36%  of  the  Irish  population  are  under 
the  age  of  25.  This  young  workforce  has  dem- 
onstrated particular  flair  in  the  processing  of 
research  material.  The  IMD  World  Competitive- 
ness Yearbook  2007  places  Ireland  as  having  the 
most  flexible,  adaptable  workforce  when  meeting 
new  challenges.  The  same  source  placed  Irish 
workers  as  the  most  motivated. 

Over  the  past  decade,  Ireland  increased  its 
total  investment  in  knowledge  (including  invest- 
ment in  public  and  private  spending  on  higher 
education)  by  an  average  annual  rate  of  10%,  far 
outstripping  the  EU  and  OECD  averages  of  3%. 

A  thousand  years  ago,  Ireland  was  known 
as  the  land  of  saints  and  scholars.  Its  centers  of 
learning  are  steeped  in  history.  Today,  37%  of  the 
Irish  population  have  achieved  at  least  third  level 
education. 

The  Irish  universities  jealously  guard  their 
international  reputations.  They  are  also  sharply 
focussed  on  developing  links  with  industry 
and  they  have  formal  structures  to  link  them  to 
innovation.  Throughout  the  country,  there  are 
specialist  technical  colleges  providing  specific 
skills.  Again,  the  course  curriculum  of  such  a 
college  will  be  strongly  informed  by  the  needs 
of  business.  The  Irish  government  has  put  its 
weight  behind  such  collaborations  between  the 
higher  education  system  and  industry. 

In  August  2006,  GlaxoSmithKline  announced 
its  research  project  into  gastrointestinal 
diseases,  in  collaboration  with  University 
College  Cork.  This  project  is  jointly  supported 
by  two  Irish  state  agencies  -  IDA  Ireland  and 
Science  Foundation  Ireland  -  and  will  involve  an 
investment  of  up  to  $18.70  million.  Jackie  Hunter, 
Senior   Vice    President,    GlaxoSmithKline   said, 


"This  collaboration  is  a  concrete  example  of  how 
industry  and  academia  can  partner  effectively  to 
translate  preclinical  research  into  medicines  for 
Gl  disorders." 

In  January  of  this  year,  the  Intel  Corporation 
published  plans  to  set  up  a  Technology  Research 
for  Independent  Living  Center  in  Ireland  to 
address  the  challenges  of  'independent  living' 
for  older  people.  Approximately  $21.98  million 
will  be  invested  in  the  TRIL  Center  over  a  period  of 
three  years  and  Intel  will  collaborate  with  several 
leading  Irish  universities,  including  UCD,  TCD  and 
NUl  Galway  to  create  one  of  the  largest  research 
efforts  of  this  type  in  the  world. 

Ireland  looked  at  its  strengths  and  put  in 
place  tax,  business  and  education  structures  that 
played  to  them. 

Written  by  Peter  White 
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Image  of  W.B.  Yeats,  poet  and  Nobel  Prize  winner, 
by  Louis  le  Brocquy. 
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The  Irish  mind. 

Rich  in  tiie  raw  material  that  will  help 

to  realize  the  potential  of  your  business. 

The  Irish.  Creative.  Imaginative.  And  flexible.  Agile  minds  with  a  unique  capacity  to  initiate,  and  innovate, 
without  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new  l<nowledge  and 
new  Ideas.  Working  together  to  find  new  ways  of  getting  things  done.  Better  and  fasten 

This  flexible  attitude  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close,  frequently 
informal,  links  between  enterpnse,  education  and  research  facilities  and  a  pro-business  Government.  Connected 
by  a  dynamic  information  infrastructure,  in  Ireland,  everything  works  together 

With  Its  innate  knowledge  and  flexibility  the  Irish  mind  can  be  the  pathway  to  profit  for  your  business. 
To  learn  more,  contact  the  Irish  Government's  inward  investment  agency,  IDA  Ireland,  345  Park  Avenue, 
New  York  on  212  750  4300,  e-mail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 
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ONSTANT  REINVENTION  OF  WHO  YOU  ARE,  WHAT  YOU  PRODUCE,  AND  HOW 
OU  SELL  IT  IS  CRITICAL  FOR  ANY  TECH  PLAYER.  By  Spencer  E.  Ante 


\  "If  OT  TOO  LONG  AGO,  it  looked  as  if  Finnish  handset 
\  I  maker  Nokia  Corp.  had  hit  a  wall  with  the  satura- 
\  I  tion  of  its  core  European  market.  What  pessimists 
M  \l  did  not  notice,  though,  was  how  the  Finns  were  lay- 
?  trades  to  the  fastest-growing  part  of  the  global  economy: 
lerging  markets.  Today,  Nokia  is  proving  that  even  people 
th  low  incomes  can  be  profitable  customers.  By  creating  in- 
ivative  products  such  as  phone  books  that  use  symbols  rather 
an  letters  for  illiterate  users,  Nokia  has  become  the  leading 
.ndset  maker  in  India  and  China  and  is  seeing  strong  grov^th 
Africa  and  Latin  America.  China,  in  fact,  has  become  Nokia's 
g;gest  market,  with  $6.6  bil- 
m  in  sales  last  year,  or  8%  of 
total. 

Nokia's  goal  is  to  boost 
e  total  number  of  mobile- 
tone  users  worldvnde  to  5 
llion  by  2015,  up  from  an 
timated  3  billion  by  the  end 
2007,  largely  on  the  back 
developing  markets.  "People 
ivays  have  a  fiindamental  need 
communicate,"  says  Rauno 
"anath,  head  of  new  grovvth 
arkets  for  Nokia  Siemens 
itworks,  a  joint  venture  with 
irmanys  Siemens. 
If  there's  one  theme  that 
lites  the  companies  on  the 
107  Information  Technology 
0,  BusinessWeek's  ranking  of 
e  top  tech  performers,  it's  re- 


invention. The  foray  into  emerging  markets  by  Nokia,  which 
ranked  17th,  is  just  one  example.  An  ability  to  rapidly  diversi- 
fy into  new  businesses  or  turn  existing  markets  upside  dowm 
pops  up  again  and  again  in  our  lineup.  And  it  is  an  eclectic 
group,  ranging  from  the  top  Web  retailer.  No.  1  Amazon.com, 
to  a  Latin  American  wireless  provider.  No.  2  America  Movil, 
and  perhaps  the  hottest  tech  outfit  around.  No.  6  Apple  . 

If  you're  network-equipment  king  Cisco  Systems  Inc.,  No.  20, 
new  growth  is  being  found  in  part  through  efforts  to  become 
a  more  consumer-focused  company.  Wall  Street  responded  to 
Cisco's  strategy  of  selling  wireless  routers  and  set-top  boxes 

by  lifting  the  company's  stock 
about  37%  in  the  12  months 
through  May  31.  For  longtime 
also-ran  Nintendo  Co.,  the  key  is 
expanding  video  games  beyond 
hard-core  young  male  gamers. 
Reaching  out  to  women  and 
older  adults,  Nintendo  ignited 
90%  year- over-year  revenue 
grovv^  and  climbed  to  No.  8 
on  our  list.  In  homes  that  have 
one  of  Nintendo's  much  sought- 
after  Wii  game  systems,  10%  of 
the  women  over  50  are  playing 
regularly.  "There  is  no  question 
that  people  are  picking  up  a  con- 
troller who  haven't  ever  picked 
up  one  before,"  says  Nintendo 
of  America  President  Reginale 
Fils-Aime. 

Of  course,  high-tech  mar- 
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kets  have  long  demanded  more  frequent  and  rapid  change. 
One  thing  different  now  is  that  the  rise  of  high-speed 
Internet  access  and  mobile  computing  are  creating  new 
opportunities  for  transformation.  America  Movil,  the  pre- 
dominant wireless  operator  in  Latin  America,  had  another 
banner  year  in  2006  by  adding  31  million  data-hungry  wire- 
less customers  in  15  countries  throughout  the  Americas, 
including  the  U.S. 


Out  in  the  Cold 

WHY  SOME  OF  TECH'S  TITANS  FAILED 
TO  CRACK  THIS  YEAR'S  ITIOO 


The  Net  as  a  Catapult 

THE  NET  IS  ALSO  shattering  boundaries  between  for- 
merly siloed  industries  like  cable  and  telecom.  While 
communications  giants  such  as  Verizon  Communica- 
tions (No.  25)  and  AT&T  (No.  7)  are  attacking  die  pay-TV 
business,  so  far  cable  operators  are  having  more  success  in  poach- 
ing customers  from  the  phone  industry.  A  few  years  ago,  Comcast 
Corp.  made  zip  from  selling  phone  service.  In  the  quarter  ended 
Mar.  31,  the  cable  provider  signed  up  571,000  phone  customers, 
generating  $353  million  in  voice  revenues,  nearly  double  the 
previous  year.  Voice  sales  accounted  for  5%  of  Comcasf  s  total 
sales  in  the  quarter  and  are  on  track  to  reach  10%  of  sales  by  the 
end  of  the  year.  That  explains  why  a  cable  company  is  No.  62  on 
the  list  this  year. 

Our  top-ranked  company,  Amazon.com  Inc.,  demonstrates 
another  power  of  Internet  technology:  It's  a  super-efficient  le- 
ver that  can  catapult  a  company  into  new  markets.  In  its  most 
recent  quarter,  Amazon's  profits  surged  115%  on  a  39%  jump 
in  sales.  One  reason  is  a  sizable,  growing  business  in  helping 
other  retailers  sell  their  wares  on  Amazon,  for  which  it  charges 
high-margin  fees. 

In  some  ways,  Amazon  is  the  ultimate  example  of  trans- 
formation. Despite  constant  criticism,  Amazon  CEO  Jeffrey 
P.  Bezos  quickly  moved  the  company  beyond  selling  books 
to  other  media,  then  to  electronics,  and  just  about  everything 
else.  Now  Bezos  is  working  on  his  next  diversification  play: 
offering  other  businesses  spare  computing  and  storage  ca- 
pacity, as  well  as  leftover  space  in  Amazon's  huge  distribution 
centers.  The  strategy  has  yet  to  deliver  meaningful  revenues, 
or  any  profits.  But  as  Bezos  will  tell  you,  it  reflects  a  never- 
ending  need  to  search  for  the  next  source  of  tech  growth. 

-With  Jack  Ewing  in  Frankfurt,  Jay  Greene  in  Seattle,  and 
Peter  Burrows  and  Robert  D.  Hofin  San  Mateo,  Calif. 


Dell 

DELL  INC.  HAS  SUFFERED  mightily  in  the  past  year,  so  it's  littl 
surprise  it  slipped  off  our  Information  Technology  100  rankin 
of  the  top -performing  tech  companies.  Consider  that  it  w» 
still  the  world's  biggest  PC  maker  in  2006,  when  DeU  ranke 
No.  15  on  our  list.  Since  then,  Hewlett-Packard  Co.  has  bumpe 
it  aside,  stealing  sales  and  market  share  with  clever  advertisin 
and  crowd-pleasing  products.  A  shakeup  in  the  executive  suit 
returned  founder  Michael  Dell  to  the  CEO  job.  Meanwhile,  th 
Securities  and  Exchange  Commission  is  investigating  DeU 
accounting.  Dell's  traditional  strengths— a  low-cost  model 
selling  gear  over  the  Internet,  a  strong  U.S.  corporate  customs 
base,  and  an  emphasis  on  desktop  computers— suddenly  locJ 
like  weaknesses  in  a  world  where  laptops  dominate  and  salt 
growth  is  strongest  in  U.S.  consumer- oriented  stores  and 
developing  nations.  Dell's  preliminary  2006  sales  totaled  abon 
$571  bilhon,  up  just  2%  from  2005.  That  compares  with  a  19' 
growth  rate  in  2004.  With  Michael  Dell  back  in  charge,  all  sor 
of  changes  are  on  the  table.  Dell  is  even  developing  specific  con 
puter  Unes  for  big  retailers  like  Wal-Mart. 

SAP 

A  NEW  LINE  OF  software  from  SAP  will  let  customers  tap  in 
programs  on  an  SAP  server  and  use  SAP  functions  witho 
installing  and  maintaining  them  on  their  own  computers.  Tl 
strategy  could  appeal  to  small  and  midsize  companies  th 
don't  have  big  IT  departments.  But  it  also  puts  SAP  into  mo 
direct  competition  with  companies  such  as  Salesforce.com  an 
could  suck  sales  from  SAP's  traditional  software  lines.  Inve 
tors  are  nervous,  knocking  SAP's  stock  price  down  12%  sini 
January  and  pushing  it  off  our  list,  down  from  No.  39  last  ye; 
Things  don't  figure  to  get  much  easier,  as  archrival  Orac 
Corp.  is  aggressively  pushing  into  SAP  strongholds,  inclu 
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Nissan's  VQ  engine  has  been  named  one  of  Ward's 
'10  Best  Engines"  for  the  13th  year  in  a  row.*  The 

i/Iaxima's  255-hp  V6  engine  delivers  awesome  power,  torque 
ind  brilliant  throttle-response  in  any  speed  range.  Cementing 
its  place  in  the  winners'  circle  yet  again.  To  learn  more,  visit 
^issanUSA.com. 


Nissan  Maxima  [nissan 


SHii-  !_power 


ted  one  of  Ward's  "10  Best  Engines"  for  2007  Nissan,  the  Nissan  Brand  Symbol.  "SHIFT„"  tagline  and  Nissan  model  names  are  Nissan  trademarks.  Always  wear  your  seal  belt,  and  please  don't  drink 
nd  dnve.  ©2007  Nissan  North  America,  Inc. 
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ing  manufacturing.  In  a  tacit  admission 
that  SAP  needs  to  listen  more  closely  to 
its  users,  company  overseers  in  March 
promoted  customer-relations  specialist 
Leo  Apotheker  to  deputy  CEO.  In  two 
years  he  is  likely  to  succeed  CEO  Hen- 
ning  Kagermann. 

Motorola 

NO  GREAT  MYSTERY  WHY  Motorola 
Inc.  was  No.  11  last  year:  Its  ultraslim 
RAZR  phone  was  sizzling.  But  where's 
the  follow-up?  Facing  price  cutting  by 
rivals  in  hot  emerging  markets  such  as 
Latin  America  and  a  slew  of  new  pre- 
mium phones  flooding  Europe,  Motorola 
had  to  slash  RAZR  prices.  Then  it  didn't 
release  enough  new  phones  with  mul- 
timedia features  to  take  advantage  of 
the  most  advanced  wireless  networks. 
Fourth-quarter  profits  tumbled  48%,  to 
$624  million.  If  CEO  Ed  Zander  can't  do 
better  with  the  phones  he  just  rolled  out, 
his  job  could  be  in  jeopardy. 

Sprint  Nextel 

SPRINT  MADE  A  NAME  in  mobile  phones 
by  being  quick  to  roll  out  the  latest  data 
services,  such  as  picture  mail  and  digital 
music.  But  in  2004,  to  compete  against 
larger  rivals  Cingular  and  Verizon  Wire- 
less, Sprint  bought  Nextel  for  $35  billion. 
Ever  since,  it  has  struggled  with  customer 
defections  and  drops  in  per-user  revenue. 
Customers  bolted  as  network  reliability 
suffered,  especially  on  the  Nextel  side. 
And  rivals  have  beaten  Sprint  to  market 
with  hot  new  phones.  Sprint  lost  306,000 
subscribers  during  the  fourth  quarter  of 
2006,  and  it  continues  to  lag  Cingular 
(now  AT&T)  and  Verizon  in  customer 
retention.  CEO  Gary  Forsee  is  investing  in 
projects  such  as  a  new  broadband  wireless 
network  and  slashing  costs.  As  Sprinf  s 
share  price  falls,  some  speculate  that  the 
company,  which  was  No.  36  a  year  ago, 
may  end  up  as  an  acquisition  target. 

E*  Trade 

E*TRADE  FINANCIAL  CORP.,  like  other 
online  brokers,  is  still  waiting  for  indi- 
vidual investors  to  trade  stocks  the  way 
they  did  in  the  days  before  the  dot-com 
bubble  burst.  But  there's  no  indica- 
tion that's  about  to  happen,  despite  the 
bull  market  of  the  past  few  years.  Also, 
ferocious  competition  between  online 
brokers  to  slash  commission  costs  is 
limiting  revenue  grovi1:h.  That  helps 
explain  how  E*Trade  slipped  from  its 
No.  28  rank  on  last  year's  ITIOO  list. 
Shares  of  E*Trade,  now  at  around  25, 
are  trading  about  5%  below  the  52-week 
high  reached  in  early  January.  ■ 


Methodology  and  Glossary 


To  compile  the  information  for  ttie 
Teclinology  100,  BusinessWeek 
began  witli  financial  data  from 
Standard  &  Poor's  Compustat, 
a  division  of  The  McGraw-Hill  Companies 
that  has  computerized  information  on 
over  28,000  publicly  traded  corporations. 
We  trimmed  this  universe  to  information- 
technology  companies.  This  year  we  added 
cable  companies  that  expanded  into  telecom 
operations.  To  qualify,  companies  had  to  have 
revenues  of  at  least  $300  million. 

We  divided  this  collection  of  about  500 
companies  into  eight  industry  categories, 
such  as  software  and  semiconductors. 
Companies  whose  stock  price  has  dropped 
more  than  75%,  whose  sales  shrank,  or 
where  other  developments  raised  questions 
about  future  performance  were  eliminated 
from  contention.  We  also  dropped  some 
phone  companies  whose  monopoly  or  near- 
monopoly  power  in  their  countries  gives 
them  an  unfair  advantage  over  competitors. 
The  remaining  group  of  companies  was 
ranked  on  four  criteria:  return  on  equity, 
shareholder  return  and  revenue  growth 
(which  were  given  equal  weight),  and  total 
revenues  (which  was  weighted).  Then  the  top 
100  companies  were  reranked  as  a  group. 


REVENUES  Latest  available  revenues  for 
the  most  recent  12-month  period  for  U.S. 
companies  and  the  latest  annual  revenues 
for  non-U.S.  companies.  Includes  all  sales 
and  other  operating  revenues. 
REVENUE  GROWTH  Percentage 
change  in  revenues  compared  with  the 
previous  corresponding  year-ago  period,  in 
native  currency. 

RETURN  ON  EQUITY  Net  income 
available  for  shareholders  divided  by 
common  equity,  in  native  currency. 
TOTAL  RETURN  The  total  return  to 
shareholders,  including  dividends  for  the  12 : 
months  ended  May  31, 2007. 
PROFITS  Latest  available  profits  for  the 
latest  12-month  period  for  U.S.  companies,., 
the  latest  annual  profits  for  non-U.S. 
companies.  Net  income  from  continuing 
operations  before  extraordinary  items. 
NOTE:  Data  compiled  by  Standard  & 
Poor's  from  sources  such  as  statistical 
services,  registration  statements,  and 
company  reports  that  S&P  believes  to  be 
reliable  but  are  not  guaranteed  by  S&P 
or  BusinessWeek  as  to  correctness  or 
completeness.  This  material  is  not  an  offer 
to  buy  or  sell  any  security. 


Alphabetical  Index  of  Companies 

The  number  that  follows  each  company  name  indicates  its  ranking  in  the  table 


Accenture  16 

Acer  92 

Adobe  Systems  98 
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Alliance  Data  Systems  93 
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Applied  Materials  37 
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Cisco  Systems  20 
Cognizant  Tech.  Solutions  70 
Comcast  62 
CommScope  72 
Compal  Electronics  63 
Cosmote  Mobile  Telecom.  26 
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D-Link  99 
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EMC  88 

Ericsson  (LM)  55 
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FIserv  97 
Google  19 
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Harris  84 
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High  Tech  Computer  43 
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KDDI54 

KLA-Tencor95 
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L-3  Communications  74 

Lam  Research  45 

Liberty  Global  38 

Logitech  Intl.  100 
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Microsoft  9 
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Nanya  Technology  42 
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Shaw  Communications  91 
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Small  Business 


Dell  recom 


indows  Vista"  Business 


With  Dell  and  Adobe  we  know  that  the  only  people 
who  see  our  work  are  those  who  are  supposed  to. 

Dell  and  Adobe®  have  combined  forces  to  give  business  professionals  a  more 
secure  way  to  share  information.  Adobe'^"  Acrobat®  8  Professional  allows 
you  to  reliably  create,  combine,  and  control  Adobe  PDF  documents,  for  even 
easier  file  sharing.  And  when  Adobe  Acrobat  8  Professional  is  running  on  the 
customizable  Dell  OptiPlex"  745  Small  Form  Factor  with  its  flexible  security 
features,  you  i<now  that  your  data  stays  where  it  belongs.  To  learn  how  Dell 
and  Adobe  can  make  your  business  more  collaborative,  give  us  a  call  today. 
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Adobe 


CUSTOMIZED  DELL  SOLUTIONS 


•  OptiPlex  745  Small  Form  Factor  with 
Intel®  Celeron®  Processor:  Starting  at  ^669 

Scalable.  Manageable.  Simple. 

•  Adobe®  Acrobat®  8  Professional*:  '429 

Create,  share,  collaborate  via  PDF. 
And  do  it  all  securely. 


Software,  documentation  or  packaging  on 
these  pages  may  differ  from  retail  version. 


Deir  recommends  Adobe*  Acrobat®  8  Professional  software. 


Build  Yours  Today. 

800.847.4028 


dell.com/share8 
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COMPANY 

COUNTRY  /  STOCK  SYMBOL*  /  INDUSTRY 


1 


AMAZON.COM 

U.S.  /  AMZN  /  NET 


O  AMERICA  MOVIL 

Z  Mexico /TELE 

q  TELEFONICA 


4 
5 


Spam /TELE 

HON  HAI  PRECISION  IND. 

Taiwan /COMP 

TELENOR 

Norway /TELE 


n  APPLE  COMPUTER 

D  U.S. /AAPL/ COMP 

n  AT&T 

/    U.S./T/TELE 

8  NINTENDO 
Japan /SOFT 

9  MICROSOFT 
U.S. /MSFT/ SOFT 

^  n  CHINA  MOBILE 

iU  Hong  Kong /TELE 


11 


RESEARCH  IN  MOTION 

Canada /COMM 


A  O  VIMPELCOM 


Russia/  /TELE 


-1  Q  BT  GROUP 

iO  Britain /TELE 

MBHARTIAIRTEL 
India /COiVlM 

^  rr  MOBILE  TELESYSTEMS 

ivJ  Russia /MBT/TElE 


16 


ACCENTURE 

U.S.  /  ACN  /  SVCS 


-1  "y  NOKIA 


Finland /COMM 


-1  p  MILLICOM  INTL.  CELLULAR 

iO  Luxembourg/ I cLE 


19  S°s' 


GOOGLE 

/GOOG/NET 


20 


CISCO  SYSTEMS 

U.S.  /  CSCO  /  COMM 


REVENUE 

RETURN 

SHRHLDR. 

REVENUES 

GROWTH 

ON  EQUITY 

RETURN 

$  MILLIONS 

PERCENT 

PERCENT 

PERCENT 

RANK 

RANK 

RANK 

RANK 

11,447.0 

29 

70.8 

99.8 

34 

44 

3 

8 

21,335.4 

29 

39.5 

77.2 

20 

47 

12 

20 

68,741.8 

40 

270 

37.0 

6 

27 

30 

55 

40,133.7 

45 

22,7 

378 

10 

18 

45 

52 

14,549.8 

32 

272 

52.8 

28 

37 

29 

28 

21,586.0 

25 

22.7 

102.8 

19 

57 

47 

7 

76,268.0 

55 

77 

65.0 

5 

11 

98 

24 

8,201.9 

90 

15.8 

129.3 

40 

3 

75 

4 

49.555.0 

16 

39.5 

374 

9 

75 

11 

53 

37629.6 

22 

20.7 

84.3 

12 

64 

55 

16 

3,0371 

47 

25.5 

148.4 

71 

14 

34 

2 

4,856.9 

52 

20.5 

1270 

56 

12 

57 

5 

38,851.8 

4 

572 

46.7 

11 

99 

4 

43 

2,620.9 

44 

275 

131.7 

74 

22 

27 

3 

6,384.3 

27 

28.7 

80.5 

52 

50 

23 

17 

19,529.9 

9 

56.0 

470 

21 

92 

5 

41 

53,434.4 

20 

35.0 

24.4 

8 

66 

17 

77 

1,576.1 

45 

53.5 

88.4 

92 

17 

8 

14 

12,015.1 

58 

19.0 

33.9 

31 

5 

51 

65 

33,473.0 

24 

24.4 

35.8 

14 

50 

40 

58 

PROFITS 

$  MILLIONS 


250.0 


3,954.3 


5,025.5 


1,819.6 


2,518.5 


2,788.0 


8,759.0 


1,479.0 


13,858.0 


8,411.9 


COMMENTS 

Moving  well  beyond  retail  itself,  offering  e- 
commerce,  computing,  and  physical  distribution 
services  to  other  businesses  for  lucrative  fees. 

Latin  America's  largest  wireless  provider  continues 
its  aggressive  expansion,  while  fending  off 
challenges  from  Spain's  Telefonica  Moviles. 

Spain's  national  telephone  giant  went  on  an 
acquisition  binge  in  Latin  America  in  the  199Gs, 
becoming  a  dominant  player  in  the  region. 

Apple's  iPhone  is  the  latest  gadget  to  come  from  thif< 
Taiwanese  giant,  the  world's  top  manufacturer  of 
outsourced  electronics. 

Faced  with  decline  of  fixed-line  revenue  in  its  home 
market,  it's  investing  in  fast-growing  emerging 
markets  such  as  the  Ukraine  or  Pakistan. 

Is  it  any  wonder  Apple  is  No.  6?  It  has  nearly 
quadrupled  in  size  in  the  past  five  years,  thanks  to 
the  iPod  and  resurgent  Mac  sales. 

Fueled  by  mega  acquisitions,  it's  again  the  world's 
largest  telecom.  Now  can  new  CEO  Randall 
Stephenson  outperform  Comcast  and  Verizon? 

Nintendo's  motion-sensing  wand-controller  has 
made  the  Wii  console  a  hit  among  nongamers-andi 
has  analysts  gushing  over  earnings  prospects. 

Its  new  Vista  operating  system  is  selling  faster  than 
any  previous  Windows  version,  giving  it  gobs  of 
money  to  plow  into  new  ventures. 

The  world's  biggest  cellular  carrier  expects  to  add 
4  million  to  5  million  new  subscribers  a  month  as  it  il 
expands  in  rural  parts  of  the  country 

r-^.  c     With  the  Blackberry  patent  lawsuit  and  stock  optior 
imbroglio  now  behind  it,  RIM  added  a  million  new 
subscribers  in  the  latest  quarter 

The  Russian  telco  continues  to  post  impressive  reveni 
and  income  growth,  helped  by  new  value-added 
sen/ices  and  expansion  into  Ukraine  and  Central  Asia. 

Once  a  lumbering  state-owned  phone  company  now 
it's  a  fast-growing  provider  of  broadband  and  network! 
IT  services  to  consumers  and  multinationals. 

After  conquering  India,  it  has  now  bagged  licenses 
in  Sri  Lanka,  the  Seychelles  and  the  Channel  Isle  of 
Jersey  to  provide  wireless  services. 

The  market  leader  in  GSM  services,  now  it's 
investing  in  3G  technology  to  boost  data  services 
and  voice  capacity. 

The  top  tech  consultant  has  lowered  its  costs  by 
hiring  in  India  and  beefing  up  its  expertise  in  varloi 
industries. " 

The  world's  largest  mobile  handset  maker  is 
benefiting  from  early  investment  in  emerging  marke«| 
as  well  as  sales  of  high-margin  multimedia  devices.  ' 

From  its  base  in  sedate  Luxembourg,  Millicom  is 
delivering  mobile  service  in  countries  such  as  the 
Congo  or  Colombia  where  others  fear  to  tread. 

Flattening  rivals  Yahoo!  and  Microsoft,  it  continues 
to  gain  share  in  Web  search  as  it  moves  into  new 
markets  such  as  TV  and  newspaper  ads. 

Cisco  has  roared  back  to  life,  expanding  from  sellii 
basic  networking  gear  to  new  markets  such  as 
consumer  wireless  routers  and  set-top  boxes. 


811.5 


5,475.3 


455.7 


1,075.7 


1,269.7 


5,595.4 


270.5 


3,4873 


5,9470 


I 


KEY  TO  INDUSTRIES:  COMM=Communications  equipment,  COMP=Computers  and  peripherals,  DIST=Distributors,  NET=lnternet  companies,  SEMI=Semiconductors,  SVCS  =Services, 

SOFT  =Software,  TELE  =Telecommunicatlons. 

FOOTNOTES:  *Only  for  companies  traded  on  U.S.  exchanges.  fTotal  return  is  based  on  less  than  one  year  of  data  because  IPO  has  occurred  after  May  31, 2006. 
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Redefined  for  business  by  Kyocera. 

^nflP    \   When  you  were  a  child,  color  made  you  more  creative  and  a  better  communicator. 

Today,  Kyocera  printers  and  MFPs  can  do  the  same  thing.  From  desktop  printers  to 

*7      high  volume  MFPs,  our  full  line  of  products  is  designed  with  one  thing  in  mind:  to  help 
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REVENUES 

COMPANY  $  MILLIONS 

COUNTRY  /  STOCK  SYMBOL*  /  INDUSTRY  RANK 

01    IBM  92,793.0 

Zi   U.S.  /  IBM  /  SVCS  3 

00  ORACLE  17,018.0 

Z^  U.S. /ORCL/ SOFT  23 

OQ  TATA  CONSULTANCY  SERVICES  4,186.6 

ZjiO  India /SVCS  61 

0/1  ANIXTER  INTERNATIONAL  5,196.8 

Z'4:  U.S./AXE/DiST  55 

OC::  VERIZON  COMMUNICATIONS 

ZO  U.S. /VZ/ TELE 

np'  COSMOTE  MOBILE  TELECOM. 

ZD  Greece /TELE 

ry-J  KONINKLIJKEKPN  15,515.6 

Z/    Netherlands /TELE  25 


WISTRON  6,719.1 

Taiwan  /  COMP  51 


r^r\  ASUSTEK  COMPUTER  17028.7 

Za  Taiwan /COMP  22 

Or\  INFOSYS  TECHNOLOGIES  3,121.7 

OU  India /SVCS  67 

ry\    TELEKOMUNIKASI  INDONESIA 

Oi  Indonesia /TELL 

no  MEMO  ELECTRONIC  MATERIALS 

O/^  U.S. /WFR/ SEMI 

QO  GRUPOIUSACELL 
yOC)  Mexico /TELE 


O/l  SIEMENS 


Germany /COMP 


OCT  HEWLETT-PACKARD 


U.S. /HPQ/ COMP 


36!! 


NVIDIA 


S.  /  NVDA  /  SEM! 


<y-f  APPLIED  MATERIALS 

OI    U.S.// 


'AMAT/SEMI 


LIBERTY  GLOBAL 

/LBTYA/TELE 


QQ  LIB! 

OO  U.S. 

SOF 

Japan /Nti 


OQ  SOFTBANK 


/in  ASML HOLDING 

^U  Netherlands /SEMI 


REVENUE  RETURN  SHRHLDR. 

GROWTH  ON  EQUITY  RETURN 

PERCENT  PERCENT  PERCENT 
RANK               RANK  RANK 


4 

98 

27 
51 

42 
25 

29 
46 


89,4970 
4 

21 
65 

3,095.7 
69 

33 
35 

1 

100 

34 
34 

57 
10 

46 

15 


5,625.4 
54 

23 
61 

LS        1,639.4 
90 

37 
28 

34.3 
18 

25.1 
37 

46.1 
9 

26.9 
31 

11.6 
89 

61.1 
6 

37.7 
15 

18.5 
62 


35.3 
62 

36.3 
60 

35.8 
61 

51.6 
30 

51.2 
31 

38.7 
50 

46.5 
44 

56.0 
25 


706.0 
100 

27 
52 

226.2 

1 

282.8 

1 

113,473.8 

1 

16 
78 

10.5 
92 

48.8 
36 

97,061.0 
2 

9 
93 

175 
68 

42.4 
47 

3,231.2 
64 

31 
39 

23.3 
45 

50.7 
32 

9,868.6 
36 

32 
36 

25.2 
36 

14.3 
91 

7,104.6 
48 

43 
23 

-74 
100 

675 
22 

21,590.0 
18 

129 

1 

10.1 
95 

-1.2 
95 

4,674.2 
58 

42 
24 

27.9 
26 

21.9 
82 

PROFITS 

$  MILLIONS 

9,552.0 

3,970.0 
928.3 
231.6 

5,682.0 
468.5 

2,0570 


354.0 


4,011.4 


6,394.0 


489.0 


1,776.0 


-524.5 


244.5 


826.4 


COMMENTS  91 

Big  Blue  has  gotten  used  to  calling  itself  a  services 
company.  But  recently  its  software  unit  has  been 
driving  sales  and  profit  growth. 

Its  recent  buying  spree  is  putting  pressure  on 
rival  SAP  Now  it's  looking  to  buy  more  specialized 
software  makers  to  feed  a  growth  machine. 

The  Mumbai-based  company  is  growing  rapidly 
and  not  just  with  low-end  service  contracts.  It's  alsoj 
focusing  on  software  and  business  processes. 

The  boom  in  broadband  installation  is  boosting  the  < 
fortunes  of  this  distributor  of  cables  and  wiring; 
revenues  grew  29%  over  the  last  12  months. 

Verizon  is  growing  again  thanks  to  its  wireless 
business  and  newfound  strength  in  broadband,  TV 
and  corporate  telecom  services. 

While  growth  is  strong,  expansion  in  Balkans  has  pu 
a  crimp  on  current  earnings  for  this  green  provider ' 
of  telecom  services. 

Is  the  Dutch  telecom  company  in  the  market  for 
acquisitions,  or  itself  a  ripe  target  for  acquisition? 


16.4 
72 

19.9 
86 

660.1 

34.3 
19 

39.2 
13 

32.6 
68 

39.3 
49 

866.4 
1,2070 

32.7 
20 

73.6 
21 

436.6 

,f-,  q     Strong  demand  for  the  LCD  TVs  that  Wistron  makes 
^^     for  HP  and  Sharp  is  helping  profit  fuel  growth  at  thW 
Taiwanese  contract  manufacturer. 

fififl  1      ^'^^  Taiwanese  electronics  maker  is  boosting  its  ow^i 
brand  of  PCs,  including  a  new  laptop  based  on  an 
Intel  design  that  will  sell  for  just  $199. 

oc/r  A      Pressure  on  two  fronts,  as  the  stronger  rupee  cuts  ; 
margins  while  rivals  in  China  and  the  Philippines 
ramp  up. 

A  rising  Indonesian  economy  is  propelling  growth  ai 
the  country's  biggest  telecom  provider  which  now  / 
has  42  million  cellular  customers. 

Now  a  part  of  the  S&P  500,  it  sees  sales  of  solar 
chips  growing  from  19%  to  30%  of  its  total  business 


Third-biggest  mobile  telephone  operator  in  Mexicco 
it  bulked  up  with  the  acquisition  of  smaller  rival 
Unefon. 

The  electronics  and  engineering  giant  is  becomingij 
more  profitable  by  focusing  on  infrastructure  for 
emerging  markets. 

Now  the  world's  largest  technology  company, 
Hewlett-Packard  under  CEO  Mark  Hurd  has  seized : 
Dell's  lead  in  PC  sales. 

First-quarter  results  topped  estimates,  and  market? 
share  grew  as  well.  Plans  stock  buyback  of  up  to  %S 
billion. 

Its  machines  help  with  the  complex  job  of  squeezingi 
more  transistors  onto  a  chip.  Shares  dropped  after 
CEO  Mike  Splinter  said  orders  could  fall  15%. 

Liberty  has  16  million  customers  in  Europe,  Japan, 
Chile  and  Australia.  Sales  are  strong  behind 
acquisitions  and  growth  of  video  and  phone  servic 

Softbank  has  been  defined  by  founder  Masayoshi 
Son's  brass-knuckled  business  approach.  Now  he's 
shaking  up  the  wireless  market  with  cut-rate  pricing 

Business  is  good  for  the  maker  of  integrated  circui 
lithography  systems;  its  most  expensive  machines 
are  best  sellers. 


KEY  TO  INDUSTRIES:  COMM=Communicatlons  equipment,  COMP: 

SOFT  =Software,  TELE  =Telecommunications. 

FOOTNOTES:  "Only  for  companies  traded  on  U.S.  exchanges.  jTotal 


:Computers  and  peripherals,  DIST=Distrlbutors,  NET=lnternet  companies,  SEMI=Semiconductors,  SVCS  =Servlces, 
return  Is  based  on  less  than  one  year  of  data  because  IPO  has  occurred  after  May  31, 2006. 
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REVENUES 


REVENUE 
GROWTH 


RETURN 
ON  EQUITY 


SHRHLDR. 
RETURN 


PROFITS 


COMPANY 

CC'JNTRY  /  STOCK  SYMBOL*  /  INDUSTRY 

A^    SMART  MODULAR  TECH. 

^1   U.S. /SMOD/ SEMI 

/lO  NANYA  TECHNOLOGY 

HZs  Taiwan /SEMI 

/lO  HIGH  TECH  COMPUTER 
^4:0  Taiwan /COMP 

/I /I   ROGERS  COMMUNICATIONS 
4:4:  Canada  /  TELE 

/ir-  LAM  RESEARCH 

HlO  U.S. /lrcx/ semi 

/\n  TDAMERITRADE  HOLDING 

4D  U.S. /AMID /net 

A'-f  AMKOR TECHNOLOGY 

4/    U.S. /AMKR/ SEMI 


^S 


AVNET 

/AVT/DIST 


^g  wiPRo 


India /SVCS 


Nil  HOLDINGS 


bU  U.S. /NIHD/ TELE 

CANON 

Japan /COMP 


nyi    CANON 


r-O  DIRECTV  GROUP 

OZ  U.S./DTV/rtLE 

[TQ  SILICONWARE  PRECISION  INDS. 

Oo  Taiwan  /  sEMI 


g^KDDI 


Japan  /  COMM 


LM  ERICSSON 


OO  Sweden /COMM 

VTECH  HOLDING 

Hong  Kong  /  COM;.' 


{-O  VTECH  HOLDINGS 


IZn  HYNIX  SEMICONDUCTOR 

O/   Korea /SEMi 

rrO  FIDELITY  NATIONAL  INFO.  SVCS. 

OO  U.S. /FIS/ SVCS 

(TQ  TAIWAN  SEMICONDUCTOR  MFG. 

\JO  Taiwan /ShM! 


60 


$  MILLIONS 
RANK 

PERCENT 
RANK 

PERCENT 
RANK 

PERCENT 
RANK 

$  MILLIONS 

861.7 
99 

41 

26 

49 
13 

45 
19 

28.2 
25 

22.5 
48 

59.3 
7 

66.8 
23 

50.7 

2,270.8 
82 

3,173.7 
66 

475 
39 

-20.6 
100 

528.9 
7674 

7779.4 
45 

18 
71 

64 
7 

67 
6 

14,8 
79 

372 
16 

30.0 
21 

93.8 
12 

5475 

2,413.7 
81 

19.9 
85 

637.7 

2,512.4 
80 

20.8 
83 

554.7 

2,734.5 

17 

38.7 

49.5 

73 

73 

14 

34 

15,055.5 

12 

10.1 

94.0 

27 

86 
34 

94 

11 

3,199.0 

28.7 

23.1 

65 

33 

22 

80 

2,556.7 

34 

21.6 

49.6 

77 

32 

53 

33 

35,273.9 

11 

15.2 

40.3 

13 

89 

78 

48 

15,2774 
26 

1,736.4 


VARIAN  SEMICONDUCTOR  EQUIP. 

U.S./VSEA/SEM! 


8,201.3 
41 

4,355.7 
60 

9,6478 
37 

866.7 
98 


14 
82 

31 
38 


30 
41 

44 
20 

19 
70 

34 
31 


21.9 
49 

21.2 
54 


24.1 
42 

8.6 
96 

25.0 
38 

18.1 
66 


33.0 
67 


13 


-10.2 
99 

475 
40 

20.8 
84 

104.3 
6 


170.2 
3273 
654.5 
313.7 
3,863.8 
1,521.3 
405.1 


28,302.7 
15 

9 
94 

17 
74 

12.3 
86 

49.5 
35 

1,584.7 

25,129.1 
17 

21.9 
50 

15.8 
88 

3,710.5 

1,204.6 
95 

18 
72 

42.1 
10 

80.4 
18 

128.8 

2,180.0 


279.2 


3,860.5 


133.0 


COMMENTS 

Smart  makes  computer  memory  modules  and  pro- 
vides manufacturing,  testing  and  logistics  services.  H 
managed  to  improve  profits  in  a  competitive  busines 

Profits  last  year  soared  647%  for  this  Taiwanese 
chipmaker  but  a  global  oversupply  of  memory  chip 
is  going  to  hurt  performance  in  2007 

This  maker  of  Windows-enabled  smart  phones  has 
seen  its  high-flying  stock  fall  due  to  worries  about 
plans  to  sell  more  handsets  under  its  own  brand. 

A  Canadian  provider  of  telecom,  cable  and  TV 
services,  Rogers  spurned  an  offer  to  join  bidding 
for  BCE. 

This  maker  of  equipment  used  to  fabricate 
integrated  circuits  should  benefit  from  Chinese  pu; 
to  buy  more  U.S.  chip  gear 

Online  brokerage  was  recently  urged  by  two  hedge 
funds  to  seek  a  buyer,  but  largest-shareholder 
Toronto-Dominion  Bank  doesn't  agree. 

Prospects  (and  share  price)  are  up.  Its  technology . 
stacks  chips  vertically  to  make  room  on  the  systen- 
board. 

After  beating  quarterly  estimates,  shares  took  off  f 
this  distributor  of  chips,  components,  and  softwan 


Fourth-quarter  revenues  surged  42%  for  the 
outsourcing  giant.  Now  it  must  integrate  acquisitic 
and  offset  double-digit  wage  inflation. 

Expansion  of  the  company's  Mexican  wireless 
network  is  already  starting  to  pay  off,  boosting 
profits  to  record  levels. 

Brisk  demand  for  copiers  and  cameras  has  given 
Canon  a  big  boost.  But  a  patent  fight  over  flat- 
displays  is  delaying  entry  into  the  TV  business. 

Its  HD  TV  and  DVR  packages  are  fueling  sales 
growth.  Agreement  with  wireless  access  provider 
Clearwire  helps  fill  a  hole  in  its  broadband  strategy 

Profits  jumped  more  than  60%  last  year  at  this 
Taiwan-based  semiconductor  test  and  assembly 
company. 

Japan's  No.  2  wireless  telecom  operator  has  been 
grabbing  market  share  from  rivals  with  snazzy  eel 
phones  and  high-speed  broadband  mobile  servicf 

The  largest  provider  of  mobile  communications 
infrastructure  worldwide,  its  joint  venture  with  Sor 
has  a  hit  with  Walkman  music-playing  phones. 

The  stock  price  has  nearly  doubled  over  the  past  ye 
for  this  ma|i;er  of  cordless  phones  and  electronic  to; 
it  plans  to  add  another  factory  in  China. 

A  financial  basket  case  only  a  few  years  ago,  Hyni 
now  the  world's  second  largest  memory  chip  mak 
It's  fast  becoming  a  force  in  flash  chips. 

This  provider  of  transaction  processing  services  h 
joined  bidding  for  payments  processor  EFunds. 

Rivals  are  undercutting  TSMC  on  price,  but  the  wor 
largest  chip  foundry  still  enjoys  strong  business 
thanks  to  its  superior  technology  and  service. 

Surprise!  Third-quarter  profits  exceeded  estimate 
for  this  manufacturer  of  equipment  used  to  fabric 
transistors. 


KEY  TO  INDUSTRIES:  COMM=Communlcations  equipment,  COMP=CompiJters  and  peripherals.  DIST=Distributors,  NET=lnternet  companies,  SEMI=Semiconductors,  SVCS  =Services, 

SOFT  =Software,  TELE  =Telecommunications. 

FOOTNOTES:  *Only  for  companies  traded  on  U.S.  exchanges.  fTolal  return  Is  based  on  less  than  one  year  of  data  because  IPO  has  occurred  after  May  31, 2006. 
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|uRA    The  Acura  Classic. 

Tune  in  August  5  at  2  p.m.  PT  on  ESPN2. 


'  '-SOO-To-^cura  for  more  information.  "Real-time  traffic  available  only  in  select  markets.  Fir 
■•ice  included.  I  2006  Acura.  Acura  and  TL  Type-S  are  trademarks.olf.  Honda  Motor  C6;itd. 


A  CIVILIZED  WAY  TO  HANDLE  YOUR  AGGRESSION 


*=-«-: 


he  all-new  Acura  TL  Type-S.  The  civilized  way  to  handle;  aggression  is  to  embrace  it,  with  286  hp 
id  sport  suspension,  exclusive  to  the  Type-S.  While  enjoying  sophisticated  technology  like  voice-activated 
svigation  and  real-time  traffic  monitoring;  Aggression  has  been  refined.  Barely.  Visit  us  at  acura.com. 
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COMPANY 

COUNTRY  /  STOCK  SYMBOL*  /  INDUSTRY 

P^^    CDW 

Di  U.S./CDWC/DIST 

nn  COMCAST 

DZ  U.S.  /  CMCSA  /  TELE 

nn  COMPAL  ELECTRONICS 

DO  Taiwan /COMP 

n/l  WINDSTREAM 

Cr±  U.S. /WIN /TELE 

nrz  AUTODESK 

DO  U.S. /ADSK/ SOFT 

nn  AMPHENOL 

DD  U.S. /APH/ SEMI 

pn  POWERCHIP  SEMICONDUCTOR 

D/   Taiwan /SEMI 

r>Q  TOSHIBA 

Do  Japan /COMP 

Dc/  U.S./SAI/SVCS 

•7n  COGNIZANT  TECH.  SOLUTIONS 

/U  U.S./CTSH/:  ,i.-, 

•7^    ALLTEL 

/  i  U.S. /AT /TELE 

'70  COMMSCOPE 

/Z  U.S./CTV/COMM 

f7Q  SATYAM  COMPUTER  SVCS. 

/O  India /SVCS 

^7/1  L-3  COMMUNICATIONS  HLDGS. 

/4  U.S./LLL/COMM 

ryp:  DIGITAL  CHINA  HOLDINGS 


76 


Hong  Kong  /  DIST 

HCL  TECHNOLOGIES 

India  /  S7Co 


T^  INVENTEC 

/  /  Taiwan /COMP 

'-7Q  QIMONDA 

/O  Germany /SEMI 

795"s" 


ARROW  ELECTRONICS 

/ARW/COMP 


8n  ELPIDA  MEMORY 
U  Japan /SEMI 


REVENUES 

$  MILLIONS 
RANK 

REVENUE 
GROWTH 

PERCENT 
RANK 

RETURN 
ON  EQUITY 

PERCENT 
RANK 

SHRHLDR. 
RETURN 

PERCENT 
RANK 

7,056.0 
49 

10 
90 

26 
55 

19.3 
60 

537 
27 

26,759.0 
16 

6.3 
99 

12.3 
87 

28.0 
73 

11,623.3 
32 

44 
21 

-1.2 
96 

3,114.0 
68 

7 
95 

94.0 
2 

37.3 1 
55 

1,912.4 
87 

46 
16 

26.1 
33 

24.9 
75 

2,553.5 
78 

30 
42 

28.3 
24 

29.1 
72 

2,803.1 
72 

79 

4 

217 
52 

-2.7 
97 

60,388.7 
7 

12 
85 

12.4 
85 

22.8 
81 

8,294.0 
39 

7 
96 

24.0 
43 

34.3 1 
64 

1,599.1 
91 

62 

9 

21.8 
51 

33.2 
66 

8,119.2 
43 

29 
45 

77 
97 

36.5 
59 

1,7071 
89 

24 
59 

20.1 
58 

872 
15 

1,4572 
93 

35 
30 

24.6 
39 

36.9 
57 

12,872.8 
30 

24 
58 

10.2 
93 

31.9 
70 

2,549.3 
79 

29 
48 

14.1 
81 

79.1 
19 

1,0272 
97 

36 
29 

24.2 
41 

38.1 
51 

7813.7 
44 

29 
43 

16.4 
71 

171 
87 

5,775.0 
53 

63 
8 

10.6 
91 

14.9 1 
90 

13,882,2 
29 

19 
59 

103 
2 

12.8 
84 

26.3 
74 

4,158.4 
62 

14.0 
82 

-12 

94 

PROFITS 

$  MILLIONS 


COMMENTS 


This  seller  of  computer  hardware  and  software  has 
attracted  a  buyer  It  agreed  to  a  $7  billion  purchase 
by  Madison  Dearborn  Partners. 

The  triple  play  is  paying  off,  as  CEO  Brian  Roberts 
expects  cable  revenues  to  rise  12%  a  year  through 
2009. 

Strong  orders  from  HR  Toshiba  and  Acer  are 
propelling  growth  at  the  world's  second-largest 
maker  of  notebook  computers. 

^22  7      Already  the  largest  rural  phone  company, 

Windstream  bought  CT  Communications  for  over 
$500  million  to  expand  its  reach  in  North  Carolina. 


281.2 


2,634.0 


266.0 


324.5 


276.1 


Autodesk  will  buy  some  assets  from  Swedish 
company  Opticore  to  add  to  its  offerings  of  2D  and 
3D  AutoCAD  software. 

After  first-quarter  profits  rose  36%,  this  maker  of 
fiber-optic  connectors  and  coaxial  cables  raised  itst* 
earnings  estimates  for  the  year 

830  6  ^^^  biggest  DRAM  maker  in  Taiwan  is  now  trying  to. 
take  control  of  local  rival  Macronix  in  a  bid  to  expap' 
into  the  flash  memory  business. 

1 1fifi  2     ^  familiar  name  in  laptops  and  flash  memory  chips 
'  Toshiba  added  Westinghouse  Electric's  nuclear 

reactor  business  to  a  thriving  energy  business. 

After  profits  fell  25%  in  the  first-quarter,  it  won  a  U. 
Air  Force  contract  to  supervise  development  of  ne\w 
navigation  satellites. 

This  IT  outsourcer  insists  wage  inflation  in  India 
is  manageable;  still,  the  stock  took  a  hit  when  its 
forecast  for  the  year  disappointed. 

Looks  like  this  wireless  communication  services 
provider  will  be  private  soon,  following  an  agreemen 
with  Goldman,  Sachs  and  TPG  Group. 

Based  in  Hickory,  N.C.,  CommScope  makes  coaxiat 
and  fiber-optic  cable  products  that  are  used  for 
Internet  access  and  wireless  communications. 

This  Indian  IT  services  firm  plans  to  open  a 
development  center  in  Vietnam  in  2009,  taking 
advantage  of  lower  labor  costs  in  the  region. 

The  large  defense  contractor  with  tech  expertise 
recently  won  a  contract  for  the  U.S.  Air  Force's  newi 
mid-range  Joint  Cargo  Aircraft  (JCA). 

HCL,  distributor  of  servers  and  PCs,  is  benefiting 
from  the  appreciating  Chinese  yuan  and  increasin; 
demand  from  banking  and  telecom  customers. 

The  No.  5  IT  services  company  in  India,  opened  up] 
a  new  management  center  in  Saudi  Arabia.  Polanc  | 
could  be  n^t. 

One  of  Taiwan's  smaller  notebook  PC  makers,  its 
customers  include  Toshiba,  Acer  and  Fujitsu.  Invent 
is  hoping  for  a  sales  surge  in  the  second  half  of  200 

This  chip-making  spin-off  from  Infineon  has  deliver© 
more  consistent  revenues  by  specializing  in 
semiconductors  for  applications  such  as  gaming. 

Electronics  wholesaler  Arrow  distributes  capacitoi 
resistors,  potentiometers,  power  supplies,  relays, 
switches,  and  connectors. 

After  several  lean  years,  this  maker  of  DRAM  chips 
just  finished  its  most  profitable  year,  and  it's  hung 
for  a  bigger  global  share. 


369.0 


261.1 


919.8 


163.3 


315.6 


549.3 


32.3 


168.9 


171.4 


572.0 


403.0 


449.3 


KEY  TO  INDUSTRIES:  COMM=Communications  equipment,  COMP=Computers  and  peripherals,  DIST=Distributors,  NET=lnternet  companies,  SEMI=Semiconductors,  SVCS  =Services, 

SOFT  =Software,  TELE  =Telecommunications. 

FOOTNOTES:  *Only  for  companies  traded  on  U.S.  exchanges.  fTotal  return  is  based  on  less  than  one  year  of  data  because  IPO  has  occurred  after  May  31, 2006. 
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The  vulnerability  of  your  business 


is  connected  to  the  enormity  of  your  IT  infrastructure 
is  connected  to  an  accurate  assessment  of  the  risks  involved 
is  connected  to  solutions  that  manage  security,  availability,  and  compliance 
is  connected  to  Symantec  Global  Services  for  results  that  shine 
from  assembly  line  to  the  bottom  line. 


W^' 


lanage  IT  risk  and  cost  across  your  entire  operation  with  the  unmatched  expertise  of  Symantec. 

1  e  first  step  in  dealing  with  IT  risk  is  to  quantify  it  precisely.  Our  expert  assessments  quickly  give  you  the  necessary 
i  :)ut  to  select  the  appropriate  solution  to  fit  your  needs  and  budget.  And  once  IT  risk  is  mitigated,  the  cost  advantages 
t^oughout  your  enterprise  can  be  dramatic.  Realize  the  potential  in  your  operation  with  the  help  of  the  Global  Services 
tam  from  Symantec.  To  contact  a  representative  call  1-877-870-5700  or  visit  symantec.com/confidence 


Confidence  in  a  connected  world. 


j%  Symantec, 
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COMPANY 

COUNTRY  /  STOCK  SYMBOL*  /  INDUSTRY 

p-l    TOKYO  ELECTRON 


82 


Japan /SEMI 

TELUS 

Canada /TELE 


84 


TURKCELL ILETISIM  HIZMETLERI       4,700.3 
Turkey /TELE 


HARRIS 

U.S./HRS/COMM 


QfT  QUANTA  COMPUTER 

OO  Taiwan /COMP 

QP^  NIKON 

OD  Japan /SEMI 

nn  AUTOMATIC  DATA  PROCESSING 

O/    U.S./ADP/5VL,o 


EMC 

U.S. /EMC /COMP 


pq  QUALCOMM 


QQSES 


U.S./QCOM/COMM 

SES 

Luxembourg /TELE 


O-l    SHAW  COMMUNICATIONS 

C/i  Canada /TELE 


92 


ACER 

Taiwan  /  COMP 


qq  ALLIANCE  DATA  SYSTEMS 


U.S./ADS/SVCS 


94  ^. 


PRICELINE.COM 

/PCLN/NET 


QH  KLA-TENCOR 


S./KLAC/SEMI 


Q^  ADVANCED  SEMICONDUCTOR  ENG.   3,052  4 
vIaJ  Taiwan /bL'vl I 


97 


FISERV 

U.S./FISV/SVCS 


qp  ADOBE  SYSTEMS 


I.S./ADBE/SOFT 


99?. 


LINK 

Taiwan  /  COMP 


'1  rY~\  LOGITECH  INTERNATIONAL 

iUVj Switzerland /COMP 


REVENUE 

RETURN 

SHRHLDR. 

REVENUES 

GROWTH 

ON  EQUITY 

RETURN 

$  MILLIONS 

PERCENT 

PERCENT 

PERCENT 

RANK 

RANK 

RANK 

RANK 

7,229.8 

26 

19.8 

11.9 

47 

53 

59 

92 

7,64L2 

7 

16.2 

48.2 

46 

97 

73 

37 

4,700.3 

10 

20.7 

45.8 

57 

91 
22 

56 

45 

4,0278 

24.0 

23.8 

63 

62 

44 

78 

16,343.2 

12 

178 

11.3 

24 

84 

67 

93 

6,982.3 

13 

15.7 

43.2 

50 

83 

76 

46 

8,328.2 

14 

18.3 

23.5 

38 

81 

64 

79 

11,579.4 

16 

12.2 

32.0 

33 

76 

88 

69 

8,191.0 

25 

175 

-3.8 

42 

54 
28 

69 

98 

2,098.9 

14.5 

52.0 

84 

49 

80 

29 

2,246.4 

11 

25.3 

48.0 

83 

88 

35 

38 

11,218.8 

16 

13.8 

24,6 

35 

77 

83 

76 

2,070.7 

25 

18.4 

46.8 

85 

56 

63 

42 

1,182.6 

22 

15.9 

98.8 

96 

63 

74 

10 

2,573.9 

30 

15.5 

35.3 

75 

40 

77 

63 

3,052.4 

20 

26.4 

15.0 

70 

68 

32 

89 

4,666.9 

12 

18.1 

373 

59 

87 

65 

54 

2,569.2 

20 

10.7 

53.9 

76 

67 

90 

26 

1,266.2 

15 

172 

99.6 

94 

80 

70 

9 

2,066.6 

15 

272 

31.8 

86 

79 

28 

71 
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PROFITS 

$  MILLIONS 


COMMENTS 

The  boom  in  chips  and  thin-screen  liquid-crystal 
displays  has  helped  it  post  record  protits,  and 
analysts  expect  a  repeat  this  year 

TELUS  offers  local  and  long-distance  telephone  at 
wireless  services,  as  well  as  high-speed  Internet 
access. 

This  Istanbul-based  wireless  phone  company  is 
looking  to  expand  outside  of  Turkey  but  wasn't  ab 
to  make  winning  bids  in  Saudi  Arabia  or  Bulgaria. 

It  provides  communications  products  and 
information  systems  to  commercial  customers,  tt 
military,  and  government  agencies. 

Demand  for  Microsoft's  new  Vista  operating  systei 
helped  boost  sales  at  the  world's  biggest  produce 
notebook  computers. 

Known  for  its  cameras,  Nikon  has  profited  from 
chipmakers'  insatiable  demand  for  its  cutting-edg 
precision-lens  technology. 

ADP  provides  computerized  transaction-processi. 
data-communication,  and  information  services  fo 
its  clients  worldwide. 

The  leader  in  computer  storage  systems  hit  a  hom( 
run  with  its  purchase  of  software  maker  VMware. 
Profits  rose  36%  in  the  most  recent  quarter 

Qualcomm  designs,  develops,  and  manufactures 
digital  wireless  telecom  products  and  sen/ices 
based  on  its  CDMA  technology 

SES  sells  satellite  transmission  capacity,  which 
is  then  used  by  broadcasters  and  governments 
worldwide. 

Shaw  provides  broadband  cable  television,  high- 
speed Internet,  digital  telephone,  and  satellite 
direct-to-home  services. 

The  PC  maker  passed  Lenovo  fo  become  the  world 
No.  3  computer  company  and  is  counting  on  growii 
sales  in  the  U.S.  to  keep  the  upward  momentum. 

Alliance  Data  Systems  provides  transaction, 
marketing,  and  credit  sen/ices  in  the  U.S.  and 
internationally 

Dot-com  bust  survivor  allows  customers  to  make 
offers  for  airline  tickets,  hotel  rooms,  and  car  rent 
at  discounted  prices. 

It  provides  specialized  inspection  tools  and  defec 
classification  software  to  the  semiconductor  and 
microelectronics  industries. 

The  Carlyle  Group  in  April  dropped  a  takeover  bid 
the  world's  top  chip  packaging  company  but  othe 
private-equity  firms  may  still  be  interested. 

The  company  bought  NetEconomy  in  March,  sold 
retirement  advisory  business  to  TD  Ameritrade  in 
May  and  made  a  $1.5  billion  bid  for  EFunds  in  Jur 

Adobe  is  more  than  Acrobat:  its  release  of  Creativ 
Suite  3  helped  power  a  24%  profit  rise  in  the  secc 
quarter 

This  manufacturer  of  communication  equipment  i 
making  the  gear  that  will  run  Microsoft's  new  telecc 
software  for  small  and  midsized  businesses. 

The  mousemaker  has  prospered  by  expanding  inl 
all  manner  of  PC  extras.  Now  it's  moving  on  to  the 
living  room  with  TV  remotes  and  speakers, 

KEY  TO  INDUSTRIES:  COMM=Communicatlons  equipment,  COMP=Computers  and  peripherals,  DIST=Distributors,  NET=lnternet  companies,  SEMI=Semiconductors,  SVCS  =Services, 

SOFT  =Software,  TELE  =Telecommunications. 

FOOTNOTES:  'Only  for  companies  traded  on  U.S.  exchanges.  fTotal  return  is  based  on  less  than  one  year  of  data  because  IPO  has  occurred  after  May  31, 2006. 


774.4 


988.1 


832.9 


477.9 


392.7 


465.2 


1,093.6 


1,264.1 


2,630.0 


566.3 


403.4 


310.6 


190.0 


59.8 


512.4 


529.4 


440.6 


544.6 


76.6 


229.8 
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ircas.  Subject  to  applicable  roslnctions,  tariffs  and  sci  vice'agtfeqienls.  Conlai  t  Qwof^l  foi 
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Network  invasions  happen  fast. 
We  happen  faster. 

Sometimes  bad  things  liappen  to  goodnetwQrks.Oiii'  nimble.  appKoach 
to  natjonal  network  data  and  voice  solutions  allows  jt0o  respond  quiddy. 
Which  means  reduced  downtime  and  increased  efficiency  for  you. 
That's  why  95  percent  of  Fortune  500®  corppanies.choose  (0est® 
Get  Qwest.  Get  Nimble.  Call  1 800-618-5339  or  visit  qWesicomlbu$iness. 


QWEST 

BUSINESS 

SOLUTIONS 


Qwest 
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TheCorporation  I  Tools 

Deere's  Revolution  On  Wheels 

Harvesting  cuttine-edge  technologies,  an  old-economy  business  is 
rolling  out  one  of  the  biggest  advances  in  farming  in  half  a  century 


IN  A  FIRST,  the  harvester  spools  cotton  into 
4,750-lb.  cylindrical  bales,  which  it  can  gently 
release  on  the  field  while  the  machine  is  in 
motion.  This  eliminates  the  need  for  the  picker 
to  stop  every  10  to  15  minutes  to  dump  the 
cotton  into  a  wagon. 


BY  MICHAEL  ARNDT  .'. 


LIFETIME  AGO,  DEERE  &  CO.  WAS  j 
ing  the  revolution  in  American  fannn  t 
its  iron  machines  replaced  man  and  ii\  i 
in  the  field.  Today,  concedes  Deeretm 
Executive  Robert  W.  Lane,  the  170-y«|  i| 
^^  ^^^  company  is  often  dismissed  as  "a  mn,  s 
^"  1^^  piece."  In  a  pattern  familiar  in  so  maui:  j 

tors  of  the  industrial  economy,  low-cost  competitors  in  j; 
and  other  developing  nations  have  turned  many  farr  a 
chines  into  low-priced  commodities,  seizing  business  ;i 
the  globe  from  the  $22.1  billion  company.  ?  But  while  i  ii  -i 


EACH  7.5-FT.-diameter  bale  is  wrapped  in 
plastic  film  to  protect  it  against  moisture. 
Water  damage  in  tarp-covered  bales  reduces 
cotton  fiber  quality  by  up  to  20%. 

A  RADIO-FREQUENCY  ID  tag  can  be  inserted 
into  each  bundle.  By  incorporating  information 
from  the  harvester's  GPS  device,  which 
pinpoints  where  in  the  field  the  cotton 
came  from,  the  RFID's  microchip  lets  cotton 
processors  trace  the  precise  origin  of  each  bale. 
That  can  show,  for  instance,  whether  the  fiber 
was  grown  without  pesticides  and  qualifies  as 
organic. 


'^ 
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COURTESY  OF  DE 


an  undercut  tlio  !\loline  (111.)  mnnut'acturor  on  price, 
nnot  match  it  in  innovation.  In  a  move  emblematic  of 


tiys  Deere  is  bringing  about  a  second  farming  re^•oIu- 
I  he  c:f.O  has  chosen  an  unmistakably  mid-20th  centuiy 

jient  with  which  to  do  it:  the  cotton  picker.  The  ma- 
jf  |-a  high-tech,  intelligent  tactoiy  on  wheels  that  was  a 
'  r  in  the  making— is  the  biggest  advance  in  haiTesting 
i'  |)ecre  introduced  its  first  self-propelled  cotton  picker  in 

(It's  a  great  leap  foivvard,"  says  Von  D.  Kiniball,  presi- 

f  Bigham  Brothers  Inc.,  a  tarm-equipment  maker  in 

tk,  Texas.  "Saves  labor,  saves  fuel— that's  the  name  of 

ine  in  agriculture." 

mew  picker  shares  some  basics  with  the  original.  Cot- 
^^  ers  are  plucked  from  bolls  by  hundreds  of  finger-like 
m  les  and  vacuumed  up  into  a  huge  bin  behind  the  opera- 
id  'tb.  Today's  models,  however,  must  pause  eveiy  10  to  15 
*  es  to  empty  the  bin  into  a  wagon.  Deere's  multitasking 
■)i  '■  picker  can  harx'est  nonstop  until  its  300-gallon  fuel 
m  Is  almost  sucked  drj-  after  12  hours.  Wliereas  a  cotton 
nsi  'r  in  a  developed  farm  economy  like  the  U.S.  needs 
>ii  ii  six  pieces  of  support  equipment,  four  to  six  seasonal 
ar-;rs,  and  a  $425,000-plus  machine  to  bring  in  his  crop, 
siis  new  two-story-tall  machine  enables  the  grower  to 
le  it  even  more  acres  \irtually  by  himself. 


Thus  far.  wealthy  farmers  in  developed  coimtries  have 
shown  a  willingness  to  pa>-  premium  prices  for  high-tech 
machines.  And  while  the  textile  indusny  has  nuned  overseas, 
the  U.S.  remains  a  huge  cotton  grower,  ranking  No.  3  after 
China  and  hidia.  Although  I~)eere  hasn't  published  its  exact 
price  yet,  .Ann  Duignan.  a  hea\y-equipment  analyst  at  Bear. 
Stearns  &  Co..  says  that  in  the  U.S.  die  harvester  may  well  be 
worth  its  mid-six-figure  cost,  since  farmers  are  confronting 
rising  numbers  of  overseas  rivals  who  not  onh'  ha\e  lower 
labor  costs  but  gain  an  edge  b\-  being  closer  to  textile  mills. 

.\gainst  such  competition.  Lane's  vision  of  a  second  revo- 
lution in  farming  had  best  be  on  the  money.  If  Deere's  tech- 
nolog>-  can't  help  LJ.S.  farmers  combat  their  low-cost  rivals 
overseas,  its  traditionally  heth'  profit  margin  risks  becoming 
an  industrial  rehc. 


BY  USING  VIRTUAL-REALITY  technology.  Deere 
engineers  were  able  to  reshape  the  machine's 
intake  ducts,  allowing  cotton  to  flow  20%  faster 
to  the  catch  bin.  This  allowed  Deere  to  cut 
the  engine's  horsepower  by  nearly  5%.  That 
reduces  fuel  consumption  while  maintaining  the 
machine's  speed. 


'  MICROWAVE  SENSORS  in  the  ductwork 
measure  the  flow  of  cotton.  By  overlaying  this 
information  with  GPS  data,  the  farmer  can 
map  the  yield  of  his  harvest  to  adjust  the  use  of 
fertilizers,  pesticides,  or  water. 

'  A  GPS  DEVICE  shows  where  the  30-ton  machine 
is  In  the  field.  This  technology,  an  option  on  all 
high-end  Deere  equipment,  can  help  the  farmer 
stay  on  course  at  harvest  time.  It  also  provides 
data  that  are  incorporated  into  bales'  RFID  tags. 

THE  MACHINE  has  the  computing  power 
of  eight  personal  computers.  It  includes  a 
communications  system  that  can  automatically 
beam  data  wirelessly  to  a  base  station  to  signal 

when  service  is  required. 


^^^0^^^^"^^)^ 


TELEVISION:  Watch  a  profile  of  Deere  CEO  Robert 
Lane  on  our  weekly  TV  show,  BusinessWeek  Week- 
end. To  see  video  clips  or  find  your  local  station  and 
airtime  by  Zip  Code  go  to  www.businessweek.com. 
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Staying  Paranoid 
At  Toyota 

Fearful  of  "big-company  disease,"  the  No.  1 
carmaker  keeps  scrambling  to  retool  itself 


BY  DAVID  WELCH 

IF  THERE'S  ONE  THING  A  COM- 
pany  can  learn  from  Toyota  Mo- 
tor Corp.,  it's  the  power  of  para- 
noia. Consider  that  Toyota  just  two 
months  ago  overtook  General  Mo- 
tors Corp.  as  the  world's  biggest 
carmaker.  As  Detroit  bled,  Toyota 
pulled  down  a  record  $15  billion  in  prof- 
its last  year.  Still,  its  executives  in  Japan 
and  North  America  are  worried  that 
they'll  be  spoiled  by  success.  "The  scari- 
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est  symptom  of  tig-company  disease' 
is  that  complacency  will  breed,"  Toyota 
President  Katsuaki  Watanabe  told  Busi- 
nessWeek in  an  interview. 

So  Toyota  is  giving  itself  a  dose  of 
strong  medicine,  meant  as  both  an  elixir 
for  current  ills  and  as  preventive  mainte- 
nance. The  company's  U.S.  management 
has  just  launched  its  most  far-reaching 
initiative  in  50  years  of  doing  busi- 
ness here.  Called  EM^,  for  "Everything 
Matters  Exponentially,"  if  s  a  total  re- 


examination of  product  pli 
ning,  customer  service,  sa 
and  marketing,  and  even  1 
car  dealers  the  company  does 
directly  own.  Simultaneoui 
Toyota  is  retraining  all  of 
U.S.  factory  workers.  Compt 
executives  also  expect  sa 
growth  to  slow.  The  concept  | 
continuous  improvement,  L 
kaizen,  remains  part  of  Toyol 
DNA.  But  "the  challenge  is  [h 
to]  sustain  that  paranoia,"  s 
Ranjay  Gulati,  a  professor 
Northwestern's  Kellogg  Schi 
of  Management. 

OLDER,  MORE  STAID 

THE  CORPORATE  WORLD  is 
tered  with  once-unassailable  cc 
panies  done  in  by  arrogance 
inertia,  from  Blockbuster  to 
dak.  Toyota  needs  only  to  lool 
its  Big  Three  U.S.  competitors 
evidence.  Executives  inside  To> 
talk  about  the  example  of  F 
Motor  Co.,  which  in  the  late  19' 
threatened  to  overtake  GM  i 
reaped  massive  profits,  yet  losi 
focus  on  products  and  custon 
and  is  now  fighting  to  survive. 
Toyota,  too,  has  real  reasi 
for  concern.  The  compai 
headlong  stretch  for  sales  groi 
is  creating  quality  issues.  Rec 
have  tripled  over  the  past  th 
years,  and  the  top-selling  Toy 
brand  slipped  in  the  latest 
Power  &  Associates  Inc.  sti 
of  quality.  Dealerships  contii 
to  score  poorly  in  customer  ; 
isfaction  surveys  that  rate 
overall  car-buying  experiei 
And  despite  hits  like  the  Pr 
Toyota's  customer  list  is  gra 
ally  getting  older,  which  is 
sad  fate  that  befell  struggl 
Detroit  brands  such  as  Bi 
and  Oldsmobile. 

Toyota  is  light-years  from 
lowing  Detroit  into  ruin.  5 
for  more  than  a  year  Toj 
executives  at  the  North  American  ht 
quarters  in  Torrance,  Calif,  have  b 
thinking  hard  about  how  to  stay  uns£ 
fied.  A  brainstorming  session  last  Jul 
the  office  of  James  Lentz,  executive  v 
president  of  Toyota  Motor  Sales,  ] 
duced  EM-.  Lentz  and  his  team  \ 
spent  the  12  months  since  figuring 
where  problems  could  emerge 
where  they  can  improve.  They  tap 
50  managers  from  every  discipline  in 
compan/s  U.S.  operations.  These  " 
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yf*  this  baby  does  zero  to  market  in  record  time. 

In  the  past  ten  years,  new  model  releases  have  increased  by  a  third.  How  do  you  get  to  market  faster? 
IBM's  unique  expertise  in  business  consulting  and  technology  is  already  helping  leading  OEMs  and 
suppliers  increase  efficiency  and  cut  design  time  by  up  to  40%.  From  PLM  solutions  to  manufacturing 
best  practices,  we're  helping  ideas  jump  from  sketches  to  showroom  floors.  Want  innovation  for 
speed?  Talk  to  the  innovator's  innovator.  Call  on  IBM.  To  learn  more,  visit  ibm.com/automotive 
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experts"  are  now  charged  with  examin- 
ing budgets,  looking  at  where  people  are 
deployed,  and  what's  getting  top  results. 
Since  EM^  launched  only  a  couple  of 
months  ago,  the  company  is  ironing  out 
the  details,  says  Jack  Mollis,  who  leads  the 
drive.  But  already  some  priorities  have 
emerged.  One  glaring  problem:  custom- 
er satisfaction.  Toyota  owners  love  their 
vehicles.  But  they  gripe  about  what  hap- 
pens when  thej^re  buying  the  car  and 
getting  it  serviced.  Toyota  ranked  28th 
out  of  36  vehicle  brands  on  the  over- 
all customer  experience  in  J.D.  Power's 
2006  ranking.  "We're  still  not  retaining  a 
large  number  of  customers,"  HoUis  says. 
"We're  trying  to  figure  out  why." 

FINDING  DENTS 

OVER  THE  PAST  FEW  MONTHS  the  com- 
pany has  taken  the  unprecedented  step 
of  directly  surveying  car  salesmen  to  see 
how  they  handle  customers.  They're  also 
asking  them  about  the  customer-service 
attitudes  of  their  bosses,  the  dealers.  The 
move  has  raised  hackles.  "I  hate  it  when 
they  do  that.  They  try  to  micromanage 
us,"  says  John  Symes,  who  owns  the 
Symes  Toyota  dealership  in  Pasadena, 
Calif  "I'm  from  the  school  that  says: 
They  build  'em,  and  we  sell  'em.' " 

But  in  at  least  one  case,  it's  work- 
ing. Earl  J.  Hesterberg,  the  chief 
executive  of  Group  1  Automotive 
Inc.,  one  of  the  nation's  largest 
dealer  chains,  offered  up  for  ex- 
amination World  Toyota,  a  shop  in 
Atlanta  that  routinely  did  poorly 
in  customer-satisfaction  surveys. 
In  March,  Toyota  sent  five  people 
to  observe  the  dealership  and  survey 
employees,  down  to  the  guys  who  wash 
the  cars.  They  concluded  that  the  dealer 
wasn't  doing  a  good  enough  job  of  in- 
specting cars  before  delivering  them— 
sometimes  handing  the  buyer  keys  to  a 
car  with  dents  and  scratches— and  that 
there  was  too  much  emphasis  on  the  sale 
and  not  enough  on  the  customer.  For  the 
past  two  months,  says  Marty  Collins, 
Group  1  vice-president  for  the  Southeast 
region,  employees  there  have  had  their 
compensation  tied  to  customer-service 
scores.  Top  managers  inspect  every  car 
before  delivery.  Now,  Collins  says,  the 
dealership  has  top  scores  in  every  cat- 
egory of  customer  satisfaction. 

It  marks  a  change  in  Toyota's  atti- 
tude toward  its  dealers,  says  Hesterberg. 
Because  of  Toyota's  lofty  sales  targets, 
dealers  have  typically  leaned  on  buyers 
to  get  them  to  take  a  model  they  don't 
want— just  to  make  the  numbers.  Toyota 
hopes  emphasizing  customer  satisfac- 
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tion  and  loyalty  rates  vnW 
keep  sales  growdng  vidthout 
the  hard  sell. 

Increasing  loyalty,  howev- 
er, means  that  Toyota's  cus- 
tomer base  will  keep  getting 
older.  The  average  buyer  of 
a  Toyota-branded  car  today 
is  47,  says  J.D.  Power,  about 
the  same  age  as  for  Chevro- 
let and  10  years  older  than 
for  Toyota's  Scion  brand.  As 
part  of  EM^,  Toyota's  prod- 
uct planning  group  decided  it  needed 
to  take  a  page  from  the  success  of  the 
youth-oriented  Scion  group  and  go  where 
the  young  people  are.  Rather  than  sit  in 
their  offices  in  California  all  day,  Toyota's 
product  planners  ventured  into  the  cit- 
ies where  yoimg  people  are  buying  and 
renting  loft  apartments  in  newly  gentri- 
fied  areas.  What  they  saw  was  that  these 
young  urbanites  need  smaller  cars  to  fit 
into  cramped  parking  spaces. 

Separately,  Toyota  is  taking  a  hard 


PLAYBOOK 


Unspoiled  by 
Success 

Lessons  from  Ranjay 
Gulati,  a  professor  at 
Northwestern's  Kellogg 
School  of  Management, 
on  how  to  avoid 
complacency: 

AVOID  THE  *POST-PELLET  PAUSE' 

Lab  rats  always  take  a  break  when  they  find 
that  pellet  of  food.  Recognize  that  once  an 
organization  achieves  success,  it's  only 
natural  to  want  to  take  it  easy. 

LOOK  OUTSIDE  THE  INDUSTRY 

Comparing  yourself  only  with  industry 
competitors  can  create  a  false  sense  of 
security.  Set  performance  goals  that  are 
world-class,  not  just  industry  bests. 

USE  INTERNAL  METRICS 

External  metrics  such  as  market  share 
matter.  But  supplement  them  with  internal 
goals,  such  as  quality  and  sales  growth, 
which  can  be  better  for  driving  absolute, 
year-over-year  improvements. 

GIVE  CUSTOMERS  MORE  TO  LOVE 

If  customers  already  like  your  product,  try 
to  improve  the  experience  that  supports 
the  product.  That  extends  the  competitive 
advantage  of  having  the  best  offering  in  the 
market. 


The  average 


is  47— about 
the  same 
age  as 
Chevrolet's 


look  at  its  vaunted  fac 
^       ~  ries.  The  progenitor  of  le 

Toyota  buyer    manufacturing,  Toyota 
*^  '     *^  the  corporate  gold  standi 

for  quality  and  efficien 
and  its  methods  have  be 
studied  and  copied  by 
ants  like  GM  and  Boei 
Co.   But  rampant  grov 
has  stretched  the  com] 
ny's  engineers  and  worfo 
and  recalls  have  begun 
occur  more  frequently 
Japan  and  the  U.S.  Since  the  compj 
has  grown  so  fast,  the  engineers  who  oi 
trained  factory  supervisors  and  work 
are  too  busy  to  maJce  house  calls  in  evi| 
country  where  Toyota  makes  cars.  "Toyi 
has  grown  too  fast,"  says  industry  watcc 
Maryann  N.  KeUer,  who  sits  on  the  bo>; 
of  DoUar  Thrifty  Automotive  Group  I:i 
"and  it's  causing  them  problems." 

Toyota  still  ranks  among  the 
makers  in  quality  studies,  but  it  is  sV 
ping.  So  its  people  are  going  backii 
school.  At  a  new  training  center  outs- 
Toyota's  manufacturing  headquarterr 
Georgetov/n,  Ky.,  even  workers  witht 
years  of  experience  are  being  retraii 
on  a  mocked-up  assembly  hne,  s- 
LaTondra  Newton,  general  manage) 
the  Team  Member  Development  C 
ter.  There,  she  says,  Toyota  will  ti 
its  workers,  Japanese-style,  through 
nitty-gritty  of  "putting  a  bolt  into  an^ 
gun  and  putting  it  into  a  car."  Toyota 
hired  engineers  at  locations  nearer 
tories,  so  they  can  drop  in  on  the  pi 
floor  to  solve  problems  more  often. 

The  attention  to  detail  is  fanatical 
one  exercise,  workers  must  put  on  a  gl 
and  massage  the  door  of  a  Camry  i 
soft,  circular  motion  in  search  of  at 
a  dozen  dents  and  dings.  They  haw 
locate  each  one,  even  the  subdest  del ' 
or  else  it's  back  to  school.  All  30,00i  i 
Toyota's  North  American  workers  nn 
either  go  through  the  training  or  k 
from  someone  who  did.  Says  New^ 
"This  may  take  a  few  years." 

With  Detroit  on  its  knees,  Toyota 
time  to  work  on  its  problems.  But 
executives  believe  the  key  is  releni 
reinforcement  of  a  culture  that  shuns 
pitfalls  of  U.S.  carmakers,  which  bee. 
too  mired  in  business  as  usual  to  bi 
out  of  bad  habits.  Take  the  team  of 
Toyota  engineers  who  recentiy  flew  f 
Japan  to  see  Blauvelt  (N.Y.)  dealer  N 
Kuperman.  They  spoke  to  his  mecha 
to  f^ure  out  what  tires  they  should 
on  Toyota's  cars.  "They  listen,  and 
care,"  Kuperman  says.  "You  don't  see 
from  the  domestic  manufacturers." 
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The  Vacuum  Man 
Takes  On  Wet  Hands 

James  Dyson  moves  beyond  cyclonic  vacuums 
to  bring  the  world  a  better  hand  dryer 


BY  STEVE  HAMM 

THIS  TEST  OF  JAMES  DY- 
son's  latest  invention  is 
anything  but  scientific, 
but  it's  pretty  convincing. 
You  immerse  your  hands 
in  water,  shake  them,  and 
then  dip  them  into  the 
curvaceous  opening  at  the  top  of  a  sleek, 
gray  hand  dryer  mounted  on  the  wall 
that  looks  like  some  sort  of  high-tech 
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fingerprint  reader.  Infrared  sensors  trip 
the  "on"  switch,  and  intense  jets  of  air 
squeegee  the  moisture  off  your  hands 
as  you  slowly  draw  them  out.  Elapsed 
time:  12  seconds,  less  than  half  the  time 
taken  by  conventional  machines.  And 
your  mitts  are  dry.  No  need  for  the  tradi- 
tional wipe-on-pants  move. 

Dyson,  an  English  entrepreneur,  has 
earned  a  small  fortune  and  an  outsize 
reputation  as  an  inventor  based  on 


NO  HOT  AIR 

Dyson's 
Airblade 
eliminates 
the  wipe-on^ 
pants  move 


a  simple  principle.  "I  like  frus 
tion,"  he  says.  "I  like  seeing  thi 
in  everyday  life  that  don't  work  ' 
well  and  try  to  make  them  better." 
company,  privately  held  Dyson  Ap  j 
ances  Ltd.,  has  the  leading  vaci 
cleaner  brand  in  the  U.S.,  Britain, 
Japan,  with  annual  revenues  topj 
$1  billion. 

There's  a  lot  of  excitement  tl^ 
days  around  the  latest  consumer  ( 
tronics .  gadgets,  such  as  iPhone, 
when  it  comes  to  practical  innovati 
nobody  beats  Dyson.  His  main  ci 
to  fame  is  the  cyclonic  bagless  vaci 
cleaner,  which  uses  centrifugal  fori 
separate  dirt  from  air.  Some  of  Dys 
earlier  inventions  were  a  wheelbai 
wath  a  ball  in  place  of  a  conventi 
wheel,  which  makes  the  thing  r' 
stable;  and  a  simple  but  effective 
launcher,  which  rolls  under  the  hu 
a  boat  immerses. 

Now  Dyson  is  back  vvath  the  c 
mercial  hand  dryer,  called  the  D; 
Airblade.  It  dries  with  a  slim  jet  o 
moving  at  400  miles  per  hour. 


^1 


this  employee  is  in  two  places  at  once. 


Brazil  to  a  project  in  China.  IBM  has  the  business  and  technology  knowledge  to  help  HR  managers 
map  their  talent  base,  leveraging  human  capital  data  to  drive  key  business  decisions.  We're  helping 
companies  increase  employee  productivity  by  up  to  20%.  Want  innovation  for  efficiency?  Talk  to 
the  innovator's  innovator.  For  a  copy  of  our  HR  study,  or  to  learn  more  about  what  IBM  can  do  for  you, 
visit  ibm.com/special/hr1 
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Airblade  doesn't  heat  the  air,  so  it  uses 
about  80%  less  electricity  than  conven- 
tional machines.  The  dryers,  which  will 
be  launched  in  the  U.S.  on  June  26,  are 
getting  rave  reviews  from  early  cus- 
tomers. "Everybody  loves  them,"  says 
George  Denise,  general  manager  for 
property  manager  Cushman  &  Wake- 
field at  Adobe  Systems  Inc.'s  buildings 
in  San  Jose,  Calif.  "They're  high-tech. 
They're  unique.  They  work  well.  And 
I'd  even  go  so  far  as  to 
say  they're  fun." 

Dyson  is  fun,  too. 
The  youthful  60-year- 
old,  who  fronts  in  his 
company's  TV  ads, 
claims  to  have  been  a 
misfit  all  his  life.  Grow- 
ing up  in  rural  Eng- 
land in  the  1950s,  he 
developed  passions  for 
Greek,  the  bassoon,  and 
oil  painting.  He  went 
to  art  school,  where  he 
discovered  an  affinity 
for  product  design  and 
the  iconoclastic  ideas 
of  futurist  R.  Buck- 
minster  Fuller.  Then 
he  attended  engineer- 
ing school,  where  he 
learned  the  disciplines 
an  inventor  needs  to 
cross  the  bridge  sepa- 
rating concept  and 
finished  product.  He 
worked  as  an  engineer 
in  a  corporation  until 
he  began  dreaming  up  products  on 
his  own. 

GOING  BAGLESS 

IN  THE  CASE  of  the  cyclonic  vacuum, 
Dyson's  own  ire  was  the  mother  of  in- 
vention. The  basic  concept  for  vacuum 
cleaning  had  been  around  for  nearly  100 
years  when  Dyson  became  irritated  with 
clogging  and  poor  suction  while  cleaning 
house  in  1978.  He  took  the  machine  apart 
and  noticed  that  the  pores  of  the  vacuum 
bag  were  clogged  with  fine  dust,  making 
it  difficult  for  the  machine  to  draw  air 
through  the  paper.  His  solution  was  to 
dispense  with  the  bag  altogether  and  use 
cyclonic  action  to  capture  dust.  Other 
companies  now  offer  such  vacuums,  too, 
but  Dyson's  are  among  the  top-rated 
ones  by  Consumer  Reports. 

Dyson  spent  14  years  and  produced 
more  than  5,000  vacuum  prototypes  be- 
fore he  was  satisfied  that  he  had  come 
up  with  a  radically  better  design.  The 
company  he  later  built  still  relies  on  ex- 
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tensive  prototyping.  His  designers  and 
engineers  begin  by  using  the  latest  in 
computer-aided  design  programs,  but 
quickly  switch  to  real-life  models.  "The 
way  to  really  learn  is  to  build  a  prototype 
and  watch  it,  see  it  fail,"  says  Dyson. 
Often,  he  says,  the  original  idea  doesn't 
work  out,  but  lessons  learned  in  the 
process  provide  a  different  way  to  make  a 
better  product. 

Engineering  experts  respect  Dyson 


How  Dyson's 
Hand  Dryer  Works 

1  After  washing  your  hands, 
insert  them  into  the  hand  dryer, 
which  is  mounted  on  the  wall  at 
waist  height. 

2  Infra-red  sensors  trigger  nar- 
row jets  of  air  traveling  at  400 
miles  per  hour,  which  work 
like  a  squeegee  as  you  slowly  with- 
draw your  hands.  It  takes  a  scant  12 
seconds. 


3  The  dryer  uses  a  durable 
digital  motor  that  runs  at  a 
speedy  81,000  rp.m.  Because 
the  air  is  not  heated  the  device  uses 
80%  less  electricity. 

4  The  air  used  to  dry  hands  is 
drawn  into  the  device  and 
filtered  to  remove  bacteria, 
then  vented  out  the  bottom. 


thinking,"  he  says.  His  engineers  m 
designers  are  encouraged  to  try  iddi 
that  most  people  would  consider  crau 
The  clear  plastic  dust  collector  in  t 
cyclonic  vacuum  is  one  example.  Marl' 
researchers  warned  Dyson  that  consul/ 
ers  didn't  want  to  see  dirt  and  pet  hii 
collecting.  As  it  turns  out,  a  lot  of  peo] ; 
find  the  sight  of  their  household  detrit  ^ 
to  be  strangely  compelling. 

For  Dyson,  product  development  sta 
^,„^g^„^  with  engineering  a 
technology  rather  th  i' 
what  the  product  is  goi 
to  look  like.  He  "desigi 
from  the  inside  out," 
says.  The  company  \\ 
more  than  1,100  patej 
and  files  applications ; 
more  than  300  per  yeai 

But  Dyson  and 
team  are  no  slouches 
industrial  design,  eith 
Dyson  products  ha 
been  put  on  displayv 
a  host  of  museums,  * 
eluding  the  Metropo^ 
tan  Museum  of  Artt 
New  York.  "He  has ; 
important  thing  goi) 


for  his  willingness  to  get  into  the  nitty- 
gritty  of  bringing  a  product  to  market. 
"He's  different  from  other  inventors," 
says  Glenn  Weston-Murphy,  a  lecturer  at 
Yale  University's  Faculty  of  Engineering. 
"A  lot  of  people  have  great  ideas,  but  they 
have  no  clue  how  to  turn  them  into  prod- 
ucts. James  takes  it  to  the  level  where  it's 
commercial  and  productive." 

Dyson's  inventions  come  from  two 
sources.  In  addition  to  addressing  com- 
mon frustrations,  he  and  his  crew  look 
for  new  uses  for  technologies  they  have 
already  invented.  Thafs  the  way  the 
hand  dryer  came  about.  Two  years  ago, 
he  and  some  colleagues  were  working 
on  a  not-yet- released  product  with  "air 
blade"  technology,  which  blasts  air  out  of 
a  compressor  through  a  narrow  slit.  They 
noticed  that  the  blast  of  air  did  a  good  job 
of  blowing  water  off  their  hands.  A  new 
product  was  bom. 

True  to  his  contrarian  nature,  Dyson 
looks  for  solutions  where  competitors  see 
no  promise.  "We  call  what  we  do  wrong 


for    him,"     says    Nil, 

Diffrient,   an   indepoj 

dent  designer  in  CCi 

necticut.  "[Dyson  is], 

charge   of  engineerr, 

and  the  appearance.  V, 

can  work  them  back  a 

forth  and  adjust  to  , 

best  qualities  of  eacc 

He  is  starting  up  the  Dyson  Schoo ) 

Design  Innovation  in  England,  to  tei' 

his  principles. 

The  drawback  for  customers  v« 
Dyson's  products  is  their  price  tags.  TI, 
of-the-line  Dyson  vacuum  cleaners  ( 
from  $400  to  $600,  compared  with  $i 
to  $400  for  top-end  cyclonic  mocv 
from  other  major  manufacturers.  Dyv 
insists  that  consumers  are  wilUng  to  i 
a  premium  for  products  that  they're  co 
vinced  will  work  a  lot  better.  j 

He's  constantly  pushing  to  del 
cutting-edge  technology.  Consider  t 
In  some  models  being  tested  in  Jaj 
the  microchip  embedded  in  the  vacu 
cleaner's  digital  motor  stores  a  wealt 
information  about  the  device.  If  so 
thing  goes  wrong,  you  can  call  the  o 
pany,  hold  your  phone  up  to  the  runr 
machine,  and  Dyson's  computers  k 
all  about  that  particular  machine 
even,  potentially,  diagnose  what's  wr 
with  it.  A  vacuum  cleaner  with  a  bi 
Now,  that's  radically  different.  ■ 
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The  Market 


•arbOx  Isn't  Really 
driving  Stocks  Away 

^spite  the  doomsayers,  many  foreign 
mpanies  are  rushing  to  list  on  U.  S.  exchanges 


JOSEPH  WEBER 

HE  U.S.  CAPITAL  MAR- 
kets  are  being  suffocated 
by  regulation.  So  argue 
politicians  from  both  par- 
ties, who  have  joined  forc- 
es in  the  past  year  with 
various  business  groups 
jiolster  American  competitiveness.  In 
J  n  meetings,  op-ed  pieces,  and  indus- 
:  gatherings,  they  have  attacked  the 
oanes-Oxley  Act  of  2002  and  other 
c Sorate  reforms  for  driving  companies 
\  y  from  U.S.  stock  exchanges  to  other, 
T  e  business-friendly  locales. 

he  statistics,  however,  paint  a  some- 

ni  different  picture.  It  turns  out  that 

ecord  number  of  non-U.S.  compa- 

i;  are  flocking  to  NYSE  Euronext  and 

F5DAQ  to  make  their  initial  public 

t  rings.  So  far  this  year,  22  companies, 

1  ly  from  China  and  Israel,  have  raised 

irly  $4.4  billion  on  U.S.  exchanges, 

( 3rding  to  Thomson  Financial.  That's 

]fe  than  even  the  first  half  of  2000, 

n  17  foreign  companies  collected 

rly  $4.2  bilhon.  If  the  pace  continues, 

foreign  IPOs  v^all  handily  surpass  the 

)rd  $10.9  billion  raised  last  year  by  34 

ipanies. 

Tie  conventional  thinking  is  that 
banes-Oxle/s  tough  restrictions  on 
Derate  audit  practic-  ^^..b^^^bb 
uid  internal  controls 
lead  foreign  com- 
lies  to  list  elsewhere. 
:  companies  such  as 
Sat  Global  Commu- 
ktions  Network  Ltd. 
n't  being  frightened 
When  the  $43  mil- 
i-a-year  Israeli  pre- 
fer of  services  for 
and  radio  systems 
ipped  for  a  place  to 
e  its  stock  public,  it 
>assed  Tel  Aviv  and 
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London  in  favor  of  NASDAQ.  The  com- 
pany, which  went  public  seven  months 
ago,  came  to  the  U.S.  pardy  because 
of— not  despite— the  regulatory  require- 
ments. "It's  positive  for  the  company," 
says  Gil  Efron,  RRSaf  s  chief  financial 
officer.  "It  supports  the  confidence  of 
^^^„^^^^^  the  shareholder  in  the 
[financial]  reporting 
by  the  company,  and  it 
improves  [our]  internal 
processes." 

To  be  sure,  the  less 
regulated  London  mar- 
ket is  attracting  its  share 
of  foreign  IPOs,  too.  So 
far  this  year,  the  Lon- 
don Stock  Exchange  has 
helped  12  non-British 
outfits  raise  nearly  $18 
billion  on  its  main  mar- 
ket, according  to  Thom- 


son. Last  year,  16  non-British  companies 
raised  $22.7  billion  on  the  main  mar- 
ket. The  LSE's  alternative  market,  where 
small  companies  that  generally  wouldn't 
qualify  for  U.S.  listings  go,  has  clocked  19 
non-British  IPOs  so  far  this  year,  raising 
nearly  $2  biUion. 

But  London  has  an  edge  over  New 
York  in  that  its  time  zone  is  much  closer 
to  those  in  Russia  and  Eastern  Europe, 
two  IPO  hotbeds  that  have  accounted 
for  five  of  London's  offshore-based  IPOs, 
raising  nearly  $5.6  billion  this  year. 
London  banks  and  investors  have  much 
more  expertise  in  these  regions  than 
New  York  has.  Where  the  geographi- 
cal playing  field  is  level— Chinese  list- 
ings, for  instance- 
New  York  is  strong 
and  getting  stronger. 
What's  more,  where- 
as the  Chinese  have 
long  tapped  Brit- 
ish investors  by  way 
of  Hong  Kong,  now 
they're  keen  to  so- 
licit American  money. 
"They're  saying:  'We 
don't  need  to  bother 
with  London,'"  says 
G.  Andrew  Karolyi,  a 
finance  professor  at 
Ohio  State  University 
who  closely  tracks  the 
exchanges. 

Indeed,  for  Chinese 
entrepreneurs     espe- 
cially, qualifying  for  a 
U.S.  listing  is  a  badge 
of  honor.  Ten  of  this 
year's   offshore-based 
IPOs  on  U.S.  markets 
so  far  are  from  China,  up  from  seven  in 
all  of  last  year.  NYSE  Euronext  "provides 
us  access  to  high-quality  investors  world- 
wide," says  Ma  Tao,  vice-president  of 
investor  relations  for  Qiao  Xing  Mobile 
Communication  Co.,  a  maker  of  mobile 
handsets  that  raised  $160  million  on  the 
New  York  exchange  in  May. 

Critics  of  U.S.  regulations  still 
argue  that  the  IPO  surge  could 
be  even  stronger  if  the  strin- 
gent rules  were  eased.  "Sarbanes- 
Oxley  is  an  issue  in  every  single  list- 
ing," says  Skadden,  Arps,  Slate,  Mea- 
gher &  Flom  lawyer  Michael  V.  Gisser, 
who  works  with  Asian  companies  on 
going  public.  "There  is  reason  to  be 
concerned,"  adds  John  A.  Thain,  chief 
executive  of  NYSE  Euronext,  who  has 
long  pressed  for  change.  But,  he  con- 
cedes, "we're  still  doing  pretty  well."  ■ 
-With  Xiangji  in  Hong  Kong 
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Government  I  Dealmakers 


Washington's 
Oddest  Tag  Team 

How  the  Treasury  Secretary  and  a  powerful 
Democrat  are  cutting  deals  crucial  to  business 


BY  RICHARD  S.  DUNHAM 

ONE  WORKED  AT  GOLD- 
man  Sachs  for  32  years, 
rising  from  an  entry- 
level  job  in  Chicago  to 
chief  executive.  The  oth- 
er has  represented  Har- 
lem, N.Y.,  in  the  House 
of  Representatives  for  the  past  36  years. 

One  grew  up  wealthy,  was  educated  in 
the  Ivy  League,  and  took  home  $37  million 
in  compensation  the  year  before  becoming 
Treasury  Secretary  last  June.  The  other,  a 
high  school  dropout  who  worked  his  way 
up  from  poverty,  eventually  earned  a  full 
scholarship  to  St.  John's  University  School 
of  Law  after  returning  home  as  a  deco- 
rated Korean  War  vet.  He  now  pockets  a 
$l65,200-a-year  congressional  salary. 

Yet  the  unlikely  duo.  Treasury  Secretary 
Henry  M.  Paulson  Jr.  and  House  Ways  & 
Means  Committee  Chairman  Charles  B. 
Rangel  (D-N.Y.),  have  formed  a  surpris- 
ingly strong  bond  that  has  brought  unex- 
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pected  progress  in  a  host  of  critical  areas 
since  the  Democrats  regained  control  of 
Congress  following  November's  election. 
Defying  Washington's  current  culture  of 
polarization,  the  dov^ntown  executive  and 
the  uptown  pol  have  met  in  the  middle 
on  issues  including  trade  liberalization, 
China,  and  tax  breaks  for  small  businesses 
and  the  working  poor. 

Paulson  and  Rangel  weren't  particu- 
larly close  when  the  Goldman  Sachs 
Group  Inc.  CEO  came  to  towTi  to  rebuild 
the  Administration's  economics  team. 
But  the  gregarious  Rangel,  an  old-school 
liberal,  and  the  circumspect  Paulson,  an 
old-fashioned  fiscal  conservative,  quickly 
found  that  despite  their  many  differ- 
ences they  share  a  trait  increasingly  rare 
in  Washington:  They  prefer  results  to 
rhetoric.  "He's  pragmatic  and  wants  to  get 
things  done,"  Paulson  says  of  Rangel. 

Moreover,  neither  has  time  to  waste. 
Paulson,  61,  explained  to  Rangel  that 
he  traded  in  his  lucrative  career  on  Wall 
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DOS  AMIGOS  Paulson     street  in  ho 
and  Range  are  of  making  a, 

pushing  bilateral  r 

trade  pacts  with  ^^'■^"f^   °" 

Panama  and  Peru         ^^^^  ^conoi 
Hi^^BHHl  policy     in 

waning  years 
President  George  W.  Bush's  term.  R 
gel,  77  years  old  and  uncertain  how  k 
the  Democratic  grip  on  power  vvdll  1 
is  likevidse  a  man  in  a  hurry.  U.S.  Tr.i 
Representative  Susan  Schwab  rec. 
Rangel's  rejection  of  calls  last  year  fc 
pause  in  trade  negotiations.  "I  don't  h 
time  to  pause,"  Rangel  told  her.  "I  dd 
even  buy  green  bananas." 

MIDDLE  GROUND 

PAULSON,  AS  GOLDMAN  Sachs'  chief 
ecutive,  had  paid  courtesy  calls  on 
local  congressman.  He  quickly  rene\' 
acquaintance  with  Rangel  after  he  was 
evated  to  chair  the  Ways  &  Means  Comii 
tee  following  the  2006  Democratic  swt 
inviting  him  to  a  series  of  lunches  in 
private  conference  room  at  Tteasury.  11 
has  helped  shift  the  tone,  even  though  FIj' 
gel  and  Paulson  remain  far  apart  on  ml 
issues.  Medicare  and  Social  Security  refd 
are  too  hot  to  handle,  both  men  conct 
Fixing  the  Alternative  Minimum  Tax  wii 
a  tough  slog.  A  showdown  also  looms  ( 
Rangel's  willingness  to  back  legislatio: 
boost  tax  rates  on  private  equity  firms 
hedge  funds  that  go  public,  a  move 
Administration  is  likely  to  resist. 

Still,  the  two  new  amigos  got  off  to  aa 
start  in  February  by  winning  passage 
package  of  small-business  tax  incent 
tied  to  a  boost  in  the  minimum  wage.  ]\? 
House  Democrats  wanted  no  tax  bret 
The  White  House  wanted  more.  Rail 
and  Paulson  found  middle  ground. 

Forging  a  compromise  on  the  divi 
issue  of  trade  has  proven  more  chalk 
ing.  The  President's  "fast- track"  negj 
ating  power,  which  allows  him  to  sulli 
trade  pacts  to  Congress  for  a  vote  wdtli 
opening  them  up  to  amendments,  i 
out  at  the  end  of  June,  and  Senate 
nance  Qommittee  Chairman  Max  Bar 
(D-Mont.)  wants  to  relegate  Bush's  0 
agenda  to  the  back  burner. 

But  Rangel,  working  with  Pau 
and  Trade  Rep  Schwab,  recently  reac 
an  agreement  wdth  labor  leaders 
business  groups  such  as  the  Busi: 
Roundtable  and  the  U.S.  Chambe 
Commerce  to  move  forward  on  bilal  I 
pacts  with  Peru  and  Panama,  while  r 
gotiating  deals  with  Colombia  and  S(  l|^ 
Korea.  The  unions  agreed  not  to  opj 
the  pacts;  in  exchange,  business  lea  i 
pledged  to  retrain  workers  displace  i 
global  competition  and  push  for  rl 
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deral  assistance.  "[Rangel]  laid  out  the 
lallenge  to  us,"  says  Roundtable  Presi- 
;nt  John  J.  Castellani.  "But  he's  wilUng 
push  his  own  leadership  and  members 
;  much  as  he's  pushing  us." 
Even  those  business  concessions  may 
)t  sway  reluctant  Democrats,  but  Admin- 
I  ration  officials  say  Rangel  has  kept  the 
ide  legislation  afloat.  In  the  short  run, 
hite  House  officials  think  they  could 
ach  a  pact  on  investment  services.  And 
despite  widespread 
predictions  of  doom, 
Rangel  stQl  believes 
QHTe  a.  agreement  can   be 

reached  to  give  the 
President  limited 
fast-track  trade  ne- 
gotiating authority 
if  progress  is  made 
in  the  troubled  Doha 
global  trade  talks. 

Rangel  has  also 
given  a  behind-the- 
scenes  hand  to  Paul- 
n's  effijrts  to  win  economic  concessions 
Dm  China.  Facing  loud  complaints  from 
me  U.S.  businesses  that  China  is  ma- 
pulating  its  currency  to  gain  competitive 
vantage,  Paulson  has  led  an  Administra- 
in  effort  to  jawbone  the  Chinese  into  re- 
luing  the  yuan.  But  he  has  twice  declined 
I  cite  Beijing  for  currency  manipulation, 
en  as  some  lawmakers  threaten  retaUa- 
ry  legislation.  Rangel,  a  skilled  poker 
lyer,  is  willing  to  up  the  ante.  When 
iiinese  Vice-Premier  Wu  Yi  met  Rangel  in 
ashington  recently,  the  chairman  warned 
|r  "that  the  House  was  elected  by  the 
lople,  and  we  are  not  diplomats."  The 
tar  implication:  If  you  don't  respond  to 
ulson's  polite  entreaties,  you  might  end 
f  with  anti-China  legislation. 
iln  return  for  Rangel's  cooperation  on 
ide,  the  White  House  has  offered  help 
I  a  top  priority  for  his  low-income  con- 
ituents:  the  Earned  Income  Tax  Credit, 
ingel  complained  to  Paulson  that  the 
structions  for  the  credit,  designed  to 
i  the  working  poor,  are  so  complicated 
at  millions  of  eligible  taxpayers  don't 
ike  use  of  the  benefit.  Paulson  prom- 
;d  to  simplify  the  form's  instructions 
d  push  for  full  participation  by  eli- 
ole  individuals.  If  his  efforts  don't  yield 
^rifiable  progress  this  year,  the  two  have 
t|reed  to  work  on  legislation  that  would 
jjike  the  credit  more  broadly  available. 
|And  nobody  doubts  that  the  two  New 
rkers  will  keep  talking  in  search  of 
)re  deals.  At  Treasury,  says  one  aide, 
i  Secretary  has  a  rule:  "When  Charlie 
(ngel  calls,  Hank  Paulson  calls  him 
fck.  Immediately."  ■ 
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Ifs  about  money. 

Earning  It.  Investing  It. 

Spending  it. 


Check  out  this  weekend's  show 
June  23  and  24: 

Grocery  Inflation:  A  look  at  what's 
behind  this  yeaKs  rapid  rise  in  prices  at 
the  supermarket. 

Destination  CEO:  Deere  &  Company's  Robert 
Lane  telLs  us  how  the  170-year-old  agriculture 
and  construction  company  has  gone  high  tech. 

Psychology  of  Money:  Financial  advisors  are 
hiring  psychologists  to  shed  light  on  clients' 
emotions  around  money  matters.  We  talk  to 
one  of  these  "wealth  counselors." 

Women  and  Wine:  Women  now  drink  60%  of 
the  wine  sold  in  the  U.S.  See  how  companies 
are  catering  to  the  trend,  check  out  a  women's 
wine  club,  and  meet  a  female  sommelier. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

View  video  clips  and  find  your  local  station  and  airtime 

by  zip  code  at  businessweekweekend.com 


Feedback  Innovation 


Scrutinizing 
Six  Sigma 

The  story  on  3M's  evaluation  of  the  program 
triggered  a  vigorous  debate  among  readers 


BiisiiiessWcok 


We  started  a  lively  discussion  with  our  June  11  Cover  Story, 
"3M's  Innovation  Crisis."  Most  readers  are  familiar  with 
3M  Co.  as  a  bastion  of  innovation.  Its  creative  prowess 
has  been  celebrated  in  case  studies,  books,  and  our  own 
ranking  of  the  most  innovative  companies.  That's  what 
made  3M  such  an  interesting  lens  through  which  to 
view  Six  Sigma,  the  quality  improvement  process  that 
has  swept  Corporate  America  over  the  past  two  decades.  Under  James 
McNerney,  the  General  Electric  Co.  alumnus  who  led  3M's  Six  Sigma 
push,  financial  performance  improved.  But  3M's  current  ceo,  George  W. 
Buckley,  is  dialing  back  on  Six  Sigma  in  an  effort  to  reignite  the  compan/s 
creative  spark.  5  The  3M  piece,  part  of  a  package  in  our  quarterly  IN: 
Inside  Innovation  supplement,  brought  in  a  bigger-than-usual  volume  of 
responses,  in  reader  letters,  online  comments,  and  blog  posts.  A  substantial 
contingent  of  readers  argued  that  Six  Sigma— used  properly— can  help 
innovation.  More  readers,  however,  suggested  that  the  tensions  at  3M, 
between  the  need  to  streamline  process  and  the  need  to  spur  innovation, 
were  inevitable.  Here  are  some  edited  excerpts: 


»  As  GEers  tend  to  do  almost 
mechanically,  [McNerney]  instantly 
implanted  GE's  powerful  systems- 
powerful  in  GE's  odd  culture,  a  point 
never  to  be  forgotten.  Six  Sigma  led 
the  way,  was  of  enormous  value,  and 
in  the  process  more  or  less  closed  the 
lid  on  entrepreneurial  behavior....!, 
for  one,  have  staked  my  own  legacy  on 
decentralization  and  innovation,  and 
railed  against  ISO  9000,  Six  Sigma, 
Benchmarking,  and  Best  Practices  for 
20-plus  years. 

Management  guru  Tom  Peters, 

from  a  post  entitled  "I  Told  You  So" 

on  tompeters.com 


3M.  Buckley  inherited  a  great  company 
that  was  damaged  by  McNerney. 

Screen  name*:  MD2201 


»  I  have  worked  for  3M  for  more  than 
25  years,  all  in  the  lab  focused  on  new 
products.  3M  is  a  very  special  company 
and  was  nearly  made  ordinary  by  Mr. 
McNerney. 

Fortunately  the  creative  culture  of 
3M  is  very  strong,  and  I  see  it  coming 
back  to  life  in  many  ways.  It  will  never 
be  exactly  the  same,  but  it  will  survive 
and  a  new  crop  of  innovations  is  already 
beginning  to  gestate. 

Screen  name:  MS 
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company  in  its  100-year  histoiy  He  ' 

announced  he  would  change  the  DN^ 

McNerney  axed  8.000  workers  (abou 


i^'n-'mtncr-rwinr  p/CCM*.  ana  lisfM^ord  Ifi*  («'*• 
eom^dny  iftjf  hoc  bKOmm  m  proH>t9t»  ipvfid*'  w  ■' 
Oft  WuntPiJ  S.1  Sigius  Droc'^m-4  »«•»«*  ot  ma"i*f 

tftiC>tr>cy  ThMAttiot  »'  U«ffv^  oec^TW  ('*■««(  •>  "^ 

ifoci  b*ck  lo  III*  ana  t/on  Acco'Mn  lot  buntyvi  div- '. 

ofBarMaHor*  tft«l  hM  frvcome  ufwtHOy.  etra(>c.  «'><>  i ' 

The"  tow  *>0  *  njrf  yn^rf  aft^r  annuig,  kHNemfy  m 

for  J  b>a»>  opcorru^V.  trw  for  ycu  «(  8m"«  Ntw  rxi  11 

rtce  a  ctvOmging  quMfioo  ntttthtf  (ft*  itttittt** *"vV'. 


»  Be  careful  to  not  write  off  Six  Sigrrij  i 
as  it  is  great  for  the  reduction  of 
waste  in  virtually  all  processes  where- 
you  have  a  known  result  you  need  to^ 
hit.  The  problem  I  see  vdth  the  way   |  tm 
it  was  deployed  at  3M  is  that  in  an 
environment  of  innovation  you  don'lj 
know  what  your  target  is.  You  discov* 
something  and  then  figure  out  how  i 
can  be  used. 

Screen  name:  Capt.  A^  tt 
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»  Six  Sigma  tries  to  replace  subjecti^ 
with  objectivity  and  intuition  with 
data  wherever  possible.  While  this  is^fi 
appropriate  for  some  operations- 
like  administration,  logistics,  and 
manufacturing— if  s  detrimental  to 
exploratory  research  and  design,  whh  dJj, 
depend^ on  subjectivity  and  intuitionij  jf, 
Screen  name:  Vicj  |  jd 
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»  Buckley  is  exacdy  the  right  sort  of  i 
person  to  lead  3M.  Traditionally,  3M'|  utj, 
was  one  ofthe  few  large  companies  I  ^ 


»  A  great  article  by  BusinessWeekl 
It  clearly  shows  the  natural  tension 
between  Six  Sigma  "control"  vs. 
innovative  "freedom."  Six  Sigma 
control  is  great  for  standard  or  routine 
processes  in  manufacturing  as  well  as 
scale-up  of  new  products.  Six  Sigma  was 
a  disaster  for  innovative  new  products  at 


k 


While  process  excellence  demands  precision, 
consistency,  and  repetition,  innovation  calls  for 
variation,  failure,  and  serendipity." 

-from  ''At3M,aStn^ 
Between  Efficiency  and  Creative 


M 


w  through  innovation  on  a  sustained 
is  precisely  because  it  had  built-in 
fficiencies  and  a  culture  and  modus 
randi  biased  in  favor  of  new  ideas, 
ciency  and  effectiveness  aren't  the 
le.  Effective  innovation  is  often  quite 
fficient.  Great  article! 

Screen  name:  Professor  Wolcott 
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his  issue  of  efficiency  vs.  innovation 
luch  broader  than  Six  Sigma  or 
man.  This  is  a  Wall  Street  investor 
e.  Quite  plainly,  investors  are  not 
Tested  in  investing  in  the  promise  of 
im  five  years  from  now.  We  are  much 
:e  focused  on  the  quarterly  return  of 
401(k)  plans.  This,  by  nature,  drives 
licly  traded  companies  away  from 
Ovation  and  toward  the  Six  Sigma 
mised  land.  It  is  easy  to  blame  a  CEO. 
vever,  I  have  no  doubt  [McNerney] 
doing  what  he  was  brought  in  to 
)y  the  board  of  directors.  If  we  want 
ovation,  we  are  going  to  have  to  learn 
e  much  more  patient  investors.  I  do 
see  that  cultural  shift  happening  any 
I  soon. 

Screen  name:  SixSigma  Elsewhere 


Investors  liked 
McNemey's  approach 
to  boosting  earnings, 
which  may  have  sacrificed 
creativity  but  made  up  for  it 
in  consistency.  Profits  grew, 
on  average,  22%  a  year." 
—from  ''At3M,  a  Struggle 
Between  Efficiency 
and  Creativity" 


its  shares  have  gone  up,  and  from  2004 
to  present  they  are  nearly  level.  The 
purpose  of  business  is  profit.  I  would 
like  to  see  more  evidence  that  3M  didn't 
just  eliminate  ftriitiess  creativity. 

Screen  name:  Optimistic? 


.K.,  maybe  I  am  missing  something 
;.  So  3M  is  not  as  "innovative"  in  the 
>  of  some,  but  I  missed  the  part  of 
article  that  shows  how  this  caused 
to  lose  profit.  From  2000  to  2004, 


»  Which  company  would  you  rather 
own:  the  world's  most  innovative 
company  with  a  lackluster  stock  price 
and  profit  growth,  or  the  seventh  most 
innovative  company  with  22%-per-year 
profit  growth? 

Screen  name:  Mike 


ideas  among  formerly  insular  global 
divisions,  and  push  past  previously 
accepted  limits  of  how  they  could  serve 
customers.  To  them,  it  was  not  simply  a 
cost-cutting  exercise. 

If  today's  leaders  are  to  heed  many  of 
the  comments  in  these  articles,  it  seems 
we  should  expect  a  wave  of  increased 
inefficiency,  grovvdng  defect  rates, 
and  slowed- dov\m  processes  leading 
to  a  wave  of  brilliant  breakthrough 
innovations.  Or  perhaps  smart  leaders 
instead  will  tell  people  that  the  real  key 
to  being  competitive  and  having  a  great 
place  to  work  is  to  be  efficient,  accurate, 
fast,  and  innovative.  That  seems  like  a 
more  appealing  vision  to  me  and  one 
that  ought  to  inspire  as  much  creative 
thinking  as  simply  having  more  "play 
time." 

Peter  Pande 

President,  Pivotal  Resources  Inc. 

Co-author,  The  Six  Sigma  Way 

anrf  What  Is  Six  Sigma? 


»  Beware  the  naysayers  and  Sigma  zealots 
in  equal  measure.  Neither  group  has  the 
vision  or  experience  to  understand  the 
balance  needed  for  long-term  success. 
Six  Sigma  is  no  panacea,  and  it  can  be  a 
monster  if  implemented  blindly.  When 
leveraged  correctly  using  a  cHent-centric 
approach,  however,  it  provides  distinct 
advantages,  many  of  which  you  identified. 
There  is  one  you  failed  to  mention:  It 
can  free  up  people  to  spend  more  time 
innovating  by  eliminating  the  mundane, 
repetitive,  and  tedious  tasks  that  impede 
blue-slgf  thinking. 

Michael  O'Keeffe 

Former  Six  Sigma  Black  Belt, 

Master  Black  Belt  (GE), 

and  Certified  Master  Black  Belt 

(Sun  Microsystems  Inc.) 


»  To  argue  that  both  Six  Sigma  and 
innovation  cannot  coexist  in  an 
organization  is  not  true.  In  fact,  I  would 
argue  that  a  successfial  organization 
will  master  both  innovation  and  process 
efficiency  (Six  Sigma).  Innovation  efforts 
should  be  held  accountable  to  a  different 
set  of  targets  than  normal  projects.  But 
they  should  still  be  held  accountable. 
The  idea  of  people  going  wild  with  their 
creative  hats  on  to  spur  innovation  is 
inefficient  and  does  not  work  in  reality. 

RajitKamal 

Manager,  Innosight 

Watertown,  Mass. 


»  I've  spoken  with  executives  at  3M  who 
felt  the  lessons  of  Six  Sigma  inspired 
them  to  challenge  assumptions,  share 


*All  comments  signed  by  screen  names 
arefi-om  BusinessWeek.com. 
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Life  I  Food 


Where  Serious  ^ 
Foodies  See 
What's  Cooking 

Grazing,  schmoozing,  and  celebrity-chef-watching— it's 
allattheculinaryfestivalinAspen.BYAMYCORTESE         '   *^^ 


5I5» 


THE  LATE  MORNING  SUN  was  beating  down  on 
the  terrace  of  The  Tavern  restaurant  in  Aspen 
when  I  arrived  at  the  appointed  time.  I  asked 
an  employee  working  the  computer  if  he  had 
seen  my  interview  subject,  Mario  BataH.  "Who?" 
he  asked.  "Does  he  work  here?"  When  I  ex- 
plained he  was  a  famous  chef,  he  replied  sheep- 
ishly, "I'm  just  the  IT  guy."  J  I  may  have  found  the  only  person 
in  Aspen  who  wasn't  on  a  first-name  basis  with  Mario,  not  to 
mention  Bobby,  Emeril,  Thomas,  and  Giadia.  Better  known 
as  a  winter  playground  for  the  rich,  this  alpine  town  each  June 

turns  into  the  epicenter  of  culinary  cool      tents,  festivalgoers  flock  to  cooking  dem- 


when  it  plays  host  to  The  Food  &  Wine 
Classic,  a  three-day  festival  that  has  be- 
come a  Davos  for  foodies. 

When  the  festival  began  25  years  ago, 
arugula  and  free-range  chicken  were  hard- 
ly in  the  average  person's  vocabulary.  But 
the  Classic,  which  was  taken  over  by  Food 
&  Wine  magazine  in  1986,  has  grovm  in 
tandem  with  the  country's  appetite  for  fine 
cuisine.  Today,  thousands  of  food-obsessed 
folks  (attendance  is  capped  at  5,000)  pay 
$1,000  or  more  to  sample  wine,  attend 
cooking  seminars,  and  rub  elbows  with 
celebrity  chefs. 

The  festival  centers  around  billow- 
ing white  tents  set  up  in  the  tovm  cen- 
ter surrounded  by  snow-capped  moun- 
tains, where  attendees  sample  artisanal 
cheeses,  chocolates,  meats,  wine,  and 
spirits  from  around  the  world.  When 
they're  not  grazing  their  way  through  the 

92  I  BusinessWeek  I  July  2.  2007 
■■iiiiimiiiiniiiiiii 


onstrations.  This  year,  Emeril  Lagasse 
whipped  up  clam  chowder  and  seafood 
with  piri-piri  sauce  (a  Portuguese  hot 
pepper  sauce)  while  Iron  Chef  Masuharu 
Morimoto  gave  a  master  class  in  prepar- 
ing sushi.  Shell  out  more  money,  and  you 
could  sup  on  a  wine-paired  meal  cooked 
by  chef  and  restaurateur  Jean-Georges 
Vongerichten  ($500)  or  attend  a  rare  ver- 
tical, or  multi -vintage,  tasting  of  Scream- 
ing Eagle,  a  cult  cabernet  sauvignon 
from  Napa  Valley  ($750). 

Cooking  skills  are  not  a  prerequi- 
site for  this  crowd.  Joanne  Crosby  was 
attentively  following  Emeril's  cooking 
session,  making  notes  in  the  recipe  book 
handed  out.  But  she  says  cooking  is  not 
something  she  does  a  lot  at  home  in 
Austin,  Tex.,  or  Vail,  Colo.,  where  she 
spends  her  summers.  "The  fun  thing  for 
me  is  going  to  their  restaurants  after  and 
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fOK'S TOUR  (Clockwise 
ji  left)  Emeril  does  fish; 
locolate  demo;  sampling 
5;  inside  the  Grand 
ling  Pavilion 


feeling  like  I  know  the  chefs,"  she  says. 
By  bringing  together  the  culinary 
world's  movers  and  shakers,  the  festival 
tends  to  be  a  leading  indicator  of  food 
trends.  By  that  gauge,  we'll  be  hearing  a 
lot  more  about  Spanish  and  Greek  wine, 
unusual  pairings  such  as  vwne  with  choc- 
olate, hand-cured  meats,  and  barrel-aged 
beer.  Thomas  Keller,  the  renowned  chef 
of  The  French  Laundry  in  Napa  Valley 
and  Per  Se  in  New  York,  demonstrated 
the  art  of  sous  vide,  a  slow-cooking  meth- 
od that  immerses  food  sealed  in  bags  in 
water  kept  at  a  constant,  low  heat.  He 
suggested  it  will  become  commonplace 
in  the  home.  A  series  of  panel  discussions 
for  the  trade  explored  the  future  of  fine 
dining  (get  ready  for  "fast-fine")  and  the 
latest  cocktail  trends  (bye,  bye,  mojito; 
hello,  Ramos  gin  fizz). 

HOLISTIC  LAMB 

IN  KEEPING  WITH  our  eco-conscious 
time,  sustainable  cuisine  was  a  domi- 
nant theme.  Food  &  Wine  is  donating  a 
portion  of  the  proceeds  to  Farm  to  Table, 
a  program  run  by  New  York  nonprofit 
Earth  Pledge  that  supports  local  agri- 


Trends  ahead: 
Wine  with 
chocolate, 
barrel-aged 
beer,  cooking 
in  bags 


culture.  Farmed  caviar  from  the  U.S. 
and  Uruguay  were  sampled,  and  Chef 
Ryan  Hardy  of  The  Little  Nell  inn,  which 
houses  The  Tavern,  produced  feasts  that 
featured  fresh  produce  from  his  near- 
by farm.  At  his  cooking  session,  Keller 
stressed  the  importance  of  supporting 
local  farmers  and  introduced  his  lamb 
supplier,  Keith  Martin  of  Elysian  Fields 
Farm  in  Waynesburg,  Pa.,  who  explained 
his  philosophy  of  "holistic  lamb"— hu- 
manely raised,  naturally  fed. 

For  chefs,  at  least  the  established  ones, 
the  festival  is  more  of  an  opportunity  to 
schmooze  with  peers,  but  they  also  can 
pick  up  tricks.  "I  have  discovered  some 
things,  like  all  the  different  kinds  of  salt 
from  around  the  world,  American  caviar, 
and  American  Kobe-type  beef,"  said  chef 
and  author  Jacques  Pepin. 

Like  most  of  the  chefs,  TV  personality 
and  restaurateur  Batali  mixed  business 
with  pleasure.  In  shorts  and  sunglasses, 
he  clearly  relished  being  in  Aspen.  Sit- 
ting on  The  Tavern's  terrace,  enjoying 
a  lunch  of  gazpacho  and  oysters,  Batali 
reminisced  about  the  days  when  the 
Classic  was  "a  bunch  of  single  guys 
and  girls  hanging  out.  Now  it's  a  family 
thing,"  said  Batali,  who  brought  along 
his  wafe  and  two  sons.  Just  then,  Ilan 
Hall,  a  young  chef  who  has  toiled  in 
Batali  kitchens  but  achieved  fame  after 
winning  the  reality  show  Top  Chef  last 
season,  walked  by.  "My  kids  want  your 
autograph,  man!"  Batali  shouts. 

The  young  Batali  boys  weren't  the  only 
ones  who  were  starstruck.  The  sight  of  so 
many  food-world  personalities  can  excite 
even  the  most  jaded.  "We're  from  LA,  and 
celebrities  like  George  Clooney  or  Paris 
Hilton  come  into  the  restaurants  all  the 
time,"  said  Kevin  Ttavis,  general  manager 
of  Boa,  a  Los  Angeles  steakhouse,  who 
came  to  the  Classic  with  his  colleagues. 
"But  when  we  see  Jean-Georges  riding  a 
bike  dovm  the  street,  that  excites  us."  ■ 
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ExecutiveLife  Autos 


Wildfire  on  Wheels 

What  do  you  get  when  you  combine  the  engineering  and 
design  knowhow  of  Audi  and  Lamborghini  rAn  exclusive- 
and  screamingly  fast— supercar.  bydavidkiley 


THRILL  MACHINE 

Audi  R8 

BASE  PRICE:  $109,000-$118,000 
ENGINE:  4.2-liter  V-8 


POWER:  420  horses 


EXPOSED!  You  can  see  the  aluminum 
engine  through  the  glass  rear  hatch.  Cool 
LED  lights  illuminate  it  at  night.  Its  proximity 
to  the  car's  occupants-a  foot  or  so  behind 
their  backs-makes  the  cabin  a  bit  noisy. 

COMFORT  ZONE  From  the  race-car-styled 
squared-off  steering  wheel  to  the  easy-to- 


A  GERMAN-ITALIAN  ALLIANCE  The  Audi 
R8  shares  underpinnings  with  the 
Lamborghini  Gallardo  (Volkswagen  owns 
both  brands)  but  is  very  much  its  own 
supercar.  It  is  also  exclusive:  Only  300  per 
year  will  be  sold  worldwide. 

TAKE  THEE  TO  THE  TRACK  With  a  top  speed 
of  187  mph-and  0  to  60  in  4.5  seconds-the 
R8  passes  everything  on  the  Interstate.  To 
enjoy  it  fully,  though,  buy  some  time  on  a 
track.  A  500  HP  V-10  is  expected  next  year. 

HOT  AIR  The  side  panel  covering  the  air 
intake  comes  in  contrasting  colors  or  a 
body  color.  It  looks  slapped  on  either  way. 
Audi  calls  it  a  "blade,"  and  says  it's  there  to 
flag  that  this  is  a  rear-engine  car. 
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use  navigation  and  entertainment  scree 
and  the  lumbar  support,  the  R8  is  set  u| 
nicely  for  a  long  road  trip.  No  MP3  hook- 
in  the  first  batch  of  cars,  but  it's  on  the  \ 

A  STABLE  RELATIONSHIP  The  coupe 
maintains  road  stability  with  Audi's  Qua 
all-wheel-drive  system.  The  default  setti 
puts  90%  of  the  power  to  the  rear  whee 
The  paddle-shifted  transmission  can  be 
in  automatic  mode  or  manual.  Try  both. 

PACK  LIGHT  The  space  behind  the  seat  | 
can  fit  at  least  one  decent-size  golf  bag, 
front-mounted  trunk  will  hold  a  fair-size  I 
suitcase.  Audi's  custom-fitted  luggage  i 
be  a  good  investment  if  you  intend  to  u!  j 
the  car  frequently  on  weekends. 
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Make  A  Big  Impression 

In  Japan 


Think  Japan.  Call  Nikkei  BP 


ikkGJ  BP  Japanese  in  Plain  English 


www.nikkeibp.com 


jBP  Inc. -Tokyo 
11368118311 


jBPAsia Ltd. -Hong Kong 
152-25758301 


Nikkei  BP  America  Inc.  -  New  York 
Tel: +1212-867  3414 


Nikkei  BP  Asia  Ltd.  -  Singapore 
Tel:  +65  6226-3433 


NikkeiBP  America  Inc.  -  Silicon  Valley 
Tel: +1-408-327-1113 


Nikkei  BP  Asia  Ltd.  -Taiwan 
Tel:  +886-2  2369-0196 


Nikkei  BP  Europe  Ltd.  -  London 
Tel: +44-20-7936-2855        ? 


*   directrjiail 
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Life  I  Parker  on  Wine 


BY  ROBERT PARKER 


f 


Fruity  Wines  That 
Love  a  Good  Barbecu^ 


MOST  PEOPLE  SERVE  BEER  at  a  barbecue.  But 
the  right  wine  can  transform  a  humble 
hamburger  into  a  special  meal.  Barbecue  wines 
should  be  inexpensive,  immensely  fruity,  largely 
un-oaked,  and  have  loads  of  red  and  black  fruit. 
In  the  best  cases,  the  wine  has  more  personality 
than  you  would  expect  for  the  price.  Although 
some  will  stay  for  two  or  three  years,  most  are 
meant  to  be  enjoyed  now.  Here  are  some  of  my 
favorites  from  around  the  world. 


Hugues  Beaulieu  2006 
Picpoul  de  Pinet 

87  points.  An  absolutely  delicious  light- 
bodied,  tank-fermented  and  -aged  whitf^[ 
Crisp  grapefruit,  lemon,  and  lime  notes 
jump  from  the  glass.  This  wine  is  a  perfc 
match  for  grilled  seafood  or  chicken.  $9 
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Guigal  2005  Cotes  du  Rhdne 
89  points.  A  blend  of  50%  syrah,  40% 
grenache,  and  10%  mourvedre,  this  win' 
is  an  amazing  value  with  terrific  texture; 
a  deep  ruby/purple  color,  loads  of  cassi; 
black  cherry,  licorice,  and  spice.  It  is  an|^|is 
all-purpose  red  with  enormous  crowd 
appeal.  $12 
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CALCULATE  YOUR  SAVINGS 

TO  THE  ENVIRONMENT.  TO  YOUR  BOTTOM  LINE.,. 


For  logistics  managers,  SmartWay' 
can  add  up  to  7%  in  fuel  savings. 

SmartWay'  Transport  helps  shippers  and  for-hire 

carriers  lower  greenhouse  gases  and  other 

emissions,  while  at  the  same  time  giving  the 

average  truck  a  fuel  savings  of  $2,000  per  year. 

To  find  out  more  about  this  new  partnership, 

call  for  your  info  kit  at  1-734-214-4767 
or  log  onto  www.epa.gov/smartwaylogistics. 

^xSmartVSfeiy- 

Transport  Partnership 

Getting  Thm  With  CleamrAir 

A  new  voluntary  program  from  the  U.S.  Environmental  Protection  Agency 
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irges  Duboeuf  2005 

urie  Flower  Label 

oints.  Duboeuf  is  the  emperor  of 

ujolais,  and  this  one  has  a  beautiful, 

y  taste  of  black  cherries  and  an 

insive  mouthfeel.  It  is  a  fruit-forward 

/d-pleaser.  $12 

)rn-Clarke  2005  Shiraz 

ra  Barossa 

oints.  This  is  a  heady,  full-flavored, 

purple  wine  that  saturates  the  mouth. 

1  stand  up  to  just  about  anything  you 
N  on  the  grill  and  will  deliver  plenty  of 
no  matter  how  much  mustard,  ketchup, 
eradish,  or  spice  you  put  on  the  dish.  $13 

ias  El  Cep  Marques  de  Gelida 
t  Exclusive  Sparkling  White 

02  or  2003) 

oints.  This  Spanish  sparkler  offers  plenty 
asty  brioche,  apple  skin,  and  white  peach 
acteristics.  It's  a  perfect  palate-cleanser, 
an  absolute  steal.  $14 

Garrigues  2005  Cotes  du  Rhone 
ee  Romaine 

oints.  Made  mainly  from  old-vine 
ache,  this  is  an  inky-purple-colored 
with  a  knockout  perfume  of  melted 


GRILL  FRIEND 

Les  Garrigues 
boasts  smoky, 
meaty  notes 

L 
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licorice,  roasted  meats,  black  cherries,  and 
jam.  Hints  of  roasted  herbs  and  smoky, 
meaty  notes  make  it  an  ideal  wine  for  grilled 
foods.  $15 

Falesco  2005  Merlot  dell'Umbria 
89  points.  If  you're  grilling  steak  in  the 
Florentine  style  (brushed  with  olive  oil), 
select  a  wine  from  central  Italy  such  as  this 
merlot.  It  boasts  a  deep  ruby/purple  color 
and  a  big  sweet  nose  that  includes  mocha. 


espresso  roast,  and  loads  of  black 
cherry  fruit.  $16 

Monti  2005  Montepulciano 
d'Abruzzi 

89  points.  This  wine  is  a  perfect 
match  for  charcoal  and  wood-fired 
food,  because  it  tastes  as  if  it  emerged 
from  scorched  earth.  It  displays  an 
inky-purple  color  and  huge,  almost 
volcanic  notes  of  fire,  roasted  meat, 
licorice,  and  truffles.  $16 

Caggiano  2004  Aglianico 
Arpinia  Tauri  Campania 
88  points.  This  wine  from  southern 
Italy  seems  to  have  been  created  to 
be  enjoyed  with  outdoor  cooking.  A 
dense  ruby/purple-colored  wine,  it 
has  loads  of  sweet  black  fruits  mixed  with 
charcoal,  spice,  and  a  hint  of  mint.  $17  ■ 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  ttiousands  of  tasting  notes,  buyliis  books,  or 
subscribe  to  his  newsletter  The  Wine  Advocate. 

Wines  rated  from  96-100  are  extraordinary; 
90-95,  excellent;  80-89,  above  average  to 
very  good. 


BARE  FACT: 

Lunchtime  doesn't 
necessarily  mean 
time  for  lunch. 


New  from  Balance. 
Bare. 

Crunchy  oats,  peanuts  and 
whole  grains  on  the  top. 
Peanut  buttery  layer  on  the 
bottom.  13  grams  of  protein 
for  energy.  And  in  a  variety 
of  delicious  flavors. 


■T          yt 
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PersonalFinance  I  Advisers 


The  Angst 

OfNewiound 

Riches 

Wealth  can  be  overwhelming.  Now  there's  a  new 
breed  of  counselor  to  help,  bysusanberfield 


WHEN  THOMAS  AND  JOAN  came  into  some 
money,  $30  million  to  be  precise,  they  were 
overwhelmed,  and  not  in  a  good  way.  "We 
were  shell-shocked,  embarrassed,  and  kind 
of  miserable  instead  of  being  overjoyed," 
Thomas  says.  This  dramatic  turn  in  their 
affairs,  which  resulted  from  the  sale  of  a 
private  company  in  which  Joan  held  a  sizable  stake,  left  the  couple  suf- 
fering from  a  clear  case  of  "sudden  wealth  syndrome."  So  they  turned 
to  James  Grubman,  a  psychologist  who  works  with  several  financial 
advisory  firms,  including  theirs,  for  help.  "We  couldn't  talk  with  anyone 

else.  The  stresses  money  brings  on  are  not  purpose  when  you  suddenly  don't  have  to 

particularly  sympathetic,"  says  Thomas.  strive  anymore,"  says  Thomas  (a  pseud- 

Grubman  counseled  them  not  to  make  onym,  as  with  all  the  clients  in  this  story), 

any  decisions  about  the  money  or  their  "Jim  guarantees  that  we  will  feel  difFer- 

work  lives  for  one  month.  "You  lose  your  endy  about  all  of  this  in  a  year.  So  far  he's 


P 


been  very  accurate."  Early  on,  Grub 
helped  Thomas  resist  an  impulse  bvi 
piece  of  real  estate  he  thought  he  c^ 
build  luxury  homes  on,  which  he 
says  would  have  been  a  bad  investirijow 
The  psychologist  also  coached  the  co 
about  how  to  talk  to  their  kids  abou  i 
money  and  encourage  the  two  older  f 
to  continue  their  graduate  studies. 

We  all  know  that  money  is  an  emoti^me 
ally  charged  subject.  Families  disintegi 
over  it,  kids  go  astray,  friendships  ■Jeelqni 
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lied.  No  one  wants  to  talk  about  sala- 
inheritances,  or  windfalls,  and  having 
money  than  you  expected  can  seem 
St  as  difficult  as  having  less. 
Dw  more  well-off  people  want  their 
lological  concerns  about  money  ac- 
dedged  and  addressed.  And  number- 
Aing  planners,  looking  for  an  edge, 
iiewly  disposed  to  learning  how  to 
lome  right-brain-thinking.  Advisers 
small  but  grovnng  number  of  firms 
•eking  out  psychologists  experienced 


in  dealing  with  money  issues  to  counsel 
them  on  certain  cases,  and  sometimes 
work  directly  with  clients.  "Some  advisers 
understand  that  it's  a  helping  profession, 
like  health  care,  where  people  come  to 
you  for  what  you  know  but  want  you  to 
have  a  good  bedside  manner,  too,"  says 
Grubman,  who  also  teaches  a  course  on 
psychology  and  financial  planning  at  the 
McCallum  Graduate  School  of  Business  at 
Bentley  College  in  Waltham,  Mass. 

He  and  others  who  practice  whaf s 


called  wealth  counseling  believe  it  doesn't 
take  much  guidance  to  turn  a  highly  ana- 
lytical person  into  an  emotionally  intel- 
ligent one  as  well.  "Advisers  need  to  be 
trained  not  only  how  to  ask  questions,  but 
how  to  manage  their  own  anxiety  about 
asking,"  he  says.  "But  they  don't  need  to 
be  as  adept  at  it  as  you  would  think.  You 
just  have  to  be  able  to  listen,  put  clients  at 
ease,  express  support." 

Some  advisers  can't  imagine  probing 
the  emotional  lives  of  their  clients,  and 
certainly  there  are  therapists  who  don't 
think  the  advisers  should,  either.  As  Holly 
Isdale,  managing  director  of  Lehman 
Brothers  Wealth  Advisory  Services,  says: 
"My  role  is  not  to  get  into  why  your  moth- 
er hates  you.  But  I  will  ask  how  you  think 
about  your  wealth  or  how  you  introduce 
wealth  into  family  discussions." 

DETRIMENTAL  EFFECTS 

THE  MOST  CONSUMING  concern  for 
many  of  the  wealthy  is  how  to  dole  out 
money  without  spoiling  the  kids.  Roy  Bal- 
lentine,  whose  firm  Ballentine,  Finn  &  Co. 
in  Wolfeboro,  N.H.,  serves  the  ultrawealthy, 
tells  of  one  family  that  ran  into  trouble. 
The  oldest  son,  who  was  in  college  when 
his  parents  came  into  real  money,  was  un- 
affected: He  graduated  and  was  admitted 
to  an  MBA  program.  The  other  children 
seemed  to  lose  their  way.  The  second  son 
dropped  out  of  college;  the  youngest  was  a 
sophomore  at  age  21.  Their  relationships 
wdth  their  parents  deteriorated,  too.  "The 
parents  were  giving  the  kids  money  to  do 
whatever  they  wanted,  instead  of  having  to 
work  for  the  money.  They  thought  it  was 
character-building,  but  it  was  having  the 
opposite  eflFect,"  says  Ballentine. 

Afl:er  revievidng  the  parents'  finances. 


No  one  ever  daydreamed  their 
way  to  a  fruitful  retirement. 


Call  your  broker,  or  visit 
hartfordinvestor.com. 

Mutual  Funds 
401  (k) 

Annuities 
Life  Insurance 


Prepare  fo  Live" 


Hartford 
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PersonalFinance  IPOs 


he  realized  they  would  soon  be  facing  a 
$100,000  gift  tax  bill  as  a  result  of  their 
generosity.  That  prospect  made  devis- 
ing a  solution  all  the  more  urgent.  The 
parents  decided  to  diminish  the  kids'  al- 
lowances over  a  year,  then  set  goals  they 
would  have  to  achieve  to  tap  into  their 
trust  hands.  Even  then,  they  could  use  the 
money  only  for  specific  purposes.  "We 
coached  the  parents  about  how  to  explain 
the  situation  to  the  kids  so  it  doesn't  seem 
like  punishment,  that  these  changes  are 
going  to  help  their  relationships,"  says 
BaUentine,  who  has  hired  Grubman  to 
work  with  his  staff.  The  kids  got  it,  Bal- 
lentine  says.  "I  wouldn't  say  the  problem 
is  solved.  But  everybody  is  a  lot  happier." 

David  and  Carol,  clients  at  Lexing- 
ton Wealth  Management  in  Boston,  were 
also  contending  with  unexpected  wealth 
when  they  made  the  imusual  request  of 
their  adviser,  Michael  Tbcci,  that  he  be 
a  trustee  of  their  estate.  In  their  case, 
although  the  amoimt  of  money  was  con- 
siderable (they  have  a  net  worth  of  about 
$10  millon),  it  was  less  than  David's  two 
grown  daughters  thought  it  would  be.  A 
second-generation  family  business  had 
fallen  on  troubled  times,  and  David  sold 
to  the  first  buyer  who  happened  along. 
Then  came  another  distressing  turn  for 
the  daughters:  When  their  grandmother 
died,  her  money  went  to  their  father  and 
his  younger,  second  wife.  Disappointment 
and  fiiistration  hovered  over  the  family, 
unremarked  upon. 

Tlicci  had  been  coached  by  a  wealth 
counselor,  Szift-a  Birke,  about  how  to 
read  between  the  lines.  Before  he  orga- 
nized a  retreat  at  David's  lakeside  cabin 
to  discuss  the  famUy  finances  with  the 
daughters,  Tlicci  asked  his  cHent:  "Am  I 
at  liberty  to  scratch  the  scab  a  little  bit?" 
He  was.  He  eventually  asked  the  daugh- 
ters: "How  do  you  feel  that  your  grand- 
mother's money  went  to  your  father  and 
his  new  wife  instead  of  to  you?"  That 
led  to  tears  and  some  discomfort.  "Then 
the  daughters  said;  We  don't  want  to  be 
greedy,  but  it  makes  us  feel  like  you  care 
more  about  her  than  us.'  David  never 
knew  that,"  says  1\icci. 

Eventually,  David  and  his  adviser  fig- 
ured out  a  compromise  that  suited  ev- 
eryone. "It  was  easier  to  have  someone 
else  there,"  says  David.  "Mike  could  say 
some  things  that  would  have  been  more 
difficult  for  me  to  say."  ■ 


BusinessWeek  weefcencf 


TELEVISION:  For  more  on  psychologists  who  deal 
with  money  hang-ups.  watch  our  weekly  TV  show 
BusinessWeek  Weekend.  To  see  clips  or  find  your  local 
station  and  airtime.  go  to  businessweekweekend.com. 
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What  Works 
For  Hedge  Funds.. 

Might  work  for  copycats  not  subject  to  mutual  fur 
rules.  That's  the  plan,  anyway,  by  aaronpressmai 


THE  HEDGE  FUND  BOOM 
has  given  rise  to  a  host 
of  mutual  funds  and 
closed-end  funds  that 
mimic  hedge  fund  strat- 
egies. These  wannabe 
fiinds,  however,  wHl  al- 
ways be  just  that.  Under  the  law  that 
governs  them  but  not 
hedge  funds,  they  can't 
borrow  an  amount  ex- 
ceeding one-third  of 
their  assets.  That  limits 
their  ability  to  sell  short 
stocks  they  think  are 
going  to  fall  or  leverage 
up  on  those  they  think 
are  going  to  rally. 

Now,  there's  another 
way  for  individuals  who 
may  covet  hedge-fund- 
like returns  and  are 
willing  to  take  the  risk: 
buying  shares  in  com- 
panies that  invest  like 
hedge  funds. 

Greenlight  Capital 
Re,  which  went  public 
on  May  24,  is  one.  As 
a  reinsurance  company,  it  sells  insur- 
ance policies  to  other  insurers,  collects 
premiums,  and  invests  the  proceeds. 
Typical  reinsurers  invest  in  a  staid  port- 
folio of  bonds,  but  not  Greenlight.  Its 
money  is  managed  by  DME  Advisors, 
the  $4  billion  New  York  hedge  fund 
firm  run  by  David  Einhorn,  a  super- 
star manager  known  for  finding  deeply 
undervalued  stocks  and  highly  overval- 
ued stocks.  Einhom's  own  hedge  fund, 
which  opened  in  1996,  has  earned  an 
average  of  29%  a  year. 

To  run  the  Greenlight  account,  Ein- 
horn uses  both  long  and  short  strategies 
in  equities  and  corporate  bonds.  He  also 
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uses  fiatm-es  and  options  that  can  n 
nify  its  gains— or  losses.  The  port! 
beat  the  Standard  &  Poor's  500-s- 
index  handily  in  2005  and  2006.  The 
quarter  of  2007  was  not  good.  The  p 
foUo  lost  4%  whUe  the  S&P  rose  air 
1%,  but  it  bounced  back  in  April  wi 
3%  gain.  As  of  Mar.  31,  the  last  quart 
report,  Greenlight 
$250  million  in  long, 
sitions  and  $141  mil 
sold  short.  Of  coii 
Greenlight  is  still 
insurer,  and  losses^ 
pohcies  could  eat 
investment  gains. 

Greenlighfs  level 
looks  tame  compf 
vidth  that  of  Gyp 
Sharpridge  In\ 
ments,  a  real  estate 
vesment  trust  that  i; 
pected  to  go  public  . 
summer.  The  comf 
is  jointly  managed 
former  Fidelity  Im 
ments  bond  fund  n 
ager  Kevin  Grant, 
now  runs  a  mortg; 
backed  securities  hedge  fund,  and 
press  Group,  a  leveraged  buyout  firri 
For  now,  the  new  outfit  will  inve; 
prime  residential  mortgage-backed 
curities,  collateralized  debt  obligati 
and  other  asset-backed  securities.  Si 
mutual  fiinds  do  that,  too,  but  Gyp 
Sharpridge  will  be  doing  it  on  a  bi| 
scale,  pumping  up  its  portfolio  by 
rowing  fi^om  10  to  as  much  as  14  ti 
the  value  of  its  assets.  The  idea  is  to  n 
small  trading  gains  in  great  number. 
If  s  yet  to  be  shown  that  these  s 
of  companies  can  produce  hedge-fi. 
style  results.  Investing  in  them  sh( 
be  done  gingerly.  ■ 
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NYSE:  MHP 

mcgraw-hill.com 


By  2017,  there  will  be  200  million  students  in 
higher  education  around  the  world. 

As  the  knowledge  economy  takes  off  worldwide,  there  is  a  growing  demand  for  both 
traditional  and  non-traditional  education.  Which  translates  into  an  accelerated  demand  for 
cutting-edge,  online  learning  solutions.  The  kind  of  solutions  that  McGraw-Hill  Education 
offers  to  the  world  every  day.  Or  put  another  way,  when  markets  open,  economies  expand, 
people  prosper  and  McGraw-Hill  grows. 


>IANCIAL  SERVICES     ,     INFORMATION  &  MEDIA  EDUCATION 
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The  McGraw-Hill  Companies 

Open  Markets.  Open  Minds. 
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YUAN  BETS 

ETFs:THE 
ROAD  TO  CHINA 

NOW  THAT  BURTON  MALKIEL  has 

conquered  Wall  Street,  he  has  set  his 
sights  on  the  Great  Wall.  Malkiel,  author 
of  A  Random  Walk  Down  Wall  Street 
and  a  Princeton  University  economist, 
sees  China  as  a 
great  investment 
opportunity.  He  says 
investors  are  getting  a 
bargain  for  "the  most 
undervalued  currency 
in  the  world." 

Malkiel  (left) 
suggests  exchange- 
traded  funds  that 
focus  on  Chinese 
companies  trading 
in  Hong  Kong  and  New  York.  He  also 
recommends  ETFs  holding  shares  of 
companies  in  countries  that  are  China's 
major  trading  partners.  MaUdel's  strategy 
is  to  combine  the  SPDR  S&P  China  ETF 
vidth  the  Vanguard  Pacific  ETF. 

MaUdel's  From  Wall  Street  to  the  Great 
Wall:  How  Investors  Can  Profit  from 
China's  Booming  Economy  (WW  Norton) 
comes  out  in  December.     -Lauren  Young 
For  more,  go  to:  businessweek.com/investing/insights/blog/ 


STATE  LINES 

IN  DELAWARE 
WE TRUST 

YOU  MAY  OWN  a  vacation  house,  farm, 
ranch,  or  an  interest  in  a  privately  held 
company  or  a  family  limited  partnership 
you'd  like  to  put  into  a  trust  for  your  heirs. 
But  if  you  have  a  special  attachment 
to  these  investments,  you  may  also  be 
worried  the  trustee  would  sell  your  stake 
to  diversify  the  trust's  portfolio. 

That's  one  reason  why  a  growing 
number  of  donors  are  flocking  to 
Delaware  to  set  up  trusts.  The  state's 
"trust  adviser"  statute  allows  a  donor  to 
decide  when  the  assets  in  a  trust  can  be 
sold,  says  David  Diamond,  trust  officer 
at  JPMorgan  Private  Bank. 

The  law  isn't  new,  but  with  the  rise 
of  alternative  assets  in  investors'  hands, 
"we're  getting  a  good  deal  of  business 
this  way,"  Diamond  adds.  Other  states 
have  similar  statutes,  but  only  Delaware's 
has  withstood  a  court  challenge,  says 
Diamond.  -Anne  Tergesen 
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CLOSED-END  FUNDS 


The  New  Exotics 
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IN  PURSUIT  OF  EVER  HIGHER  YIELDS,  managers  of  closed-end  ftinds  are  getting 
downright  creative.  They've  launched  17  new  funds  so  far  this  year,  some  of 
which  are  built  around  exotic  investments  commonly  used  by  hedge  funds  and 
institutional  investors.  One  such  investment  is  a  total  return  swap,  in  which  theq||)oii 
fiind  cashes  in  if  the  underlying  stock  goes  up,  and  owes  money  to  an  investmer 
bank  if  it  doesn't.  Another  is  catastrophe  bonds.  Issued  by  insurance  companieel  la 
they  pay  a  plump  interest  rate  unless,  say,  a  catastrophic  hurricane  hits,  and  theij  jtnl 
they  may  not  pay  anything  at  all. 

The  new  funds  sport  initial  yields  of  9%  or  10%,  which  has  made  them  big  seAye 
The  average  fund  IPO  this  year  is  $820  million,  up  62%  fi-om  last  year  (throughti 
15).  Mariana  Bush,  a  closed-end  fund  analyst  at  Wachovia  Securities,  warns  that  it 
"risks  are  greater  than  they  appear."  Exotic  assets  can  always  blow  up,  but  the  i 
common  risk  is  capital  erosion.  That's  what  happens  when  a  fiand  maintains  a  1 
payout  even  as  its  investments  fail  to  produce  enough  income  to  support  it.  Soni^ea 
the  fat  yield  coming  back  to  you  is  your  own  money.  -Aaron  Press 


1st 

Iff! 


CALMER  WATERS 


When  the  stock  market  gets  rocky,  investors  seek  the  relative  safety  of  high-dividend  stocks.  The  best  c 
have  good  prospects  for  dividend  growth  and  stock  appreciation.  Here  are  some  recommendations  fro 
Dow  Theory  Forecasts,  an  investing  newsletter  (dowtheorycom).  You  can  research  these  stocks  further 
the  Company  Insight  Center  at  businessweek.com. 


COMPANY 


SYMBOL 


PRICE 
Asof  JunelS 


YIELD 


Bank  of 
America 
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$49.91 


4.5% 


Citigroup 


$53.96 
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rsonalFinance  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

MANY  SEE  A  BUMPER  CROP  FOR  JOHN  DEERE  FARM  IMPLEMENTS- 
HOW  DOCUMENT  SECURITY  HELPS  SPOT  FORGERS  AND  FAKES. 
A  CLEVELAND  BIOLABS  COMPOUND  MAY  KEEP  RADIATION  AT  BAY. 
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Deere  Plowing  Ahead? 

1  wo  OPPOSING  VIEWS  ARE  IN  a  tug-of-war  over 
Deere  (DE),  the  world's  largest  maker  of  agricultural 
equipment  (page  76).  The  party  is  over,  argue  the  bears, 
t  a  stock  surge  from  68  in  August  to  121.97  on  June  20.  Not 
ay  the  bulls.  "The  good  news  has 
started,  and  we  see  the  stock  at  MORE  THAN 

j  n  12  to  15  months,"  says  William  KNEE-HIGH 

lisch  at  hedge  fund  Peconic 
I  lers,  which  owns  shares.  Farm 
I ;  will  pick  up  in  the  second  half 
use  of  strong  global  demand  for 
an  and  animal  food,  he  says,  and 
nol  will  keep  boosting  com  sales, 
jmers  will  need  more  tractors 
;uch,  figures  Hamisch.  Deere  also 
ufactures  in  China  and  recendy 
;d  to  buy  a  big  maker  of  low- 

2power  tractors  in  Southern  China.  Robert  Wertheimer  of 
Ijan  Stanley  says  his  "outperform"  rating  on  Deere  is  based 
iview  that  "we  are  in  the  beginning  of  a  multiyear  boom 
Iricultural  equipment,  and  that  Deere  is  well-positioned  to 
the  industry."  He  expects  com  prices  will  remain  high  for 
•al  years  and  forecasts  operating  income  peaking  in  2010— 
till  "very  strong  through  2012."  Goldman  Sachs  rates 
e  a  buy  and  raised  its  fiscal  2007  eamings  estimates  from 
5  a  share  to  $7,  and  for  2008  from  $9  to  $9.20  because  of 
iiger  gear  sales  volume  and  better-than-expected  second- 
ter  eamings.  Deere  earned  $6.35  in  2006. 

icument  Security: 
Deadeye  for  Knockoff s 

^w  N  JUNE  14,  COLGATE-PALMOLIVE  warned  that  it 
■found  fake  toothpaste  in  bogus  packages.  If  s  part  of  a 

w '  rise  in  counterfeit  packaging  that's  attracting  investors 
)cument  Security  Systems  (DMC).  The  company  has  nine 

I  ited  technologies  to  help  protect  documents  and  printed 
( nets  from  brand  and  security  fakers.  "The  jump  in  such 

V  terfeiting  has  called  attention  to  Document,  which 
t  alizes  in  optical  deterrents  that  many  companies  and 
'^  nments  have  started  vising,"  says  Otis  Bradley  of  Gilford 
(  ities,  who  rates  the  stock  a  "strong  buy."  Document 
>  le  leading  technology  against  counterfeiting  and 
c  Id  see  sales  of  $200  million  in  five  years,  says  Vincent 

II  no,  president  of  Brookhaven  Capital  Management, 


A  RISING  NEED 
FOR  SECURITY 

STOCK  PRICE  (DOLLARS) 
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which  owns  shares.  Its  stock,  now  at 
12.41,  should  hit  50  in  two  years,  he 
adds.  In  May,  Document  teamed  up 
with  Graphic  Packaging,  a  Big  Board- 
listed  multibillion- dollar  provider 
of  paperboard  for  packaged  food 
companies,  to  use  its  Authentiguard 
Technology.  Charles  Brignac, 
Graphic  marketing  manager,  says 
customers  want  more  protection  from 
counterfeiting  and  brand  fraud. 

A  Defense  Partner  At 
Cleveland  BioLabs 

THE  MILITARY  may  be  the  first  customer  of  littie-known 
Cleveland  BioLabs  (CBLI)  for  its  radiation  protection 
compound  called  Protectan  or  CBLB502.  The  company 
had  responded  to  a  Defense  Dept.  Request  for  Proposal  in 
April.  "It  is  likely  Cleveland  BioLabs  will  get  a  government 
contract  for  its  product  by  summer's  end,"  says  Stephen 
Brozak  of  WBB  Securities,  who  rates  the  stock  a  buy.  It  has 
rocketed  from  4.80  in  September, 
when  it  was  first  featured  in  this 
column,  to  10.59  on  June  20.  Brozak 
says  no  other  product  offers  the  same 
level  of  protection  from  radiation 
exposure.  CEO  Michael  Fonstein  says 
Protectan  has  the  ability  to  mitigate 
the  damaging  effects  of  ionizing 
radiation  on  the  gastrointestinal 
system  and  shows  significant  survival 
benefits  suited  to  the  Defense  Dept.'s 
requirements.  Brozak  says  the  contract 
could  go  as  high  as  $200  million 

based  on  similar  awards.  Walter  Schenker  of  Titan  Capital 
Management,  which  owns  shares,  says  Protectan  has  shown 
effectiveness  against  radiation  when  applied  two  hours  prior 
to  exposure  or  up  to  eight  hours  after.  U 


BusinessWeek  .com 


ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  than 
350,000  companies— public  and  private— worldwide.  Find  the  best  company 
resource  on  the  free  Web  at  investing.businessweek.com 

Gene  Marcial's  Inside  Wall  Street  is  posted  at  businessweek.com/investor  at  5 
p.m.  EST  on  the  magazine's  publication  day,  usually  Thursdays, 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  virith  them. 
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PersonalFinance  Figures  of  the  Week 


STOCKS 

S&P500 

JUNE     DEC.     JUNE  JUNE  14-20 
1540,  I  ,  I 1550 


COMMENTARY 

After  some  fits  and  starts,  the 
markets  ended  up  right  back 
where  they  began,  overcome  by 
fear  of  record  bond  yields  and 
a  drop  in  oil  prices.  Among  the 
worst;  Wendy's  International, 
which  fell  7.9%  on  news  that 
the  fast-food  chain  lowered 
forecasts  for  the  year.  General 
Motors'  stock  rose  10%  on 
rumors  of  a  potential  deal 
between  Delphi  and  the  UAW. 

Data:  Bloomberg  Financial  Markets,  Reuters 

MUTUAL  FUNDS 

4-WEEK  TOTAL  RETURN 

WEEK  ENDED  JUNE  20 

■  SiP  500  HU.S.  DIVERSIFIED  ■  ALL  EQUITY 


1 


0  12  3 


52-WEEK  TOTAL  RETURN 

WEEKENDED  JUNE  20 

■iS&PSOO  ai  U.S.  DIVERSIFIED  MALL  EQUITY 


%  5         10        15        20        25 

Data:  Mormngstar  Inc. 


THE  WEEK  AHEAD 


NEW-HOME  SALES  Tuesday,  June 
26,  JO  a.m.  EDT  »New-home  sales 
are  forecast  to  have  eased  to  an 
annual  rate  of  0.94  million  in  May. 
That's  the  forecast  by  economists 
surveyed  by  Action  Economics. 
Sales  in  April  rose  to  a  better-than- 
expected  pace  of  0.98  million. 
CONSUMER  CONFIDENCE 
Tuesday,  June  26, 10  a.m.  EDT 
»The  Conference  Board's  June 
consumer  confidence  index  likely 
slipped  to  106.3,  from  108  in  May 


U.S.  MARKETS 

JUNE  20 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&PSOO 

mr- 

""^GT 

6.7 

22.0 

Dow  Jones  Industrials 

13,489.4 

0,1 

8.2 

22,9 

NASDAQ  ComposHe 

2600.0 

0.7 

7.6 

23.4 

S&P  MidCap  400 

899.4 

0.0 

11,8 

24,0 

S&PStnallCap600 

435,2 

0.8 

8.8 

22.6 

DJWIIshlreSOOO 
SECTORS 

15,248.6 

-0,1 

73 

22,7 

BusinessWeek  50* 

863.9 

-0.5 

8.2 

23.9 

BW  Info  Tech  100" 

489.8 

2.7 

9.5 

34,7 

S&P/Cltigroup  Growth 

693.8 

0.0 

6.3 

20.6 

S&P/Cltlgroup  Value 

817,7 

-0,3 

70 

23,3 

S&P  Energy 

527.2 

0.2 

15.7 

38.4 

S&P  Financials 

4971 

-1,2 

0,4 

16,5 

S&P  REIT            ^m 

Wit'  1870 

-3.6 

-5.9 

14.6 

S&P  Transportation 

282.0 

0.3 

6,9 

5,0 

S&P  Utilities 

198.8 

-1.5 

6.6 

23.3 

GSTI  Internet 

224.1 

3,2 

12,2 

32,2 

PSETeclmology 

948.2 

0.6 

8.3 

21.7 

GLOBAL  MARKETS  june2o 

S&P  Eura  Plus  (U.S.  Dollar)  22^7?' 

London  (FT-SE 100)  6649,3 

Paris  (CAC  40)  6093.3 

Frankfurt  (DAX)  8090,5 

Tokyo  (NIKKEI  225)  18.211.7 

Hong  Kong  (Hang  Seng)  21,684,7 

Toronto  (S&iVTSX  Composite)  13.978.2 

Mexico  City  (IPC)  31,550  8 


%CH 
YEAR  TO 
WEEK  DATE 

•"-TEr- 11,9 


1,4 
2.7 
5.3 
2.7 

5,4 
0.9 

-1,0 


6,9 
10,0 
22,6 

5,7 

8,6 
8.3 

19,3 


•Match  19, 1999=1000   "February  7,  2000=1000 


FUNDAMENTALS 

S&P  500  Dividend  YIeid 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Revision* 

TECHNICAL  INDJCATORS 

S&P  500  200-day  average 

Stocks  above  200-day  average 

Options:  Put/call  ratio 

Insiders:  VIckers  NYSE  Sell/buy  ratio 


JUNE  19         WEEK  AGO      Y 

1.75%        1.79%     1. 

175 
15.3 
0.77%      0 

•Firs 


18,1 

15.8 

0.31% 


JUNE  19 

1421.5 

69,0% 
0.78 

5,38 


WEEKAGO     Yjt- 

1415.9  P9| 

66,0%  Ne ' 

0.96  P^ 

5.68  Neg 


BEST-PERFORMING 
GROUPS 


LAST 

MONTH  % 


LAST  12 

MONTHS  °; 


Photographic  Products 

19.1 

Tires  &  Rubber 

208.6 

Divsfd.  Metals  &  Mining 

14,3 

Divsfd.  Metals  &  Mining 

100.0 

Genl.  Merchandise  Chains 

78 

Fertilizers  &  Ag.  Chems. 

73.5 

Automobiles 

74 

Internet  Retailers 

61,8 

Internet  Retailers 

73 

Constr.  Materials 

50.5 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                             %         52-WEEKTOTAL  RETURN 
LEADERS                                                          LEADERS 

% 

Pacific/Asia  ex-Japan  Stk. 

70 

Latin  America  Stock 

88.9 

Latin  America  stock 

5.9 

Pacific/Asia  ex-Japan  Stk. 

65,9 

Diversified  Emerging  Mkts. 

5.1 

Diversified  Emerging  Mkts 

56.4 

Diversified  Pacific/Asia 

LAGGARDS 

4,8 

Foreign  Small/Mid  Growth 

LAGGARDS 

39.7 

lj>ng  Government 

-2.7 

'Bear  Market 

-21.0 

Specialty-Utilities 

-2  4 

Muni  Single  state  Short 

27 

Long-Term  Bond 

-1.6 

Muni  National  Short 

3.0 

Bear  Market 

-1.5 

Muni  National  Interm. 

31 

GROUPS 

MONTH  % 

K' 

Agricultural  Products 

-9.3 

Gold  Mining              |( 

Multi-Utilities 

-9,1 

Agricultural  Products 

Electric  Utilities 

-8.9 

Home  Furnishings 

Retail  REIT's 

-8,4 

Electric  Mfg.  Svcs. 

Leisure  Products 

-7.9 

Computer  Retailers      M 

JUNE  20        WEEKAGO 


EQUITY  FUNDS 

J-WEEK  r,3Tj|_  pcTijpN, 
LEADERS 

Fidelity; 
Fidelity, 
Fidelity  I 
Fidelity , 

LA6GARCI 

PnRks.1 

ProFund 
DireXn. 

ProFunds  Utilities  Svc.  -81 


Fidelity  Advisor  Korea  1 

12.2 

DireXn.  Lat  Am.  Bun  2X  Irk  209.0 

Fidelity  Advisor  Korea  T 

12  2 

ProFunds  UltraEmrg.  Mkts.    140  5 

Fidelity  Advisor  Korea  A 

12.2 

PioNs.  UlliaEmig.  MUs.  S«c.  138.0 

Fidelity  Advisor  Korea  C 

LAGGARDS 

12,1 

DireXn.  Emrg.  Mkts.  Bull  2X   119.3 

LAGGARDS 

PnRts.URSh.Emig.  Mkts.  Sw. 

-11.4 

Ameritor  Investment         -66.7 

ProFunds  UltSh.  Emrg.  Mkts. 

-114 

ProfttiUltSh.  Emrg.  MkK  Svc    65  7 

DlreXn.Dev.  Mkts.  Bear  2X 

-93 

ProRindsUltSh.  Emrg.  Mkts.  -65.4 

52-WEEK  TOTAL  RETURN 
LEADERS 

DireXn.  Li 

ProFunds 

ProMsUl 

DireXn.  Ei 

LAGGARDS 

Ameritor 

ProfttiUK 
ProRinds 

DireXn.  Emrg.  Mkts.  Bear  2X    62  2 


INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  t 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


4.87% 

4.86%  1 

4.74 

4,65 

4.96 

5.07     . 

5.12 

5.20 

5.23 

5.28 

6.57 

6.68 

tBsnx 

lO-YR  BOND 

30-Yl 

General  Obligations 

4.15% 

I 

Taxable  Equivalent 

5.93 

( 

Insured  Revenue  Bonds 

4.29 

. 

Taxable  Equivalent 

6.13 

1 

x 

:: 


lU 


DURABLE  GOODS  ORDERS 

Wednesday,  June  27,  8:30  a.m., 
EDT  » Durable  goods  orders 
probably  held  steady  in  May  after 
a  solid  0.8%  gain  in  April. 
FOMC  MEETING  Wednesday,  June 
27-28,  9  a.m.  EDT  »The  Federal 
Open  Market  Committee  meets 
for  a  two-day  monetary  policy 
meeting.  Every  economist  polled 
by  Action  Economics  expects  the 
Fed  to  maintain  the  fed  funds 
interest  rate  at  5.25%. 


CONSTRUCTION  SPENDING  Friday 
June29,  JO  a.m.  EOT » Building 
outlays  in  May  probably  edged 
up  by  0.1%  for  a  second 
consecutive  month. 
PERSONAL  INCOME  Friday  June 
29,  8;30  a.m.,  EOT" » Personal 
income  is  expected  to  have 
jumped  by  0.6%  in  May  after 
a  0.1%  dip  in  April.  Consumer 
spending  most  likely  posted  a 
solid  gain  of  0.6%,  following  an 
April  increase  of  0.5%. 


The  BusinessWeek  production  ii 
climbed  to  305.7  for  the  wfeek  er- 
June  9  and  stood  8.8%  above  th 
year-ago  level.  Before  calculation 
the  four-week  moving  average,  t ' 
index  increased  to  310.7. 


Bii.sinessVVcek  .com 


ONLINE:  The  Company  Insight 
Center  lets  you  dig  into  data  01 )  ij; 
than  350,000  companies— pul  j 
and  pnvate— worldw/ide.  Findtl  '^'' 
company  resource  on  the  free 
at  investlng.businessweek.cor 


For  the  BW50.  more  investmei 
data,  and  the  components  of 
the  production  index  visit 
businessweek.com/extras 
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special  advertising  section 


Expert  Insights 

Reports  on 
Mobile  Communication 
&  VoIP  Phone  Service 


read  full  reports  and  related  information,  go  to  tfie  liniis  listed  below  or  visit  www.expert-insigtits.com 


nC  pioneers  seamless  WiFi-cell 
iming,  cuts  mobile  costs 


;es  enabling  workers  to  communicate 
)-workers,  customers  and  partners  while 
cm  the  office  today  are  typically  rationed 
ect  group  of  employees  -  so-called  road 
s  such  as  sales  reps  and  senior-level  exec- 
According  to  Yankee  Group,  nearly  100 

of  enterprise  employees  are  assigned  a 
lone.  However,  less  than  30  percent  are 
.  mobile  phone.  Only  five  percent,  are 
ad  with  mobile  email. 

(mobile-to-mobile    convergence)    is 
g  these  mobile  statistics. 

is    a    converged-mobile    technology, 
ransforms  today's  ordinary  concept  of  a 

into  a  multi-mode  device  (WiFi  and 


cellular)  capable  of  mobilizing  any  worker  as 
well  as  their  desktops. 

In  addition  to  seamless  roaming,  MMC  grants 
any  mobile  worker  access  to  enterprise  applica- 
tions such  as  email,  presence,  IM,  PBX  functions 
and  CRM. 

MMC  is  mobile-network-,  handset-,  PBX-, 
WLAN-  and  carrier-agnostic  and  lets  enterprises 
extend  the  flexibility,  convenience  and  respon- 
siveness of  mobile  communications  to  the  entire 
workforce.  This  is  most  important  for  workers 
who  frequently  perform  job  functions  away  from 
their  desks,  but  who  still  need  to  be  available. 

For  example,  a  physician  carrying  an  MMC- 
enabled   handset  can   initiate  a  call   from  his 


home  WLAN,  and  then  seamlessly  roam  to  cel- 
lular in  order  to  continue  his  call  while  driving 
to  the  hospital.  He  can  even  continue  his  call, 
without  interruption,  when  he  enters  the  hospi- 
tal where  there  is  no  cell-signal  available. 

The  roaming  experience  is  seamless  for  the 
physician,  meaning  no  manual  intervention  is 
required  for  his  call  to  handoff  between  net- 
works (WiFi  and  cellular),  nor  will  his  call  drop 
when  making  the  switch.  At  the  same  time,  the 
cost  of  mobilizing  this  physician  has  been  great- 
ly reduced  by  relying  more  on  WiFi  for  commu- 
nication and  less  on  carrier  services. 

MMC  is  letting  companies  around  the  world 
and  millions  of  end  users  reap  the  benefits  of 
mobilizing  business  apphcations  while  decreas- 
ing carrier  costs.  With  MMC,  enterprises  can 
realize  ROI  within  six  months. 


To  read  the  full  report,  go  to 

www.expert-insights.com/divitas.asp 


r        isi  E 


DIVITAS 

T    W    O    R    K    S 


DiVitas  Networks  mobilizes  enterprise  business  applications  such  as  voice,  PBX,  IM  and  email  seamlessly  over  any 
network  (WiFi,  Public  WiFi  or  cellular)  by  taking  advantage  of  disruptive  technologies  such  as  WiFi,  the  Internet,  and 
dual-mode  phones.  DiVitas  is  the  first  company  to  enable  such  mobile-to-mobile  convergence,  while  giving  the  enter- 
prise or  small  to  medium  business  complete  control  of  its  mobile  communications  system. 
Mountain  View,  CA,  650-625-1900,  www.divitas.com 


¥  VoIP  Phone  Service  Can 

fe  Your  Small  Business  a  Bundle 


businesses  are  faced  with  a  difficult  task 
.  comes  to  selecting  or  upgrading  their 
munications  system.  The  economics  of 
g  m  traditional  premise-based  PBX  solu- 
ften  precludes  many  companies  from 
ig  a  system  that  is  feature-rich  and  can 
their  potential  growth. 
,  new  telecommunications  technology 
/oice  over  Internet  Protocol  (VoIP)  is 
I  small  businesses  to  secure  the  features 
.ctionality  of  a  sophisticated  PBX  phone 
for  a  fraction  of  the  cost  by  using  the 
(instead  of  the  PSTN)  to  carry  voice 
ast  as  it  does  data  traffic.  This  enables 
ion  with  web-based  applications  and  the 


delivery  of  calling  features  that  would  be  impos- 
sible using  traditional  telephone  networks. 
More  importantly,  significant  cost  savings  can  be 
realized  as  voice  now  becomes  just  another  form 
of  data. 

These  cost  and  performance  efficiencies  are 
motivating  many  small  businesses  to  turn  to 
hosted  VoIP,  or  IP-PBX,  services  for  their  teleph- 
ony needs.  Hosted  IP  PBX  services  make  all  of 
the  traditional  PBX  features  available  to  a  busi- 
ness while  a  VoIP  service  provider  owns,  man- 
ages and  updates  the  service.  As  a  result,  com- 
panies no  longer  need  to  make  a  large  capital 
investment  in  expensive,  on-site  PBX  hardware 
and  can  further  benefit  from  flat  rate  unlimited 


monthly  calling  plans  typically  offered  by  VoIP 
phone  service  providers.  Features  made  possible 
by  a  hosted  VoIP  phone  system  include  auto 
attendants,  voicemail  to  e-mail  forwarding,  and 
follow  me/find  me,  integration  with  conference 
applications,  music  on  hold,  ring  groups,  built- 
in  disaster  recovery  (phones  can  be  redirected 
instantly  to  another  location),  online  account 
management  (including  moves,  adds  and 
changes)  and  more. 

Perhaps  best  of  all,  a  hosted  IP-PBX  phone 
system  empowers  small  businesses  to  incorpo- 
rate remote  workers  or  branch  offices  under  a 
single  phone  system  that's  accessible  from  any 
worldwide  location,  providing  unmatched  flexi- 
bihty,  scalability  and  dramatically  reduced  total 
cost  of  ovmership  (TCO). 


To  read  the  full  report,  go  to 
www.expert-instghts.coin/pacfcet8.asp 


VoIP  service  provider  8x8,  Inc.  (Nasdaq:  EGHT)  offers  Packets  Virtual  Office  hosted  IP-PBX  phone  services  for  small  and 
medium  sized  businesses.  Virtual  Office  delivers  unlimited  local  and  long  distance  calling  in  the  United  States  and  Canada 
along  with  complete  PBX  functionality  for  just  $49.99  per  month  per  extension.  For  information,  go  to  www.packet8.net  or 
?rnet  Phone  Service     call  1-866-787-8620. 
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Proven  RFID  System  Prevents  Costly 
Data  and  IT  Asset  Loss 


Theft  and  loss  of  computer  equipment  and 
sensitive  corporate  and  customer  data  is  increas- 
mg  at  alarming  rales — with  devastating  conse- 
quences. Beyond  the  cost  of  replacing  lost  or 
stolen  equipment,  companies  face  the  stagger- 
ing financial  losses  associated  with  loss  or  theft 
of  proprietary  data,  averaging  $356,000  per 
mcident  (2005  Computer  Security  Institute/FBI 
Annual  Computer  Crime  and  Secunty  Survey). 
With  legislation  and  regulations,  such  as 
Sarbanes-Oxley  and  HIPAA,  and  compliance 
requirements  of  state  privacy  laws,  companies 
must  show  due  diligence  by  taking  proactive 
steps  to  prevent  "foreseeable"  types  of  incidents. 

Until  recently,  companies  have  had  very  few 


options  to  monitor  the  location  of  their  data 
tapes  and  IT  assets.  However,  new  advances  m 
RFID-based  (Radio  Frequency  Identification) 
wireless  solutions  provide  companies  with  real- 
time tracking  and  monitoring  to  prevent  loss  of 
Datacenter  and  IT  assets.  This  new  technology 
offers  tracking  and  monitoring  with  RFID  tags 
that  integrate  with  existing  systems  to  provide 
instant  alarms  and  notification  when  unautho- 
nzed  access  or  removal  occurs. 

This  RFID-based  technology  now  offers  a 
hybnd  combination  of  multi-directional  dual- 
active  and  passive  tags,  in  conjunction  with 
legacy  software,  to  identify  every  specific  laptop, 
data  tape,  or  IT  asset  by  attaching  RFID  tags  to 


each  unit.  If  unauthorized  movemen' 
the  tags  automatically  activate  and  tr 
wireless  message  to  a  small,  unobtrusiv 
er  connected  to  an  existing  security  systf 
ing  personnel  to  take  prompt  action  an 
proper  "chain  of  custody"  tracking  and 
ability.  RFID  systems  can  also  monitc 
inventory,  personnel,  and  off-site  fac 
give  greater  visibility  into  organizationa 

With  these  recent  advancements 
active  RFID-enabled  asset  tags,  industr 
tations  have  been  raised  for  securing, 
ing,  and  tracking  Datacenter  and  IT  as: 
loss  or  theft.  With  the  implementation 
systems,  companies  can,  for  the  first  ti 
significantly  reduce  the  costly  and  bra 
aging  effects  from  theft  or  loss  of  their 
data  and  IT  assets. 


To  read  the  full  report,  go  to  { 

www.expert-insights.com/mediarecovetj 


media  recovery 

Datacenter  products  and  services 


Media  Recovery  specializes  in  Datacenter  products  and  services  and,  along  with  the  MRI  family  of  companies,  provides  ser 
two-thirds  of  the  Fortune  100  and  over  half  of  the  Fortune  1000.  Axcess  International  Inc.  provides  RFID  solutions  for  enti| 
asset  management,  physical  security  and  productivity,  and  supply  chain  efficiencies.  Media  Recovery,  in  collaboration  with 
International  Inc.,  delivers  DatacenterTrak™,  an  asset  and  facility  management  program  that  allows  organizations  to  autoni 
ly  identify,  track,  monitor,  and  protect  enterprise  assets.  Contact  Jim  Ferguson  at  800-688-2414  or  jferguson@mediarecovrt 


Virtualization  Falls  Short  Without 
Performance  Management 


Data  center  managers  face  big  pressures  -  to 
cut  costs,  enable  disaster  recovery,  reduce  power 
consumption,  and  streamline  application 
deployment.  To  address  these  challenges,  server 
virtualization  tools  are  being  tested  within  most 
enterprises.  For  non-critical  services,  it  is  rela- 
tively easy  to  deploy  virtualization  products  and 
immediately  achieve  better  results  and  initial 
cost  benefits.  However,  the  prohferation  of  vir- 
tual machines  adds  significant  complexity  to  an 
already  complex  environment.  Wide-scale  use 
of  virtualization  poses  significant  new  problems: 

First,  companies  want  to  ensure  that  "virtual 
machine  sprawl"  does  not  replace  "server 
sprawl"  as  an  even  greater  headache.  A  unified 


view  across  the  server  farm,  both  virtual  and 
physical,  will  ensure  that  unused  virtual 
machines  can  be  identified  so  physical  capacity 
can  be  repurposed. 

Second,  most  server  farms  are  very  heteroge- 
neous, comprised  of  many  hardware,  OS,  and 
agent  configurations.  Knowing  what  to  virtual- 
ize  requires  an  accurate  picture  of  free  capacity 
across  diverse  servers  —  a  "normalized,"  single 
pane  of  visibility  This  involves  the  collection  of 
thousands  of  metrics  and  the  ability  to  perform 
complex  calculations.  In  a  large  environment 
this  cannot  realistically  be  undertaken  manually. 

Third,  it's  important  to  know  how  the  target 
application  uses  bandwidth  and  sender  capacity 


to  ensure  that  the  proposed  change  will 
atively  impact  performance.  A  long-ten 
of  application  usage  is  also  needed  t 
that  the  new  host  will  accommodate  gi 

Finally,  virtualization  increases  the 
change.  Avoiding  disruption  to  users 
the  abihty  to  see  whether  the  networl* 
nents  surrounding  the  server  are  fui 
properly  -  and  to  immediately  detect  i 
changes  as  they  occur.  This  means  havi 
time  pulse  on  switch  ports,  load  balan 
firewalls. 

Achieving  the  full  cost  savings  and  o' 
efits  of  virtualization  requires  the  right 
ment  solution.  At  its  heart  must  be  a 
performance  product  offering  real-time 
torical  data,  cross-silo  visibility,  and  tl 
to  manage  heterogeneous  systems. 


To  read  the  full  report,  go  to 
www.expert-insigtits.com/infovista^sp  f 


/fc^Tnf  nAf     ♦    •    '"^°^'^*^'^  award-winning  performance  management  solutions  enable  the  IT  organization  to  ensure  service  perfoi 
/yy^  iniu  w  IS  13,    guality,  and  reliability  across  the  distributed  enterprise.  Driven  by  a  uniquely  adaptive  and  real-time  technology  four 
InfoVista  solutions  improve  business  effectiveness,  reduce  operating  risk,  lower  costs,  increase  agility  and  create  c 
tive  advantage.  Over  one  third  of  the  the  world's  largest  public  corporations  and  eighty  percent  of  the  world's  largest  service  providers  as  rai#fj 
Fortune®,  rely  on  InfoVista  to  enhance  the  business  value  of  their  technology  assets.  Please  visit  us  at  www.infovista.com. 
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2  Holiday  Rush  is  Just  Around  tlie 
rner  ■  Are  You  Ready? 


holiday  season  is  shaping  up  to  be  the 
I  record  for  e-tailers  and  telecommunica- 
oviders.  With  on-line  purchases  expect- 
;ach  record  proportions  and  mobile  serv- 
rands  at  a  fever  pitch,  will  your  data  cen- 
■eady  to  handle  the  onslaught  of  transac- 
id  requests  for  service  coming  your  v/ayl 
many,  the  holiday  season  brings  bad 
ies  of  servers  crashing  or  response  times 
that  customers  went  elsewhere.  The 
'f  these  problems  stem  from  having  a  data 
that  is  ill-equipped  to  handle  the 
ed  transaction  demands  brought  on  by 
iday  rush.  A  simple  solution,  however,  is 
1  that  will  dramatically  increase  your  sys- 


tem's peak  capacity  in  time  for  the  holiday  rush 
without  major  system  redesign. 

With  present  day  on-line  and  telecommunica- 
tions databases  struggling  to  keep  up  wath  ever 
increasing  transaction  rates,  there  is  a  renewed 
interest  in  Solid-State  Disks  (SSDs)  as  an  alter- 
native to  traditional  disks  and  passels  of  servers 
full  of  memory.  SSDs  are  the  fastest,  most  reli- 
able storage  available,  based  on  non-volatile 
memory  architecture,  that  allows  the  database  to 
keep  up  with  peak  period  server  demands  by 
eliminating  the  mechanical  delays  of  disk 
drives.  Transactions  are  processed  as  they  occur 
rather  than  queuing  up  until  they  overload  the 
server. 


•  Increase  transactions-per-second  through- 
put from  your  existing  servers 

•  Increase  speed  of  database  and  network 
operations,  and  reduce  processing  time 

•  Reduce  costs  for  additional  servers,  manage- 
ment, power  consumption,  and  equipment 
space 

SSDs  work  alongside  your  existing  storage 
and  can  hold  all  data,  or  be  used  to  cache  only 
highly  used  data  that  can  cause  server  overload, 
which  is  typically  a  small  fraction  of  the  total 
storage.  SSDs  provide  safe,  non-volatile  memo- 
ry-based storage  and  appear  to  the  server  as 
SCSI  or  Fibre  drives. 


To  read  the  full  report,  go  to 
www.expert-insigMs.com/soiiildata.asp 


ix  ^_,     *•  *^  ^°''''  '^^^^  Systems,  Inc.,  founded  in  1993,  is  the  leading  global  provider  of  solid-state  storage  systems  that  speed 

^%^OljCL/3t3^    application  performance  and  lower  total  cost  of  ownership.  Solid  Data  has  systems  installed  in  over  30  countries  and 
^  *     is  d  Microsoft  Certified  Partner.  Solid  Data  products  are  sold  and  serviced  globally  through  Hewlett  Packard,  and  are 

mailable  from  Sun  and  IBM.  Customers  include  the  world's  largest  technology  resellers,  systems  integrators,  financial  services,  telecommunications 
iders  and  government  agencies.  Santa  Clara,  CA  |  (408)  845-5797  |  www.soliddata.com 


plication  Virtualization:  Easier  IT 
min,  Greater  Flexibility  and  Security 


alization  has  been  used  in  the  past 
to  make  complex  IT  environments  easi- 
less  expensive  to  manage,  while  increas- 
oility  security  and  flexibility  Areas  that 
een  virtualized  are  Hardware,  Storage, 
ing  Systems  and  I/O.  The  most  recent 
to  be  virtualized  includes  Desktop 
itions. 

cation  Virtualization  allows  enterprises 
age  an  application  and  all  of  its  required 
nents  into  a  single  executable  file, 
zed  applications  are  easily  deployed  by 
1  the  PC  or  USB  Flash  drive  or  CD-Rom 
dthout  the  need  for  installation.  No  addi- 
lient  or  server  or  infrastructure  compo- 


nents are  needed.  Because  virtualized  apphca- 
tions  run  in  user  mode,  isolated  from  other 
applications,  conflict  between  applications  is 
prevented,  and  the  need  for  lengthy  regression 
testing  is  eliminated. 

By  virtualizing  and  isolating  applications  from 
the  operating  system  applications  migrations  to 
other  OS  are  fast.  For  example,  applications  that 
are  on  Microsoft  Windows®  can  be  immediate- 
ly migrated  to  run  on  Windows  Vista®  without 
modifications. 

Corporate  IT  is  constantly  adjusting  environ- 
ments to  balance  stability  and  security  with  flex- 
ibility for  end  users.  Virtualized  applications 
resolve  these  opposing  requirements  by  allow- 


ing applications  to  be  implemented  and  updat- 
ed on  the  fly  in  Locked  Dowti  PC  environments. 

Use  Case:  An  IT  Administrator  with  a  major 
metropolitan  server-computing  center  managed 
20  terminal  servers  and  over  300  applications  to 
a  workforce  of  3500  desktops.  He  comments: 
"We  had  to  change  to  virtualization  to  eliminate 
doing  all  of  the  business  rules  and  policies  at  the 
server  level.  By  deploying  applications  virtually, 
they  go  directly  into  the  production  system  with 
no  downtime.  I  don't  have  a  maintenance  win- 
dow anymore." 

For  these  reasons,  demand  for  application  vir- 
tualization is  growing  fast,  with  wide  enterprise 
adoption  gaining  momentum  through  leading 
global  distributors  who  are  early  champions  of 
the  technology  and  its  IT  benefits. 


To  read  the  hill  report,  go  to 
www.expert-instgMs>eoiiiAliiiistallrep.asp 


fiinstall 


Thinstall's  Application  Virtualization  Platform  virtualizes  software  delivery  and  access,  enabling  enterprises  to  deploy  software  with- 
out modifying  local  operation  systems.  It  is  deployed  to  millions  of  desktops  via  global  customers,  partners,  distributors  and  resellers. 
Visit  www.thinstall.com/insight  or  call  415-274-2558.  Lifeboat  Distribution,  a  subsidiary  of  Wayside  Technology  Group,  Inc.  (NASDAQ: 
WSTG)  is  an  international  distributor  of  software  products  including  tools  and  utilities  for  virtualization  and  security.  It  services  thou- 
sands of  solution  providers,  VARs,  systems  integrators,  corporate  resellers,  and  consultants  worldwide. 
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nside  the  Baby  Blitz 

BUY  BABY  How  Consumer  Culture  Manipulates  Parents  and  Harms  Young  Minds 

isan  Gregory  Thomas;  Houghton  Mifflin;  276pp;  $25 


m  LeapFrog's  educational  software 
turing  Dora  the  Explorer  to  Baby 
stein  DVDs  offering  to  "help  you 
I  your  little  one  discover  the  world 
ether,"  a  tidal  wave  of  products  claim 
urn  babies  into  gifted  and  well- 
nded  individuals.  Such  items  are  all 
more  alluring  because  they  allow 

led  parents  to  take  a  shower  or  balance 
leckbook  even  as  their  child  seems  to 
gaged  in  a  constructive  activity. 
;nty  of  skeptics  challenge  the  worth 
jse  products,  however.  In  April  the 
rofit  education-poUcy  think  tank 
ation  Sector  issued  a  paper  that  blasted 
*anies  for  misusing  scientific  findings 
e  development  of  a  baby's  brain.  And 
:omes  Susan  Gregory  Thomas  with 
3uyBaby:  How  Consumer  Culture 
pulates  Parents  and  Harms  Young 
s.  The  investigative  reporter  and 
er  of  two  argues  that  consumerism 
bs  learning  as  companies  try  to 
ate  nearly  every  aspect  of  a  child's  life, 
of  the  territory  in  this  penetrating 
ie  is  familiar.  But  the  focus  on  the 
Y  lucrative  and  relatively  new  push  into 
ewbom-to-3  age  bracket  makes  the 
a  must-read  for  current  or  soon-to-be  parents, 
e  baby  business  is  a  huge  and  grovidng  industry,  with 
now  exceeding  $20  billion.  (Toys  account  for  more 
$3  bilHon.)  The  industry's  success  has  hinged  on  two 
s,  according  to  Thomas:  knowing  how  parents  think 
nding  new  ways  to  get  products  in  front  of  babies  and 
ers.  After  all,  research  shows  that  children  as  young  as 
)nths  begin  to  recognize  characters.  By  age  2,  they're 
o  ask  for  specific  brands. 

y,  Buy  Baby  is  at  its  best  when  Thomas  lays  out  why  toy 
ledia  companies  are  eager  to  declare  that  their  wares 
children  learn.  The  author  asserts  that  a  1997  White 
e  conference  on  early-childhood  development  and 
ng  media  reports  on  the  long-term  importance  of  brain 
iapment  among  those  3  and  under  helped  spawm  a  "baby 
s  virus."  Companies  are  capitalizing  on  widespread 
ty  that  children  must  be  stimulated  to  learn  from  Day 
nd  the  belief,  especially  among  Gen  X  parents,  that  TV 
gitimate  educational  tool  for  babies. 
r  and  media  businesses  are  using  psychologists  and 
sting  firms  to  help  create  and  sell  products.  But 
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Thomas  says  there  is  little  proof  that  these  Digital  Age 
offerings  do  a  better  job  than  wooden  blocks  at  making 
babies  smarter.  And  she  says  company  data  aren't  always 
persuasive.  For  example,  a  Disney  video  said  to  help  babies 
develop  coordination  was  supported  by  skimpy  evidence. 
One  consulting  psychologist,  hired  to  evaluate  the  video, 
gave  her  stamp  of  approval  after  she  observed  just  a  single 
child  moving  his  fingers. 

Equally  insightful  are  the  author's  accounts  of  how 
marketers  and  corporations  are  gaining  access  to  day-care 
centers  and  preschools.  Cash-strapped  facilities  snatch  up 
advertising-filled  educational  magazines  and  free  curricula 
centered  on  popular  television  characters. 

Even  Thomas'  coverage  of  academic 
research  on  children's  TV  viewing,  a  subject 
well  covered  by  the  media,  is  worth  a  read. 
She  shows  how  scientists'  views  have 
changed  over  the  decades  by  focusing  on 
the  career  of  developmental  psychologist 
Daniel  R.  Anderson.  In  the  1970s  he 
expressed  skepticism  that  shows  such  as 
Sesame  Street  could  help  kids  learn.  Over 
time  his  views  changed,  and  he  became  an 
adviser  to  several  children's  programs.  But 
Anderson's  most  recent  research  has  led 
him  once  again  to  question  the  value  of  TV. 

There  are  times  when  the  author's 
arguments  seem  contradictory.  Most 
notably,  she  asserts  that  she  found  no 
villains,  "no  one,  at  least,  who  was  ftxlly 
conscious  of  the  damaging 
effects  of  his  or  her  work." 
Yet  less  than  a  page  later  she 
quotes  an  appalling  remark 
attributed  to  Rachel  Geller, 
the  chief  strategic  officer  at 
the  kid- centric  advertising 
firm  Geppetto  Group,  whose 
clients  include  Scholastic, 
Walt  Disney,  and  several  major 
consumer-goods  companies. 
"If  s  good  for  kids  to  learn  how 
^^^^^^^^"  to  manipulate,"  the  executive 

allegedly  said.  "That's  how  you 
get  ahead  in  the  world." 
How  do  parents  counter  this  multimedia  marketing  blitz? 
For  one  thing,  they  must  quash  the  idea  that  kids  need 
stimulation  at  all  times.  Instead,  the  author  opines,  parents 
should  spend  time  doing  "Nothing,"  allowing  "adults  and 
their  young  children  [to]  have  periods  of  unstructured  time 
when  they  can  see  what  just  unfolds."  That  may  sound  quaint 
today,  but  it's  probably  how  Einstein  got  his  start.  ■ 

-By  James  Mehring 
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"EducationaF 
media  play 
on  parents' 
anxieties-and 
may  not  help 
kids  learn 
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WITH  MARIA  BARTIROMO 


Bashing  Private  Equity 


AS  BEHEMOTH  Blackstone  Group-led  by 
Stephen  Schwarzman— goes  public,  a 
backlash  is  building  against  private  equity. 
Congress  is  contemplating  tax  changes  that 
would  have  a  significant  impact  on  private 
equity  profits,  and  criticism  of  the  buyout 
juggernaut  is  gaining  ground  in  both  the 
U.S.  and  Europe.  One  of  the  loudest  and 
most  articulate  voices  being  raised 
belongs  to  Philip  Jennings.  That's  not 
a  household  name,  but  Jennings  heads 
Switzerland-based  UNI  (Union 
Network  International),  a  global  labor 
federation  representing  some  900  trade 
unions  with  more  than  15  million 
members  around  the  world. 

You've  been  meeting  with  Blackstone  and  other 
private  equity  firms.  What  are  you  trying  to 
accomplish? 

We're  trying  to  put  private  equity  on  a  new  path 
when  it  comes  to  the  way  that  they  treat  their 
employees,  who  number  in  the  millions.  We 
see  a  complete  absence  of  consideration  about 
socially  responsible  issues  like  labor  standards 
and  working  conditions. 

Some  might  say:  "Look,  you  and  your 
colleagues  have  just  woken  up  to  the  fact 
that  the  Steve  Schwarzmans  of  the  world  are 
making  lots  of  money,  and  you  just  want  a  piece 
ofit." 

We're  not  the  only  people  just  waking  up. 
The  financial  press,  politicians,  regulators,  and 
the  public  are  realizing  that  we  are  in  a  new 
era.  A  new  form  of  capitalism  has  emerged 
Somebody  said  to  me,  "We  have  a  mutation 
in  capitalism  taking  place."  I  think  the  Steve 
Schwarzmans  of  the  world  and  the  new  busi- 
ness elite  have  to  think  deeply  about  the  po- 
litical ramifications  of  the  inequalities  we  are 
seeing.  That's  what's  missing  in  the  private 
equity  equation.  This  is  not  about  envy,  but  it 
is  about  greed. 
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Is  there  any  evidence  to  suggest  that  private  equity  firms 
treating  labor  unfairly? 

As  we  look  at  the  expansion  of  private  equity  deals  arouri] 
world,  we  are  really  concerned  about  what  this  means  fti 
security,  future  employment  prospects,  pensions,  and  the< 
tionships  between  the  workforce  and  the  companies.  P^ 
equity  is  spinning  that  this  is  great  for  jobs  and  great  for 'i 
ers,  but...in  almost  100%  of  the  deals  being  done,  the  pe 
funds  are  in  deep  trouble.  Private  equity  is  not  u&i 
being  challenged  or  contradicted,  and  we  thinr 
time  has  come  for  a  real  public  debate  about  the 
tion  of  private  equity,  what  it  means  to  econom:i| 
financial  stability,  and  to  the  kinds  of  societiesj 
we're  trying  to  build. 


But  can  you  really  do  anything  about  it? 

I  think  so.  In  a  fairly  short  period  of  time,  wet; 
seen  [governments]  waking  up  to  the  daa 
of  private  equity.  In  a  number  of  counO 
series  of  inquiries  has  been  launched  Ion 
at  transparency,  the  taxation  implica^ 
and  corporate  governance.  I  think  w| 
change  the  environment  within  v 
private  equity  works.  Six  months  ag^ 
body  was  [focused  on]  private  et 
Now  there's  a  bill  in  Congress  conce 
tax  treatment  of  private  equity  firm; 
same  discussion  is  taking  place  in 
ain.  And  we're  making  it  our  bu;i 
that  this  discussion  takes  place  an 
the  world.  Private  equity  people  (et 
they're  untouchable,  that  they're  bi 
the  democratic  process. 

What  about  the  fact  that  European  \ii 
laws  are  one  of  the  biggest  reasons  t 
Europe's  economy  has  been  unable  ( 
break  out  until  very  recently? 

Europe  is  doing  pretty  well,  thann 

very  much.  The  European  econo 

turning  the  corner.  The  most  succf 

most  competitive  European  econ 

are  those  that  strike  a  balance  be 

competitive  markets,  an  entrepren 

approach  to  the  economy,  and  gettii 

social  dimension  right.  In  the  compi 

economies  there's  a  strong  consensu: 

"Yes,  we'll  have  flexible  labor  market 

we'll  also  have  secure  labor  markets  ; 
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e  that  people  won't  be  abandoned."  If  you  don't  do  this, 
;  you  get  a  pohtical  backlash,  and  you  have  one...in  the  U.S. 
:e  moment. 

re  do  you  stand  on  the  change  in  tax  treatment  people  are 
ng  about  in  Congress? 

A'elcome  a  much  more  rigorous  analysis  of  how  private 
ty  exploits  the  tax  system  for  its  own  benefits.  Why  is  it 
private  equity  seems  to  be  on  a  different  playing  field 
1  the  rest  of  the  private  sector?  Last  week  a  private  eq- 
leader  in  Britain  said  he  didn't  think  it  was  right  that 
ays  less  tax  than  the  office  cleaner,  and  therefore  the  tax 
orities  have  a  duty  to  scrutinize  this  and  to  level  up.  And 
I't  think  it's  right  that  private  equity  should  benefit  from 
>yncrasies  and  weaknesses  in  the  tax  system.  Another 
iilem  is...a  lot  of  these  deals  are  channeled  through  off- 
e  tax  havens.  I've  heard  comments  like:  "This  is  a  war 
rosperity."  This  is  not  a  war  on  prosperity;  this  is  a  pri- 
'  equity  war  against  the  health  of  public  accounts.  If  the 
orate  tax  base  continues  to  shrink,  that  is  going  to  put 
'estion  mark  on  all  the  social  areas  where  governments 
I!  to  spend  money. 

lit  you  worry  that  Congress  is  interfering  with  the  capital 
(ets? 

would  be  worried  if  they  were  ignoring  what  was  going 
iVe  have  to  look  at  the  sheer  magnitude  of  private  equity 
tactions.  Last  year  it  was  nearly  $4  trillion  worth  of  deals, 
amount  of  money  private  equity  has  at  its  disposal  is  sim- 
normous.  They  can  buy  any  publicly  quoted  company  in 


the  world.  There  is  no  limit.  So  we're  now  in  a  new  phase  of  a 
robust  financial  capitalism,  and  regulators  and  politicians  have 
to  address  it.  Maria,  this  is  not  business  as  usual.  That  is  why 
regulators  are  beginning  to  express  profound  concerns.  What 
happens  when  one  of  these  companies  goes  belly-up?  You  have 
a  systemic  risk  problem.  We're  in  new  territory  here.  The  risks 
are  significant,  and  [this  new  capitalism]  has  not  been  tested. 

How  much  labor  money,  in  the  form  of  institutional  investment 
vehicles  such  as  pension  funds,  would  you  estimate  is  invested 
in  private  equity  firms  or  hedge  funds? 

There's  no  doubt  that  of  the  money  raised  this  year,  a  very 
significant  proportion  comes  from  pension  funds.  And  what 
we  are  saying  is  we  have  a  lot  of  those  pension  funds  out  there 
where  we  have  trustees,  where  we  have  union  representation, 
and  we're  asking  them  to  look  closer  at  investment  strategy 
because  we're  worried  about  the  bubble  bursting.  And  we  want 
pension  fijnds  to  say:  "Look,  if  we're  going  to  invest  this  mon- 
ey in  you,  you  have  to  make  a  new  compact  with  the  people  in 
the  businesses  where  your  investment  is  going." 

Which  private  equity  firm  is  the  greediest? 

I  haven't  got  a  hit  list  of  the  greediest  private  equity  firms.  We 
tend  to  focus  on  the  larger  companies.  And  you  keep  finding 
difficulties  across  the  board.  In  Britain,  I  would  say  Permira 
[which  is  trying  to  take  over  Valentino  Fashion  Group]  has 
come  in  for  particular  criticism.  But  if  you  scratch  the  surface, 
there  are  problems  with  each  of  them.  ■ 

Maria  Bartiromo  is  the  anchor  of  CNBC s  Closing  Bell. 


Would  you  stop  to  give  someone  directions? 

If  you  were  walking  that  way, 

would  you  guide  them? 

What  if  it  was  out  of  your  way? 

Two  miles. 

Two  thousand  miles. 

Would  you  travel  that  far  to  teach  someone? 

To  learn  something  yourself? 

Peace  Corps. 
Life  is  calling. 
How  far  will  you  go? 

800.424.8580     |     peacecorps.gov 
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BY  JACK  AND  SUZY  WELCH 


WhoWill  Rule  the  21st  Centui^ 


You  have  written  about  the  reasons  to  invest  in  India  and  China, 
but  you  haven't  said  whether  you  think  those  countries  pose  a 
threat  to  American  hegemony  in  the  world  economy.  Do  they? 

-Sahara  Chhabra,  Dallas 

We're  neither  economic  forecasters  nor  political 
prognosticators  by  trade,  but  you  don't  have  to  be  either  to 
see  that  right  now  the  U.S.  holds  a  robust  lead  in  the  race 
for  hegemony.  Our  economy  is  five  times  as  large  as  China's 
and  15  times  larger  than  India's,  with  about  one-fourth 
the  population  of  either  nation.  That  gives  the  U.S.  a  real 
advantage  in  providing  education,  health  care,  and  national 
security— plus  all  the  other  stuff  that  makes  a  country  thrive. 

But  "right  now"  doesn't  mean  forever.  All  you  need  is  a 
ruler  to  draw  the  straight-line  extrapolation  showing  that 
China  and  India,  with  their  faster  growth  rates,  will  eventually 
catch  up  to  the  U.S.  in  terms  of  pure  economic  size.  For  China, 
that  would  occur  as  early  as  2045;  for  India,  the  date  would 
be  some  20  years  later.  Which  is  why  you  so  often  hear  experts 
predicting  that,  by  midcentury,  the  U.S.  will  be  trailing  the  two 
new  world  superpowers. 

We'd  say:  Not  so  fast. 
Straight-line  calculations  about 
the  U.S.,  China,  and  India  are 
just  that.  They  assume  all  three 
nations  will  enjoy  smooth 
upward  rides.  No  recessions, 
no  banking  breakdowns,  no 
political  crises,  no  disruptive 
social  uprisings.  Unlikely?  For 
sure!  With  China's  massive 
experiment  combining 
communism  and  capitalism, 
India's  entrenched  bureaucracy 
and  corruption,  and  America's 
long-term  entitlement 

obligations,  it  is  far  more  probable  that  growth  trajectories 
vidll  zig  and  zag  more  than  zoom.  Further,  straight-line 
calculations  do  not  take  into  account  relationships  with  other 
parts  of  the  world,  such  as  the  Middle  East,  where  changing 
alliances  could  have  serious  economic  repercussions. 

Given  that  reality,  then,  what  general  scenario  would 
you  bet  on  for  the  next  50  years?  Would  it  be  America's  3% 
annual  growth  or  China  and  India  at  8%?  We'd  take  the  U.S. 
for  a  simple  yet  incontrovertible  reason.  Its  system— the  sum 
of  all  its  parts— works,  and  when  it  breaks,  it  bounces  back 
fast.  Don't  worry;  we're  not  breaking  into  The  Star-Spangled 
Banner.  We  just  believe  U.S.  economic  dominance  isn't  a 
function  of  how  long  the  nation  has  been  leading  the  pack. 
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China  and 
India  aren't 
as  stable  or 
adaptable  as 
the  U.S.— and 
won't  be 
anytime  soon 


If  s  about  how  America  operates  as  a  country.  We're  taUdrl 
mainly,  about  freedom  and  stability.  Political  parties  disau 
often  vehemently,  but  the  government  never  stops  runnini 
Generally  speaking,  the  U.S.  justice  system  is  fair,  and  heal 
care,  while  inconsistent  in  delivery,  is  widely  available.  Ani  [ 
even  though  secondary  education  in  America  gets  roundlj  I 
knocked,  we  have  without  doubt  the  best  system  of  highdj 
education,  turning  out  the  world's  most  skilled,  innovati' j 
science  and  engineering  PhDs. 

AMERICA  HAS  A  FINAL  competitive  advantage  as  powerful  a  I 
imique:  its  confluence  of  bright,  hungry  entrepreneurs  and  1 1 
eager  investors.  Yes,  China  and  India  have  ambitious  peoplej 
dream  of  building  their  own  companies,  and,  increasingly,  nij 
are  getting  the  chance.  (The  U.S.  venture  firm  Kleiner  PeJ 
Caufield  &  Byers  just  opened  offices  in  Shanghai  and  Bei 
But  neither  China  nor  India  comes  close  to  the  U.S.  in  te; 
of  this  "killer  app,"  and  it  will  take  years  of  venture  capiti 
flowing  in  before  the  Chinese  let  go  of  a  rote  approach  to  | 
work  and  truly  embrace  entrepreneurial  innovation. 

China  has  other  challenges  as  well.  Aside  from  its  riski 
social  experiment,  it  has  an  economy  in  which  less  than :  f 
quarter  of  its  people  truly  participate,  and  its  one-child  pi 
is  exacerbating  the  problems  of  an  already  aging  populai( 
India,  meanwhile,  will  continue  to  struggle  with  its 
overwhelming  number  of  have-nots  and  its  aforementio:] 
corruption.  True,  India  is  a  democracy,  but  a  democracy 
muddled  by  a  profusion  of  divergent  political  parties. 

Now,  we're  not  saying  the  U.S.  system  is  perfect  or  its  eco  j 
invulnerable.  If  not  dealt  with,  entitlements  like  Social 
Security,  Medicare,  and  Medicaid  will  create  a  budget  de  I 
that  will  explode  over  the  next  20  years.  How  America  ha 
that  problem  via  tax  and  spending  policies  will  determine 
strength  of  its  growth  engine.  Fortunately,  our  stable,  hig 
adaptable  system  has  conquered  enough  major  problems- 1 
the  Depression  to  the  Cold  War— in  the  past  that  there  is  m  | 
reason  for  optimism  than  despair. 

In  the  end,  we'd  make  the  case  that  American  econom  I 
leadership  wall  be  with  us  for  most,  if  not  all,  of  the  centi 
It  will  by  no  means  "rule,"  as  it  did  at  the  turn  of  the  21s 
century.  But  it  will  remain  ahead  until  other  nations  dev 
a  total  economic  and  social  system  that  works  as  well.  Tl 
a  lot  more  to  the  world's  economic  future  than  a  straight  | 
extrapolation  can  tell  you.  ■ 

Jack  and  Suzy  Welch  look  forward  to  answering  your  question^ 
about  business,  company,  or  career  challenges.  Please  e-mail  tl'i 
afthewelchway@businessweek.com.  For  their  weekly  pod 
go  to  businessweek.com/search/podcasting.htm. 
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Drive  with 
your  lieairt 


.  Buy  witt^ 
[your  head. 


Backed  by  BMW 
for  up  to  6  years 
or  100,000  miles* 

BMW  Roadside 
Assistance^ 

BMW  Flnan^l  Services 
leasing  dind  financing 


You  can  now  be  practical  and  realize  your  dream  at  the  same  time.  You  can  now  be  intelligent 
still  be  exhilarated. Take  the  wheel  of  your  Certified  Pre-Owned  BMW,  where  the  car  of  your  dre 
and  the  car  of  your  pocketbook  will  live  together  happily  ever  after.  It  is  every  bit  a  BMW,  wit 
legendary  BMW  performance.  Life  is  filled  with  compromise.  Your  garage  doesn't  have  to 
Drive  with  your  heart.  Buy  with  your  head. 
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"Protection  Plan  provides  coverage  for  two  years  or  50,000  miles  (w/hichever  comes  first)  from  the  date  of  ttie  expiration  of  tfie  4-year/50.000-mile  BIV1W  New  Vefiicle  Limited  Warranty.  'Ro 
Assistance  provjde^  coverage  for  two  years  (unlimited  miles)  from  the  date  of  the  expiration  of  the  4-year/unlimited-miles  New  Vehicle  Roadside  Assistance  Plan,  See  participating  BMW  center  for 
and  vehicle  availability.  For  more  information,  call  1-800-334-4BMW  or  visit  bmwusacom,  ©2007  BMW  of  North  America,  LLC.  The  BMW  name  and  logo  are  registered  trademarks. 
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Technology  Consulting  from  Accenture. 

Our  work  with  businesses  and  governments 
around  the  world  reveals  a  clear  pattern:  high 
performers  set  themselves  apart  by  positioning 
information  technology  as  a  strategic  asset 
and  a  partner  to  the  enterprise.  Findings  from 
our  comprehensive  ongoing  research  confirm 
that  pattern. 

Accenture  Technology  Consulting  helps  bridge 
the  gap  between  an  organization's  existing  IT 
capabilities  and  its  vision  for  high  performance. 
We  draw  upon  extensive  resources  and  experience 
to  enable  our  clients  to  achieve  their  goals: 

•  Aligning  IT  strategy  with  business  value 

•  Building  an  enterprise  architecture  "blueprint" 

•  Improving  service  levels  between  IT  and 
the  business 

•  Standardization,  consolidation  and 
virtualization  of  IT  infrastructure 

•  Consolidation  and  transformation  of  networks 

•  Maximizing  workplace  technologies  and 
collaboration  tools 

•  Improving  security  across  IT  infrastructure 
and  applications 

•  Renewing  legacy  applications  to  achieve 
greater  flexibility  and  performance 

•  Improving  IT  processes 

•  Engineering  performance  into  system  and 
application  development  life  cycles 


To  learn  more  about  Accenture  Technology 
Consulting,  visit  accenture.com/technology 
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In  IT,  the  wrong  metrics  could  be 
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ot  sure  how  your  IT  investments  measure  up?  You're  not 
one.  Despite  studies  that  show  a  critical  connection 
-tween  the  right  success  metrics  and  higher-performing 
jsinesses,  most  ClOs  still  wrestle  with  measurement 
ocesses  that  are  unreliable  at  best,  and  misleading  at 
orst.  To  see  how  Accenture  Technology  Consulting  can 
-Ip  you  measure  and  enhance  the  value  of  IT,  visit 
'centure.com/technology     ' 

'msulting  •  Technology  •  Outsourcing 


High  performance.  Delivered 


10-Year  Corporate  Average  Fuel  Economy 


Industry  Average 
24.8  mpg 


Honda  Average 
30.1  mpg 
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The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker  Which  makes  for  better  cars.  , 
Increased  competition  to  create  better  technology  And,  our 
ultimate  goal,  a  cleaner  environment. 


"Based  upon  the  average  sales-wsighted  fuel  consumption  tor  1906-2005  model  year  passenger- car  and 
iight-tR!ck  fleets  sold  in  the  US,,  based  on  CAFE  reports,  ©  2007  American  Honda  Motor  Co^  Inc.  honda  com 
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business? 
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"Retirement  sounds  great. 

Its  the  no  more  paycheck 


part  I'm  worried  about." 


"Sounds  like  you're  in  the 

Retirement 
Red  Zone, 

f.  my  friend." 
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Go  to  Avww.RetirementRedZone.com 


Prudential  has  created  RetirementRedZone.com— the  ■ 

5  years  before  to  5  years  after  retirement. 

That's  when  decisions  about  your  retirement  matter  more.  Decisions  like  how  an 
annuity  can  help  provide  guaranteed  income  in  retirement.  At  RetirementRedZone.com 
you'll  find  new  ideas  for  retirement.  From  a  Rock  Solid®  company. 


m.RetirementRedZone.com 


ir  Prudential 


Are  cell  phones 

getting  smarter 

or  are  we  getting 
^? 

The  whole  market 

is  driven  by 

It's  not  really  about 
any  longer. 

Welcome  to  a 
place  where 
opinions  are  aired, 
Voice  yours  at 
businessweek 
.com/debateroom. 


welcome 
to  the 
human 
network. 

CISCO 


What's  Hot  This  Week/ 

BusinessWeeLcor 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  at 
businessweek.com.  Find  links  to  the  online-only  highlights  below  at  businessweek.con' 
magazine/content/07_28/online.htm. 


Your  Financial  Lifeline 


Putting  your  financial  house  in  order  has  never  been  easy, 
but  young  workers  today  face  special  challenges.  Gone  is 
the  paternalistic  corporate  culture  that  provided  clear-cut 
plans  for  retirement,  health  insurance,  and  other  benefits. 
Increasingly,  people  have  to  take  matters  into  their  own  haa 
Our  Investing  Survival  Guide  for  25-  to  35-year-olds  focuses  oi 
strategies  for  digging  out  from  too  much  debt,  finding  the 
right  financial  planner,  and  navigating  today's  confusing 
choices  for  insurance.  Ready  to  take  the  mutual  fund  plunge? 
Experts  from  Standard  &  Poor's  explain  how  to  avoid  tax 
drag.  We  also  look  at  how  young  people  now  entering  the 
workforce  are  changing  the  rules  of  the  employment  game^ 
and  we  offer  tips  on  how  to  live  large  without  going  broke.  Ga 
to  businessweek.com/go/07/survival35  for  all  this  and  more 


OUR  NEW  COMPANIES  CHANNEL  BusinessWeek.com 's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  millioi 
executives.  Find  stock  quotes  and  charts,  financials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CUCKER  THIS  WEEKEND  FOR:  iPhones  arrive:  Early  consumer  reviews  I  Marriage  a 
retirement:  Advice  for  spouses  I  Timothy  Ferriss,  author  of  The  4-hour  Workweek  I  Buying  a  motorc> 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  businessweekweeken- 
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n  the  human  network,  you  subscribe  to  people,  not 
agazines.  Welcome  to  a  place  where  business  and  social 
3tworking  are  changing  the  way  we  work  and  play.  Where 
)lleagues  and  friends  can  subscribe  to  both  your  opinions 
id  schedules  or  your  playlists  and  photos.  And  you  can  be 
ached  the  way  you  want  to  be  reached.  Or  not.  Welcome 
your  life.  On  your  terms.  All  it  takes  is  a  network.  The  story 
)ntinues  at  cisco.com/humannetwork. 


welcome  to  .i|i.i|i. 

the  human  network.    Cisco. 
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Labeling  your  risks  and  managing  them 
are  two  different  things. 


travelers.com 

(£)200';  The  Travelers  Companies.  Iric  Alt  nphr?;  reserved.  The  Travelers  Indemniry  Company  and  its  property  casudfty  affiliates.  One  Tovrer  Square,  Hartford,  CT  06)83 


When  it  comes  to  workers  comp,  there  seems  to  be  a  risk  everyv 
you  look.  At  Travelers,  our  National  Accounts  team  starts  by  desig)  iefen 
programs  tailored  to  your  company's  unique  needs.  We  evaluate 
potential  loss  exposures  and  claim  trends  to  help  you  better  mai 
them.  And  that  can  mean  lower  loss  costs.  For  primary  casualty 
solutions  in-synch  with  your  business,  contact  your  agent  or  broi  J 

Together,  we  can  break  your  warning  sign  addiction. 
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jpFront 


"Rupert  is  a  sort  of  18th  century 
guy:  The  world  is  still  forming, 
and  he's  going  to  do  what 
he  can  to  hack  out  a  place  in 
the  wilderness." 

-Richard  Parsons,  chairman  of  Time  Warner, 

on  Rupert  Murdoch's  desire  to  own  Dow  Jones, 

as  reported  iiy  The  New  York  Times 


FED  BY  DEBORAH  STEAD  AND  CRISTINA  LINDBLAD 


Ligation  nation 

lade  in  China  SuedHere 


MERICA'S  PRODUCT  liability 
attorneys  have  begun  rolling 
lOut  the  lawsuits  as  stories  about 
fe  and  counterfeit  imports  from 
a  continue  to  make  headlines, 
defendants:  U.S.  companies  that 
ibute  the  products  to  American 
imers.  The  cases  might  prove  to  be 
anguard  in  a  march  of  litigation, 
plenty  of  deep -pocketed  American 
)anies  targeted. 

1  June  26  such  a  lawsuit  prompted 
ators  to  demand  a  recall  of  nearly  a 
nillion  Chinese-made  tires.  Foreign 
5ales,  a  Union  (N.J.)  distributor 
2S  made  by  Hangzhou  Zhongce 
fcr,  was  named  in  a  viTongful  death 
Bed  in  a  New  Jersey  federal  court 
one  of  its  made-in-China  tires 
bdly  caused  an  accident  that  killed 
eople.  In  turn,  Foreign  Tire  Sales 


has  sued  its  Chinese  supplier.  Both 
companies  say  the/ re  not  at  fault. 

Lawyers  have  also  gone  after  U.S. 
companies  such  as  Del  Monte,  which 
sold  pet  treats  made  with  tainted 
Chinese  ingredients.  Del  Monte,  which 
issued  a  voluntary  recall,  hasn't  yet 
responded  to  the  suit.  "We're  just  as 
interested  in  getting  answers  as 
some  of  the  other  folks,"  says 
John  McDonough  III,  head  of 
litigation  at  the  New  York  office 
of  Cozen  O'Connor,  which  is 
representing  the  company. 

Meanwhile,  the  Washington 
(D.C.)  firm  of  Cohen,  Milstein, 
Hausfeld  &  Toll  is  weighing  litigation 
against  Western  distributors  of  Chinese 
made  counterfeit  glycerin  that  found 
its  way  into  cold  medicine,  killing 
hundreds  of  children  in  Panama  and 


"It's  no 
defense  to 
say  'We  didn't 
know,' "  says 
one  lawyer 


elsewhere.  "Do  people  along  the  chain 
have  responsibility  for  knowing  where 
key  ingredients  are  coming  from?  The 
answer  you're  going  to  find  in  an  era 
of  globalization  is  'Yes,' "  says  Cohen 
Milstein's  Michael  Hausfeld. 

Despite  a  wave  of  business-fiiendly  legal 
reforms  in  recent  years,  companies  can  be 
held  liable  in  most  states  in  the  U.S.  even  if 
they  unvwttingly  seU  a  dangerous  product. 
"All  you  have  to  show  is  that  the  product 
was  defective,"  says  William  Ruskin,  a 
defense  litigator  with  Epstein,  Becker 
&  Green  in  New  York.  "If  s  no  defense 
to  say,  'We  didn't  know' " 
Under  product-liability  law, 
one  company  often  can  be  held 
100%  liable  for  all  damages 
awarded  to  all  consumers, 
regardless  of  its  market  share 
or  the  amount  of  tainted 
product  it  might  have  sold. 
Don't  expect  plaintiffs'  lawyers  to  make 
their  way  to  China.  They  aren't  likely  to 
bother  with  small,  far-flung  producers 
that  can't  aff  i  >rd  to  pay  big  judgments. 

-Lorraine  Woelkrt 
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HIRING  LINES 

AMERICANS 
NEED 
NOT  APPLY 

THE  VIDEO  looks  as  if  it  were 
shot  at  a  sleepy  corporate 
seminar.  But  the  dialogue  is 
riveting:  a  group  of  lawyers 
telling  potential  clients  how 
to  pretend  to  look  hard  for 
American  employees  while 
hiring  cheaper  foreign 
workers  instead  under  the 
H-lB  visa  program. 

Trying  to  fill  jobs  with 
Americans  is  a  requirement 
for  employers  seeking 
to  turn  foreign  workers 
into  long-term  hires.  But 
here's  Lawrence  Lebowitz, 
marketing  director  for  the 
Pittsburgh  law  firm  Cohen 
&  Grigsby,  at  its  annual 
Immigration  Law  Update 


Seminar  in  May:  "Our 
goal  is  clearly  not  to  find  a 
qualified  and  interested  U.S. 
worker,"  he  says  in  the  five- 
minute  video  clip  posted 
on  YouTube  on  June  16  by 
the  Programmers  Guild,  an 
advocacy  group  for  U.S.  tech 
workers.  The  trick,  according 
to  Cohen  &  Grigsby  attorneys, 
is  just  to  go  through  the 


motions  of  hiring  Americans. 

The  video,  which  the  law 
firm  originally  posted  on  its 
own  Web  site  (and  has  since 
removed),  has  sparked  a 
strong  reaction  in  Congress, 
which  is  sharply  divided  over 
a  controversial  immigration 
reform  bill.  On  June  21, 
Senator  Chuck  Grassley  (R- 
lowa)  and  Representative 


CAR  TALK 

HERE  COMES  THE  CHINESE  MOTORCADE 

AS  IF  TOYOTA'S  overtaking  General  Motors  as  the  world's  biggest  carmaker  weren't  enough 
distraction,  Detroit  is  now  bracing  for  an  invasion  of  Chinese  cars.  Brilliance  China  Automotive  plans 
to  roll  out  at  least  one  vehicle  in  the  U.S.  next  year,  with  the  help  of  Scottsdale  (Ariz.)  distributor 
China  Motor,  which  is  expected  to  showcase  its  plans  in  Detroit  in  July.  China  Motor  is  set  to  launch 
a  $20,000  vehicle,  which  it  has  been  certifying  for  U.S.  safety  and  emission  requirements.  Brilliance 
is  already  testing  the  waters  in  Europe  with  a  $30,000  sedan  and  says  it  will  introduce  at  least  two 
more  models  there  next  year. 

Other  Chinese  carmakers  are  also  eyeing  the  U.S.  market.  Geely  Automotive  began  testing  a 
$10,000  subcompact  in  Puerto  R'co  last  year,  with  the  idea  of  selling  it  stateside  in  2009.  And  in 
early  June,  Hebei  Zhongxing  Automobile  said  it  hopes  to  export  three  vehicles  to  the  U.S.  in  2008.  It 

also  plans  to  build  a  plant  in  Mexico.  There's  no 
certainty  that  all  these  deals  will  gel.  But 

already,  about  100  U.S.  dealers  want  to         > 
carry  Brilliance  vehicles,  according 
to  China  Motor  chief  David 
Shelburg.  Says  Sheldon 
Sandler,  founder  of 
Bel  Air  Partners,  a 
financial  adviser  to 
---^•wii^^^^^^^^^^^       -^ V      -___^^^^_5^^^  dealerships:  "They 
'%r'  %      ^^^^^^^^^vW'  '^'yHIti^' i^^^SSy  don't  want  to  have 
••'"'''■  ^^^^^^.SSi!=  ^i^^^^«?»   ^H^  to  say  later  that  they 

missed  out  on  the  next 
Toyota."       -David  Kiley 
and  Geri  Smith 
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Lamar  Smith  (R-Tex.)  fired  c 
off  a  letter  to  the  law  firm 
demanding  an  explanationn 
The  two  also  called  on  Lalwb 
Secretary  Elaine  Chao  to 
monitor  more  closely  com- 1 
pUance  with  the  rules.  Cohrf 
&  Grigsby  directed  requests 
for  comment  to  their  publid; 
relations  firm,  which  did  nol 
return  calls.        -MoiraHii 

BLOGSPOTTINGl 
MOBILE  MANIA 

mobilephoneblog.org    I 

»HAVING  TROUBLE  stayingii 
on  top  of  the  goings-on  in 
the  mobile  world— the  mcr 
sought-after  phones,  gainr. 
and  ringtones?  Check  outu 
this  blog  by  Phil  Yerkes  a 
John  Calian,  the  duo  behih| 
gaming  software  distribu>i 
Movaya.  Games  are  the  bll 
bread  and  butter.  But  thex 
more.  Among  recent  entrt 
the  latest  manifestations 
iPhone  mania,  and  a  writi 
up  of  a  study  showing  thsl' 
cell-phone  users  are  hangi 
on  to  their  models  for  ab(^ 
a  year  and  a  half,  a  montl 
longer  than  they  were  las 
fall.  The  blog  also  looks  a 
a  report  that  measures  th 
size  of  the  mobile-phone 
accessories  market  (a  hu| 
$32  billion).  And  there's 
an  item  on  the  rise  of  a 
new  consumer  category: 
"Gamer  Moms." 

-Michael 
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Life  is  simply  too  glorious  not  to  experience  the  odd  delights  of  HENDRICK'S*  GIN, 
featuring  curious  yet  marvelous  infusions  of  cucumber  and  rose  petal. 

"Voted  Best  Gin  in  The  World." -Waii street joumai,  August  29, 2003 

HendricksGin.com 


upFront 


RETAIL  DETAIL 

MIRROR,  MIRROR,  TALK  TO  ME 

THE  MAGICMIRROR  can't  tell  you  if  those  jeans  make  you 
look  fat.  But  it  can  dispense  style  tips,  locate  other  sizes  and 
colors,  and  summon  sales  assistants.  Created  for  stores  by 
thebigspace,  a  London  and  Milan  design  outfit,  if  s  a  regular 
mirror  made  interactive  through  technology— radio  frequency 
identification  (RFID),  audio  and  video  software,  an  ultrasonic 
touch  screen,  and  a  wdreless  messaging  system. 

A  customer  approaching  the  mirror  with  RFID-tagged 
garments  activates  customized  ads  and  messages.  A  tailored 
suit  might  prompt  James  Bond-like  images  of  martini  glasses 

and  go-go  dancers. 
Or  words  and  images 
can  float  on  the  glass 
^^^^^^^^^^^    to  inquire  about  fit, 

tf  I  ^B^^^BSI^P    ^ugg^^t  coordinating 

*  ■*    items,  and  take  requests 

for  other  merchandise. 
(Messages  are  beamed  to 
salespeople's  handheld 
devices.)  "If  s  about 
getting  you  into  the  spirit 
of  what  you're  holding  or 
wearing,"  says  thebigspace 
co-founder  Dick  Lockard, 
who  says  six  major 
retailers  in  the  U.S.,  Europe,  Latin  America,  and  Asia  will 
install  magicmirrors  beginning  in  August. 

Lockard  says  the  system,  which  costs  $20,000  to  $30,000 
per  store,  boosts  sales  and  cuts  down  on  theft.  (The  mirror 
can  "read"  how  many  garments  are  brought  into  the  dressing 
room.)  Debenhams,  a  British  department-store  chain,  saw 
sales  rise  5%  at  the  two  stores  where  it  staged  a  four-month 
trial  of  a  prototype.  Says  Marshall  Kay,  a  retail  strategist  at 
consulting  firm  Kurt  Salmon  Associates:  "If  s  a  fantastic  way  to 
bring  products  to  life  within  the  store."  -Elizabeth  Woyke 


MEALTIME 

A  SAFEWAY 

WITH 

TABLECLOTHS 

ONCE  UPON  A  time, 

supermarkets  sold  food  that 
people  carted  home  to  make 
into  meals.  Then,  as  the  lives 
of  Americans  became  more 
harried,  grocery  stores  began 
offering  fully  prepared  dishes 
to  go.  Now  Safeway  is  testing  a 
lunch  and  dinner  option  that's 
the  ultimate  in  no-fuss,  no- 
muss;  The  $40.1  billion  chain 
has  launched  a  freestanding 
restaurant  of  its  own. 

Citrine  New  World  Bistro 
opened  on  a  commercial  strip 
in  Redwood  City,  Calif.,  in  June. 
The  menu  runs  the  gamut 
from  grilled  Asian  pork  loin  to 
Jamaican  grilled  shrimp  (both 
$13.99)  to  margherita  pizza 
($8.99),  and  there's  a  full  wine 
list  to  boot.  In  terms  of  offerings 


and  prices.  Citrine  fits  intot 
same  category  as  chains  lik 
Panera  Bread  and  Applebec 
Safeway  says  its  restaurant 
a  natural  evolution  from  the 
take-out  food  counters  at  it 
1,755  stores.  The  Pleasanto 
(Calif.)  company  won't  disc 
expansion  plans,  but  it  has 
been  advertising  for  help  fo 
other  sites. 

Darren  Tristano  of  restau    / 
consultant  Technomic  spies '  V 
a  trend  in  which  more  groce!'  f 
will  expand  outside  their  sto' 
aisles.  Indeed,  Safeway  isn't 
the  first  to  branch  out  into 
restaurants,  which  are  gene^ 
a  higher-margin  business: 
Crispers,  a  Lakeland  (Fla.)s,i 
and-sandwich  chain,  is  majol 
owned  by  Publix  Super  Marl] 
Such  moves  may  help  groce  j 
hold  their  own  against  their 
price  nemesis,  Wal-Mart  Stc  L 
which  is  now  the  country's  t( 
supermarket. 

-Michael  A 


PRINT  MEDIA 

BIG  PAPERS 
ON  CAMPUS 

EVEN  AS  MOST  PRINT  publications 

struggle  for  readers  and  ad 

revenues,  college  newspapers 

are  thriving.  Advertisers,  from 

wireless  carriers  to  car  insurers, 

spent  $30  million  last  year  on  ads  in  campus  papers 

according  to  estimates  by  Alloy  Media  &  Marketing,  which 

places  75%  of  the  national  ads  that  run  in  them. 

"The  strength  of  college  newspapers  surpasses  any  other 
print  vehicle,"  says  Alloy  Vice-President  Samantha  Skey.  Alloy 
figures  that  advertising  in  college  newspapers  increased  15%  in 
the  fiscal  year  ended  March,  2007,  vs.  the  previous  year.  (Sales  for 
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newspapers  in  general  were  down  2.8%  in 
the  2006  calendar  year.) 

America's  16  million  college 
students  are  $200  billion-a-year 
cortsumers.  They're  also  a  captive 
audience:  The  1,800  student  papers  boa: 
3.4  million  readers,  whereas  People 
draws  only  2.6  million  college-age 
readers,  according  to  Alloy. 

It's  no  surprise  then  that  student 
papers  have  caught  the  eye  of  at 
least  one  media  group.  In  February, 
Gannett  acquired  its  second  college  paper,  the  Central  Florida 
Future,  which  serves  the  University  of  Central  Florida.  "The 
papers  already  had  attractive  business  models,"  says  Gannett 
spokesperson  Tara  Connell.  She  cites  an  additional  benefit:  "We 
get  to  train  people  to  work  for  our  company."  -Tyler! 
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Introducing  the  BlackBerry®  8830  Worm  tamon. 

Works  around  the  world.  And  around  the  block  on  America's  most  reliable  wireless  network. 
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Email  and  Phone 
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399.  2-yr,  fjiiLt  Ki-i  >  vr-j  do'/dnra  aevue  cfeaii, 
less  SIOO  mail-in  roDate  =  159  -  with  new  2-vr 
activation  on  an/  voice  plan  of '  39.  '■  mo 
o(  higlier  and  a  data  feature  of  44, '  monmiy  sccess, 
V  on  any  nev/  Voice  and  Data  Choice  Bundle  plan 
3f  79  monthly  access  or  higher 


to  verizonwireless.com/blackberfv  |  vkfii^ii\MMh('\e's^  Store  -,1  call  ^.&OQNWM0 


PR  WATCH 

SHOPPERS  WITHOUT  A  CAUSE 

CONSUMERS  ARE  FLOODED  these  days  by  corporate  marketing 
campaigns  linking  brands  to  social  issues— everything  from 
(Product)  Red,  a  multicompany  effort  benefiting  African 
AIDS  victims,  to  Avon  Products'  breast  cancer  crusade. 
Indeed,  the  public  now  expects  just  about  every 
company  to  be  allied  with  a  cause,  according  to  Carol 
Cone,  whose  brand-strategy  firm  recendy  conducted 
a  survey  on  cause-related  marketing.  And  that,  says 
Cone,  has  led  to  a  case  of  consumer  cause  fatigue, 
r      j^^m       Of  the  1,066  adults  polled  online  by  Boston-based 

^M  Cone  in  March  and  May,  36%  said  they  bought  a 
"^^^W  product  in  the  previous  12  months  after  learning  of  its 
maker's  commitment  to  social  issues,  down  from  43% 
in  2004.  Only  14%  said  they  intentionally  paid  more 
for  a  product  that  supports  a  cause,  down  from 
^   28%.  And  just  30%  said  they  told  a  family  member 
^B    or  friend  about  a  product  or  company  committed 
^K   to  a  social  issue,  compared  with  43%  three  years 
.J^m     ago.  That's  an  especially  telling  number,  says  Cone, 
because  "word  of  mouth  is  the  crucial  currency  in 
today's  society,  especially  with  young  people." 

-Conrad  Wilson 


E-COMMERCE 

A  MISSED 
OPORTUNIDAD 

LATINOSAREoneofthe 
fastest-growing  markets 
online,  advancing  by  15% 
from  April,  2005,  to  April, 
2006.  By  now,  55%  of 
Hispanic  adults  cruise  the 
Internet.  But  while  surveys 
show  most  of  these  16.3 
million  users  prefer  to  be 
served  in  Spanish,  a  study 
has  found  that  the  U.S.  Web 
sites  of  most  companies 
are  overwhelmingly 
English-only. 

Common  Sense  Advisory,  a 
Lowell  (Mass.)  consultancy, 
looked  at  the  sites  of  102 
leading  online  retailers, 
including  such  giants  as 
Office  Depot  (which  offers 
Spanish  content)  and  Target 
(which  doesn't).  It  found  that 
only  18  offer  any  Spanish 
text,  with  support  in  Spanish 
especially  hard  to  come  by. 
Of  the  18,  fewer  than  half 


responded  in  Spanish  to 
customer  inquiries  sent  by 
Common  Sense.  And  while 
27  of  the  102  sites  suggested 
ringing  the  retailer's  call 
center  for  help  in  Spanish, 
only  a  third  of  those  actually 
provided  such  assistance. 

Companies  would  be  wise 
to  use  Spanish  at  least  some 
of  the  time  on  their  U.S.  Web 


sites,  says  Lee  Vann,  founder 
of  Captura,  a  Hispanic  online 
marketing  agency.  "People 
automatically  think  they 
have  to  translate  their  whole 
site,"  he  says,  but  offering 
navigation  guides  and  FAQs 
in  Spanish  is  a  fine  start— if 
users  are  told  which  links 
lead  to  English-only 
content.  -Kerry  Miller 


BALLOT 
WORRIES? 
NOT  LIKELY 

NEW  YORK  Michael 
Bloomberg's  June  19 
declaration  of  independeno 
from  the  GOP  has  led  to 
speculation  about  a  possibt 
Presidential  run— and  plenti 
of  punditry  about  how 
tough  it  is  for  an  unaffiliates 
candidate  to  get  on  the  balU 
in  all  50  states. 

The  truth  is,  that's  not 
likely  to  be  a  problem 
for  Bloomberg.  Yes,  the 
patchwork  of  state  rules 
tripped  up  independent 
candidate  Ralph  Nader  in 
2004,  when  he  qualified  fo( 
the  ballot  in  just  35  states . 
plus  the  District  of  ColumbI 
But  when  you  have  a  few 
billion  in  the  bank,  a  crack i< 
team  of  political  operative:f 
and  a  history  of  being 
exceptionally  well-organizu 
it's  a  different  story. 

And  the  mayor,  who  haS) 
been  brushing  aside  any 
suggestion  that  he'll  enter' 
the  2008  race,  has  already 
had  aides  research  ballot 
requirements.  A  White  Hoi 
wannabe  must  collect  a 
total  of  more  than  630,00' 
signatures  across  the 
country,  with  rules  varying' 
state.  Luckily  for  Bloombe 
candidates  are  permitted 
to  pay  people  to  collect 
signatures  for  them. 

-Richard  S.  Dunha. 
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Lighten  your  load. 


YOU  WANT  TO  GIVE  your  employees  the  best 
retirement  plan  possible.  But  without  a  lot  of  ad- 
ministrative hassles.  At  The  Principal,'  we  can  help. 
With  flexible  solutions  like  our  Principal  Total 
Retirement  Suite  -  an  easy-to-implement  program 
that  lets  you  design  your  own  combination  of 
Defined  Contribution,  Defined  Benefit,  ESOP  and 


Nonqualified  plans.  It  can  be  tailored  to  any  size 

business  and,  of  course,  grow  with  you.  And  since 

it's  all  in  one  place,  you  get  simple,  streamlined 

administrative  services      Retirement 

and  support.  After  all, 

why  carry  the  load  all 

by  yourself?  we'll  give  you  an  edge" 


Financial 
Group 


.To  learn  more,  contact  your  financial  professional  or  visit  principal.com  . 


©2005  Principal  Financial  Services,  Inc.  "The  Principal,"  "Principal  Financial  Group"  and  the  Edge  Design  are  registered  service  marl<s  and  the  illustrated  character 
and  "We'll  Give  You  an  Edge"  are  service  marks  of  Principal  Financial  Services,  Inc.  Insurance  issued  by  Principal  Life  Insurance  Company,  Securities  offered  through 
Princor  Financial  Services  Corporation,  (800)  247-41 23,  member  SIPC  and/or  independent  broker/dealers.  Securities  sold  by  a  Princor  Registered  Representative 
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Seems  to  me 
that  some 
asparagus  has 
found  its  way 
into  the  Mahbu's 
design  process." 

-Ed  Powers 
Lumberton,  N.C. 


WHAT  DRIVES  CONSUMERS 
NOT  TO  BUY  GM  CARS 

"PUTTING  DESIGNERS  in  the  driver's 
seat"  (Design,  June  18)  clearly  reveals 
whaf  s  wTong  with  American  auto  com- 
panies. They  just  won't  listen! 

Only  once  does  Chevrolet  Malibu  de- 
signer Clay  Dean  use  the  word  "consum- 
er." He  speaks  mostly  of  other  cars,  strains 
between  design  and  engineering,  costs, 
designer  stress,  and  aesthetics.  And  all  the 
while,  consumers  with  years  of  driving 
experience  are  standing  on  the  sidelines 
jumping  up  and  down,  yelling:  "Ask  me! 
Ask  me!"  But  the  design  entourage  hur- 
ries past  without  giving  us  the  time  of  day. 
What  could  we  possibly  know. 

We're  told  that  "Dean  was  also  looking 
for  a  rakish  bulge  in  the  hood  to  convey 
power."  So,  Clay,  how  about  giving  us 
some  real  power...  and  some  fuel  econo- 
my and  headroom  while  you're  at  it. 

In  the  same  June  18  issue,  wine  critic 
Robert  Parker  says:  "If  you  detect  a  veg- 
etal character,  say  asparagus  or  green 
beans,  the  wine  is  flawed."  Seems  to  me 
that  some  asparagus  has  found  its  way 
into  the  Malibu's  design  process. 

-Ed  Powers 
Lumberton,  N.C. 
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WE  BUY  A  CAR  every  five  years  and 
rendy  own  four  cars,  a  motorcycle,  a 
1948  airplane.  Only  three  of  the  cars  1 
memorable,  fun-to-drive  features.  T" 
nical,  and  not  aesthetic,  design  pror^;  sm 
our  purchase  decisions.  1  jpi 

Americans  have  switched  from  De'llt 
Big  Three  vehicles  to  Honda  and  To  i^ 
vehicles  not  for  visual  design  features)  jno 
for  durability,  reliability,  good  fuel  \\  fc 
sumption,  and  low  fiill  cost  of  operati  ^ 
Detroit  needs  to  offer  five-passenger'i  mid 
mile-per-gallon  vehicles  with  100,(i.  jid 
mile  bumper-to-bumper  warranties  ^  uo 
10  years  of  ownership  to  cause  sati'^  ui 
Honda  and  Toyota  buyers  to  svvatch.  l\  jyj, 
sidizing  $65-an-hour  United  Auto  Wi  mlit 
ers  wage  and  benefit  packages  is  nci 
our  priority  list. 

-Joseph].  I 
Coming,  C^Z^ 
m 

I  WISH  GENERAL  MOTORS  all  the  •;  ^ 
with  the  new  Malibu.  They  will  need  il  jp  f^ 
though  the  car  does  look  great,  I  don  issioi 
can  beat  the  Camry  or  the  Accord.  Se<^  dj,- 
years  ago,  my  Dad  bought  a  1998  Malj  f| 
By  the  time  his  car  reached  the  154 
mile  mark,  he  had  to  replace  the 
discs  and  brake  pads.  Pretty  early  iii  ij! 
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2.  Meanwhile,  a  friend  who  drives 
da  Accord  changed  his  front  brakes 
ae  reached  the  30,000-mile  mark, 
ign  is  important.  But  when  will 
t  understand  that  car  buyers  want 
lity  and  durability,  not  just  over  a 
W0-,  or  three-year  period  but  very 
:rm  durability?  Cars  like  the  Cam- 
feel  nimble  and  solid  after  6,  8, 
1 10  years  of  use.  Granted,  the  Big 
have  made  great  strides  in  quality, 
;y  still  have  a  long  way  to  go. 
or  the  Malibu,  please  GM,  don't 
on  the  quality  of  your  compo- 
Ybu  will  just  drive  more  customers 
)ta  and  Honda. 

-Louis  Lafortune 
Gatineau,  Quebec 

'STRATEGY]  MAKES  sense  because 
ign  is  what  gets  us  consumers  in  the 
'  ^ith  four  children  and  their  friends,  I 
fill  all  the  "advertised"  seats.  Unfor- 
y,  not  seeing  rear  center  headrests  in 
licles  makes  me  walk  right  back  out. 
been  driving  Hondas  and  Toyotas 
)uld  love  to  shop  for  an  American 
such  as  the  stylishly  new  Chevy 
•an  or  GMC  Acadia.  So,  whose  kids 
lace  into  those  seats  without  head- 
\\/ly  neighbors'?  Sorry,  GM,  you  need 
nality  along  with  the  design. 

-Eric  Weitze 
Skillman,  N.J. 

VG  MORE  FOCUS  on  automobile 
\  certainly  can't  hurt  General  Mo- 
rospects,  but  better  looks  won't 
up  for  woefiilly  behind-the-times 
dssions  (only  now  is  GM  starting  to 
itomatics  with  five  speeds— and  if  s 
option),  badly  outclassed  engines 
on  ancient  push-rod  technology, 
iering  and  suspension  that  commu- 
litde-to-no  feel  for  the  road, 
ear  from  now,  when  traveling 
ssWeek   readers    turn    in    their 
looking    new    Malibus    at    the 
jcar  desk,  they'll  be  glad  they're 
home  to  their  Altimas,  Accords, 
5,  Azeras,   and    Passats.   They 
not  know  exactly  which  out- 
technology  it  was  that  made 
A  product  they  just  drove  for 
days  so  unsatisfying,  but  they'll 
nonetheless  that  their  own  cars 
;ich  more  fun  and  enjoyable  to 
jlhe  underwhelming  experience 
ally  driving  GM  products  is  just 
ison  an  ever-increasing  number 
iricans  don't  even  consider  GM 
tts  when  it's  time  to  buy  a  new 
matter  how  they  look.  Let's  not 
jrted  on  the  GM  brand  image,  real 


CORRECTIONS  &  CLARIFICATIONS 

"The  InfoTech  100"  (July  2)  incorrectly 
spelled  the  name  of  the  president  of 
Nintendo  of  America,  Reginald  Fils-Aime. 

and  perceived  quality  issues,  residual 
value,  etc. 

-Glenn  Peake 
Atlanta 

WHAT  AN  UNLIKELY  juxtaposition: 
General  Motors  and  Google  ("The  man 
behind  the  Google  doodle,"  Corporation, 
June  18)  in  back-to-back  articles.  The 
core  message— and  good  news— is  that 
artistic  freedom  can  benefit  any  organi- 
zation, whether  it  be  considered  leading- 
edge  or  lagging-edge. 

-Robert  W.Keidel 

Associate  Professor  of  Management 

LeBow  College  of  Business 

Drexel  University 

Philadelphia 


In  the  name  of 
fairness,  the 
women's  networks 
should  teach 
women  how  to  get 
along  with  men." 

-Rick  Cunnington 
Ore  Valley,  Ariz. 


DIFFERENT  TAKES  ON  THE  WORTH 
OF  WOMEN'S  NETWORKS 

YOUR  ARTICLE  "WHAT  works  in  wom- 
en's networks"  (Managing,  June  18) 
highlighted  a  growing  trend,  currently 
being  mimicked  by  large  corporate  law 
firms.  Over  the  past  five  years,  we  have 
witnessed  the  formalization  of  dedi- 
cated networks  at  law  firms,  with  our 
online  profiles  of  the  top  300  U.S.  law 
firms  presently  linking  to  a  significant 
number  of  women's  initiatives,  focused 
primarily  at  ensuring  the  promotion 
and  success  of  women.  Given  the  pau- 
city of  women  partners  at  the  top  law 
firms  and  today's  increasingly  stressful 
and  pressured  work  environment,  the 
need  for  active  support  and  encourage- 
ment of  female  attorneys  can  not  be 
doubted.  Such  parallel  developments 
in  business  and  law  also  reveal  that 
the  law  business  as  practiced  at  today's 
global  law  firms  is  not  immune  to  the 
same  pressures  as  other  businesses  and 


must  respond  accordingly  to  remain 
competitive  in  toda/s  marketplace. 

-Gary  Rindner 

Founder,  Law  Periscope 

Chappaqua,  N.Y. 

PERIODICALLY,  ARTICLES  pop  up  like 
your  recent  article  on  women's  networks. 
In  just  about  every  case  the  theme  is  for 
men  to  adapt  to  women's  behavior.  In 
the  name  of  diversity  and  fairness,  the 
women's  networks  should  teach  women 
how  to  get  along  with  men,  to  be  more 
appreciative  of  masculine  characteristics, 
and  to  modify  their  own  behavior  so  they 
can  more  effectively  function  with  male 
colleagues.  A  meeting  in  the  middle  is  a 
lot  more  appropriate. 

-Rick  Cunnington 
Oro  Valley,  Ariz. 

HOW  ONE  BANK  GOT 
GREEN  RESULTS 

YOUR  RECENT  ARTICLE  tided  "Black 
marks  for  'green'  banks"  (UpFront,  June 
18)  highlights  the  difficulty  and  confiasion 
well-intentioned  organizations  face  when 
trying  to  credibly  measure  the  impact 
of  their  "green"  initiatives.  Much  more 
work  will  be  done  before  unambiguous 
yardsticks  can  be  developed.  However,  I 
can  tell  you  of  one  action  taken  by  a  bank 
that  will  net  unambiguous  green  results: 
Bank  of  America  has  recendy  fianded  the 
$65  million  acquisition  of  50,365  acres  of 
redwood  timberland.  This  acquisition  was 
fianded  in  a  way  that  allows  these  lands  to 
recover  from  decades  of  industrial  harvest 
levels....When  it  comes  to  giving  out  marks 
for  green  banks,  the  Bank  of  America  de- 
serves an  A-i-  on  this  project. 

-Donald  S.  Kemp 

Executive  Director 

Redwood  Forest  Foundation  Inc. 

Gualala,  Calif. 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


It's  Light-but  no  Lightweight 

Can  a  laptop  be  too  light  and  too  thin?  I'm  a  big  fan  of  featherweight 
computers.  But  I  have  been  discouraged  by  the  slightest  and  lightest  of 
this  class  because  of  the  compromises  they  forced  me  to  accept— crampes 
keyboards,  undersized  displays,  poor  battery  life,  puny  storage,  and  less 
than-stellar  performance.  The  Toshiba  Portege  R500  breaks  the  mold. 


TOSHIBA 

PORTEGE 

R500 


The  R500,  starting  at  $1,999,  is  a  miracle 
of  miniaturization.  By  cramming  most  of 
the  electronics  onto  both  sides  of  a  specially 
engineered  motherboard,  Toshiba  was  able 
to  produce  a  notebook  that  is  just  0.8  inches 
thick  and  weighs  only  2.4  pounds.  But  it  has 
a  full-size  keyboard,  a  12.1-in.  widescreen 
display,  a  120-gigabyte  disk  drive,  and,  most 
surprising,  a  built-in  CD/DVD  drive.  With 
this  single  attractive  product,  Toshiba  has 
thumbed  its  nose  at  a  bustiing  subclass 
of  diminutive  notebooks  known  as  ultra- 
mobile  PCs,  which  includes  the  Vulcan 
Portals  FlipStart  (Tech  &  You— Apr  16)  and 
the  Samsung  Ql.  These  have  much  smaller 
displays  and  other  serious  deficiencies,  and 
aren't  that  much  lighter  than  the  Toshiba. 

Of  course,  the  R500  is  not  without  flaws.  I'm  most 
concerned  about  its  ruggedness.  This  is  the  first  laptop  to  use 
a  CD  drive  that  is  just  7.5  mm  thick.  The  slide-out  tray  looks 
like  it  might  snap  off  in  a  strong  wind,  and  I  had  to  perform 
surgery  on  my  preproduction  unit  to  realign  the  read/write 
laser,  which  had  become  dislodged  in  shipping.  The  R500 
uses  light- emitting  diodes  instead  of  fluorescent  tubes  to 
provide  backlight  for  the  display.  This  allows  the  cover  to  be 
extremely  thin  and  flexible— so  much  so  that  I  wonder  about 
its  ability  to  protect  a  fragile  glass  screen. 

STILL,  THE  RSGO'S  VIRTUES  may  be  worth  tiie  extra  dose  of 
TLC  this  laptop  demands.  The  1.2-gigahertz  Core  2  Duo 
processor,  though  not  Intel's  fastest  chip,  is  plenty  speedy 
for  the  routine  tasks  users  are  likely  to  require.  Toshiba 
plans  to  switch  to  Intel's  power-thrifty  Santa  Rosa  chips 
once  engineers  f^ure  out  how  to  cram  them  into  the  skinny 
case.  Features  I  loved  included  a  button  that  reconfigures  the 
display  to  let  you  read  the  screen  outside  on  a  sunny  day.  The 
R500  is  equipped  widi  Wi-Fi  but  doesn't  come  with  built-in 
connectivity  to  diai-  up  or  wireless  phone  systems,  such  as 
Verizon's  BroadbandConnect.  You  can  solve  that  easily  with 
USB  or  PC  Card  modems. 

Battery  life  is  something  of  a  mystery.  The  R500  features 
a  huge  battery  relative  to  the  size  of  the  notebook:  It 
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accounts  for  nearly  one-third  of  the  unit's 
total  weight.  Toshiba  claims  battery  life  oi 
up  to  10  hours  on  a  charge,  which  would! 
the  R500  in  a  class  by  itself  But  in  tests  I 
got  closer  to  a  still-respectable  four  hount 
A  Toshiba  spokesman  explained  that  the  e 
software  on  my  sample  unit  is  not  optimin 
for  power  savings.  If  that's  true,  I  expect  tj 
production  models  to  yield  six  to  eight  hct 
in  normal  use,  which  would  be  impressivi' 
Later  this  year,  Toshiba  says  it  vdll  takd 
weight  of  the  Portege  down  to  2  lb.,  partll 
by  switching  to  a  solid-state  disk  drive  an 
partly  by  cutting  the  battery  capacity  in  h 
The  latter  sounds  like  a  poor  trade-off  fo: 
most  users. 

If  you  are  looking  for  a 

lightweight  but  less  radical' 

and  less  expensive— noteboi 

that  uses  Intel's  latest  Santsi 

Rosa  chips,  you  might  consi 

Lenovo's  X6ls,  starting  at  a 

$1,200.  It's  an  inch  thick,  h: 

a  12.1-in.  display,  and  weigh 

in  at  3  lb.,  with  an  extended 

life  battery  that  gives  aroun 

^^^^^^^™  five  hours  of  working  time. 

.doesn't  have  a  built-in  CD  d 

but  it  looks  and  feels  like  it  could  be  run  over  by  a  true 

and  keep  right  on  working. 

The  good  news  in  these  products  is  that  a  relentiess  fo 
on  battery  life  and  advances  in  miniaturization  from  botl 
chipmakers  and  notebook  designers  are  bound  to  please 
people  who  like  their  notebooks  small  and  light  and  don 
want  to  compromise.  Another  win  for  the  road  warrior.  I 
E-mail:  tech&you@businesswee. 
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Kevin  Carroll 

Authoi,  Rules  of  the  Red  Rubber  Ball 
Founder,  The  Katalyst  Consultancy 


!  Ask  Kevin  Carroll  Why  He  Loves  His  BlackBerry 

r\  am  proof  that  a  red  rubber  ball  can  change  someone's  life.  So  many  wonderful  lessons 
come  from  play.  In  the  21st  century,  we  need  to  be  more  flexible,  more  nimble  in  our  thinking. 
My  BlackBerry®  allows  me  to  "do'  in  a  more  agile  way  To  be  more  imaginative.  To  maximize 
every  single  day.  And  to  convey  my  message  about  the  power  of  sport  and  play  to  foster 
"social  change.'  My  BlackBerry  is  a  catalyst,  just  like  I  am." 

Find  out  how  BlackBerry  can  help  you  live  a  larger  life  atwww.blackberry.com/ask. 
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esearch  in  Motion  Limited.  All  Rights  Reserved.  The  BlackBerry  family  of  related  marks,  images  and  symbols  are  the  exclusive  properties  and  trademarks  of  Research  In  Motion  Limited. 
lage  is  simulated.  Check  with  service  provider  for  service  plans  and  supported  features. 
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BY  JON  FINE 
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A  Better  Measure  of  Old  Medias 


There  is  a  data  gap  in  media  today,  and  smart  executives  worry  about  it. 
Google  knows  a  ridiculous  amount  about  what  its  searchers  do  and  whatf  i^ 
they  click  on:  It  has  terabytes  of  data  on  consumer  behavior.  TV  networkll 
and  the  marketers  who  advertise  on  them  may  have  prettier  ads.  But  wherf 
comes  to  finding  out  what  makes  consumers  jump,  they  sometimes  must  '^^ 

resort  to  guesswork,  or  at  least  the 
crunching  of  disparate  findings  from 
disparate  sources. 

Which  is  why  radio-ratings  firm 
Arbitron  has  for  years  been  playing  with 
what  it  grandly  calls  Project  Apollo,  a 
pilot  test  of  which  is  nearing  completion. 
Project  Apollo  is  powered  in  large  part 
by  Arbitron's  cell-phone-size  Portable 
People  Meter,  which  pings  whenever  a 
person  carrying  it  is  exposed  to  properly 
encoded  radio  or  TV  advertising,  whether 
they're  at  home,  in  a  bar,  at  a  fiiend's 
house— wherever  The  other  half  of 
the  data  is  provided  by  Apollo  partner 
ACNielsen's  Homescan  program,  in  which 
participating  households  use  a  different 
device  to  scan  their  product  purchases  into 
a  database.  Combine  all  that  information,  and  you  can  shape 
findings  to  a  well-honed  geek-edge.  You  can  learn,  say,  which 
commercials  seem  to  turn  occasional  purchasers  of  a  given 
product  into  steady  customers. 

Pulling  all  of  this  information  together  is,  obviously,  a 
gargantuan  task.  Studying  some  early  findings  of  Project 
Apollo's  pilot  and  talking  with  executives  familiar  with  it 
show  there  are  ways  to  generate  and  centralize  some  deep- 
diveable  data  from  offline  consumer  behavior,  but  also  that 
it's  hard  and  costiy  to  do  so. 


days  immersed  in  it.  Still,  even  execu 
fond  of  Apollo  express  reservations.  .'  ^'^' 
Don  Gloeckler,  P&G's  manager  of  md  ^^ 
research  for  North  America  (and—  '  '^ ' 
disclosure— the  father  of  a  BusinessW  W 
staffer),  said  some  Project  ApoUo  fincii  ('''' 
help  the  company  "change  the  way  v  f^ 
think  about  media."  But  he  also  notetl  ^^ 
"this  data  doesn't  come  for  free.  You  i'  "5^ 
to  make  stirc.you  get  a  return  on  yoii  ™ 
investment."  (One  executive  familiaiaf  *¥ 
Project  Apollo  said  that  the  companii'  'f™ 
involved  in  the  pOot  were  initially  asli'  V 
to  pay  $1  million  for  the  privilege.  Ci'  If™ 
the  pUof  s  participating  households  t'  "/^ 
5,000  reduced  the  cost  to  $350,000.; 
Apollo  has  limitations. 
The  project  works  best  with  i 
frequentiy  bought  items— me*  ^ 
purchases  make  more  data— 
which  rules  out  participatior 
from  certain  major  advertise 


knv 


such  as  car  companies.  SomeV  Hcti 


APOLLO  IS  BACKED  BY  SEVEN  of  the  largest  U.S.  advertisers- 
including  Procter  &  Gamble,  Unilever,  and  Kraft— which 
cumulatively  spent  over  $7.6  billion  on  ads  last  year  The 
pilot  test  has  been  running  since  early  2005.  A  recent  white 
paper  presented  by  an  executive  involved  with  Project 
Apollo  showed  that  applying  its  data  to  ad  campaigns  can 
make  them  40%  more  efficient— that  is,  40%  cheaper  And 
a  complex  analysis  of  one  unidentified  household  producf  s 
TV  ads  yielded  the  following  insight:  Those  seen  by  its 
lightest  users  proved  so  wasteful  that,  once  product  sales  and 
manufacturing  costs  are  factored  in,  the  campaign  would 
have  lost  $24  million  on  those  ads. 

Dense  stuff,  I  grant,  but  catnip  for  those  who  spend  their 
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Project 
Apollo  aims 
to  test  the 

ettlCHCy  or  1  V  media,  such  as  print,  do  not  |l  k 
anri  foHir*  oHc  ^^^^  themselves  to  people-m^  h 
dllU.  IdU-lU  dUo  measurements.  Measuring  Itm 
^^^^^^^H  them  will  require  consumers 

fill  out  surveys,  which  layers  ■*  n 
additional  complexity  and  th' 
possibility  of  human  error  An  ad  executive  well  acquaint^  *iii 
with  Project  Apollo  echoes  Gloeckler's  concerns,  citing 
"expensive"  costs  for  participants  and  the  fact  that  the  TV 
on  investment  "is  not  crystal-clear" 

This  fall  the  seven  companies  will  decide  whether  to  g  ( 
forward  with  the  experiment  or  not.  Like  all  ambitious  ii'*  teti 
ventures.  Project  Apollo  will  require  fine-tuning  and  dee) 
pockets  to  make  a  go  of  it.  And  Google's  database?  In  the'  k, 
you  read  this  column,  it  got  even  bigger 
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[  For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
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lousing's  New  Risks 
br  the  Economy 

iftgage  rates  are  up,  credit  is  tighter,  and  home  prices  are  falling  faster 


3 
(D 
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U.S.  ECONOMY 


As  2007  began,  one  overarching  question  hung  in  ^ 

!  minds  of  everyone  from  investors  to  economists  to  pohcymakers:  Q 

11  the  housing  recession  sink  the  economy?  The  housing  boom  and  Q 

3t  is  easily  the  defining  feature  of  this  business  cycle.  The  slump  is  m^ 
ique  in  that  no  housing  downturn  of  this  size  has  ever  occurred 


de  of  a  general  economic  recession.  This  time 
larket  collapsed  under  its  own  weight  from  past 
)uilding,  speculation,  and  soaring  prices,  not 
ise  of  the  classic  triggers,  such  as  prohibitive 
gage  rates,  tight  credit,  and  rising  unemployment, 
r,  the  economy  has  absorbed  the  blow,  but  it  has  not 
painless. 

this  midway  point  in  the  year,  if  s  worth  revisiting 
ing's  plight  in  light  of  all  that  has  changed.  So  far, 
have  been  some  surprises,  including  a  weaker- 
expected  economy  through  the  first  quarter  and  lost 
s  for  Federal  Reserve  cuts  in  interest  rates.  And  new 
iing-related  risks  have  popped  up,  including  higher 
fterm  interest  rates  and,  most  recently,  financial- 
:et  fallout  from  the  meltdown  in  subprime  lending, 
of  which  have  left  investors  increasingly  nervous 
how  it  will  all  play  out  (page  26). 
,11,  the  housing  recession  seems  most  likely  to 
[in  confined  to  the  housing  sector— but  with  some 
zaveats.  Higher  mortgage  rates  mean  the  slump  is 
certain  to  drag  on  longer  than  previously  expected, 
implies  a  heavier  direct  impact  from  falling  home 
Tuction  on  overall  growth  in  the  second  half  In 
ion,  the  indirect  effects,  via  dechnes  in  home  prices 
ihe  spreading  problem  with  subprime  loans,  deserve 
ittention.  All  in  all,  these  risks  raise  the  stakes. 

IT  NOW,  ECONOMISTS  ARE  SPLIT  on  the 

don  of  the  economy  in  the  second  half,  and 
ousing  outlook  is  the  wedge  between  those 
Stations.  On  average,  the  51  forecasters  surveyed  by 
I  Chip  Economic  Indicators  believe  the  economy  will 
I  2.8%  annually  over  the  final  two  quarters  of  the 
but  expectations  vary  sharply.  The  10  most  bullish 
jmists  see  growth  at  a  sturdy  3.4%  annual  rate, 
the  10  most  bearish  expect  a  pace  of  only  2%.  As 
lit,  the  two  groups  have  inflation  and  interest  rates 
ing  in  opposite  directions.  Housing  will  most  likely 
s  swing  factor  in  deciding  who's  right. 
e  half-point  climb  in  fixed  mortgage  rates,  from 
in  early  May  to  6.6%  at  the  end  of  June,  based  on 
Erom  the  Mortgage  Bankers  Assn.,  will  certainly  hit 


housing  demand,  but  not  too  hard.  For  example,  it  raises 
the  monthly  cost  of  the  maximum  conforming  loan  of 
$417,000  (above  which  the  loan  is  considered  "jumbo" 
and  carries  a  higher  rate)  from  $2,527  to  $2,663.  For  a 
prime  borrower  willing  to  shell  out  that  much  per  month, 
an  extra  $136  will  not  be  a  major  burden,  but  it's  enough 
to  mean  some  home  buyers  will  not  meet  the  income 
requirement  to  qualify  for  a  loan. 

Even  before  the  rate  rise.  May  sales  of  both  new  and 
existing  homes  feU  from  April.  Demand  for  new  homes 
dropped  1.6%,  retracing  some  of  the  big  12.5%  increase 
the  month  before.  May  sales  of  existing  homes  dipped  a 
small  0.3%,  but  the  level  was  the  lowest  in  four  years. 

As  mortgage  rates  increased  in  June,  builders' 
sentiment,  already  reeling,  sank  to  the  lowest  reading 
since  the  1990-91  recession.  Lennar  Corp,  the  nation's 

biggest  homebuilder, 
had  been  expected  to  eke 
out  an  earnings  gain  for 
its  second  quarter  but 
instead  posted  a  loss  on 
June  26  and  suggested 
another  loss  was  likely 
for  the  third  quarter.  Like 
many  builders,  Lennar 
is  trying  to  control 
its  inventories,  partly 
through  sales  incentives, 
which,  for  Lennar,  have 
more  than  doubled  this 
year,  to  $44,600  per  home  from  $20,200  in  2006. 

BUT  EVEN  MARGINALLY  SOFTER  DEMAND  will  make 
bloated  inventories  a  grovring  problem  for  the  broader 
economy  (chart).  The  stock  of  new  homes  waiting  for 
buyers  affects  both  construction  activity  and  prices. 
Unsold  existing  homes  are  the  chief  reason  for  sliding 
home  values,  which  will  cut  into  household  wealth  and 
make  refinancing  troubled  loans  more  difficult. 

The  number  of  months  required  to  sell  the  stock  of 
new  homes  ticked  up  to  7.1  in  May,  compared  with  an 
average  of  6.4  months  for  all  of  2006  and  4.5  months 


UNSOLD  HOMES: 

THE  GLUT  GETS  WORSE 

j       g  MONTHS 
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Data:  National  Association  of  Realtors, 
Global  Insight  Inc. 
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in  2005.  The  supply  data  for  existing  homes  are  more 
worrisome,  jumping  from  8.4  months  to  8.9,  the  highest 
level  since  1992.  From  2002  through  2005,  before  the 
bust,  supply  averaged  about  half  that. 

Not  surprisingly,  prices  continue  to  head  south,  and 
the  drop  is  accelerating,  a  trend  that  will  most  likely 
continue  in  coming  months.  The  Standard  &  Poor's/ 
Case-Shiller  index  of  existing-home  prices  fell  2.1%  from 
a  year  ago  (chart).  Over  the  past  six  months,  the  annual 
rate  of  decline  has  been  an  even  faster  4.8%.  Economists 
prefer  this  index  because,  unlike  some  popular  measures, 
it  controls  for  shifts  in  the  mix  of  sales,  which  can 
distort  the  total,  and  it  includes  a  variety  of  underlying 
mortgages,  such  as  subprime  loans. 

THE  NEW  HOUSING-RELATED  DANGER  in  the  outlook 

is  tighter  financial  conditions.  Lenders  have  already 
lifted  their  standards  for  mortgage  borrowers:  a  lot  for 
subprime  customers,  a  litde  for  prime  loans.  Rising 
foreclosures  and  growing  subprime  troubles  on  Wall 
Street  will  result  in  even  tighter  standards  that  will  shut 
more  potential  home  buyers  out  of  the  market. 

But  there  is  a  broader  concern.  The  possibility  for 
more  financial  implosions,  like  the  subprime  mess  at 
Bear  Stearns,  could  spread  through  the  credit  markets, 
making  other  corporate  and  consumer  borrovdng  more 
costly.  Also,  the  ripple  effects  could  depress  stock  prices, 
which  would  hurt  both  businesses  and  households. 

Thaf  s  a  worst-case  scenario,  but  what's  clear  is  that 
all  this  will  add  new  downward  pressure  on  home  sales 
and  construction  in  the  second  half.  Housing  starts  had 


FED  POLICY 
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HOME  PRICES  LOSE 
MORE  GROUND 

PERCENT  CHANGE  FROM  A  YEAR  AGO 


begun  to  stabilize  in  the  second  quarter,  wdth  the  aver 
starts  in  April  and  May  actually  running  above  the  firs 
quarter  level.  The  same  was  true  for  new-home  sales. 
Now,  the  housing  drag  on  economic  grovvth,  instead  c 
diminishing  in  the  third  quarter,  is  likely  to  reintensif 
However,  unlike  the  past  year,  any  new  hit  from 

housing  wall  come 
as  other  sectors  of 
the  economy  are 
strengthening. 
Manufacturing  is  gai 
strength  as  businesse 
rebuild  their  inventor 
Capital  spending  is 
reaccelerating  after  it 
slowdown  late  last  ye; 
and  consumer  spendi 
is  holding  up  well. 
In  fact,  resilient 
consumers  are  the  ch 
reason  housing  has  not  sunk  the  economy,  and  the  ke 
has  been  strong  job  markets.  For  example,  in  the  state 
where  home  prices  had  grown  the  fastest  prior  to  the 
bust,  homebuilding  has  plummeted.  However,  analys 
at  JPMorgan  Chase  note  that  the  unemployment  rate 
all  but  one  of  those  states  is  lower  now  than  it  was  twi 
years  ago.  The  jobless  rate  in  Florida,  a  poster  child  fci 
the  housing  bust,  has  fallen  even  more  than  the  natioi 
average.  The  implication:  Unless  the  housing  bust 
reaches  the  labor  markets,  consumers  and  the  rest  of 
economy  will  keep  chugging  along.  ■ 


APR.  '07 
Data:  Standard  &  Poor's,  Global  Insight  Inc. 


Don't  Rule  Out  a  Rate  Hike 


JOB  MARKET  KEEPS  FED 
FOCUSED  ON  INFLATION 


INFLATION  PRESSURES  may  be 

easing,  and  the  financial  markets  are 
behaving  as  if  a  slowdown  in  inflation 
gready  reduces  the  odds  that  the 
Federal  Reserve  will  have  to  raise 
interest  rates.  Yet  some  economists 
believe  signs  of  an  improving 
economy  and  tight  labor  markets 
mean  rate  hikes  cannot  be  ruled  out. 

When  the  Fed  met  on  June  27-28 
to  discuss  monetary 
poUcy,  its  preferred 
inflation  measure— the 
personal  consumption 
expenditures  price 
index  minus  food  and 
energy— had  eased  to 
a  yearly  pace  of  2%,  its 
lowest  level  in  over  a 
year,  and  juvst  within 
the  Fed's  l%-to-2% 
comfort  zone. 

The  policymakers, 
however,  are  keenly 
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focused  on  how  tighdy  the  economy 
is  still  wound,  even  after  growth  near 
2%  in  real  gross  domestic  product 
over  the  past  year,  which  should  have 
been  slow  enough  to  open  up  some 
spare  production  capacity  to  ensure 
inflation  stays  cool.  The  very  low 
jobless  rate  of  4-5%  indicates  that 
hasn't  happened. 

But  the  conflicting  messages  from 
real  GDP  and  the 
jobless  rate  don't 
necessarily  balance 
out.  "We  read  the 
historical  evidence 
as  suggesting  it  is 
prudent  to  give  more 
weight  to  the  low  level 
of  the  unemployment 
rate,"  economists 
Dean  Maid  and  Julia 
Coronado  at  Barclays 
Capital  wrote  in  a 
recent  economic 


research  note.  One  reason  for  that 
view  is  the  jobless  rate  is  not  subje 
big  revisions  such  as  real  GDP  and 
PCE  price  indexes. 

What's  more,  Coronado  points 
to  historical  precedent.  In  1997  th 
central  bank  raised  rates  once  des 
benign  inflation  readings  and  GD 
data  showing  slower  growth.  The 
central  bank  acted  because  the  jol 
rate  was  still  falling  and  it  expectr 
the  economy  would  soon  expand 
a  quicker  pace.  The  1997  example 
also  useful  because  economic  gro 
was  later  revised  to  show  a  strong 
pickup,  not  a  slowdown,  in  the  fir 
half  of  that  year. 

If  the  economy  keeps  on  showi 
signs  of  improvement  and  the  jot 
rate  inches  down  further.  Corona 
believes,  "the  Fed  may  have  no 
problem  raising  interest  rates  to  \ 
off"  a  potential  rise  in  inflation."  I 
-By  James  Mel  \ 
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#all  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses, 
ind  other  infonnation.  Read  and  consider  it  carefully  before  investing. Target  Retirement 
iinds  are  subject  to  the  risks  associated  with  their  underiying  funds.  Diversification  does 
lot  ensure  a  profit  or  protect  against  a  loss  in  a  declining  market. 

2007  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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BLACK  DAY  AT  BEAR  STEARNS 

The  near  implosion  of  two  big  hedge  funds  took  a  new  twist  on  June  25  with  word 
that  regulators  are  looking  into  how  the  funds  suffered  such  severe  losses  on  subprime 
mortgage  market  bets.  As  first  reported  by  Businessweek.com,  the  SEC  especially  wants  to 
know  why  one  of  the  fiinds  first  posted  a  6%  decline  for  April  then  quickly  revised  that  to 
a  thiunping  19%  loss. 

The  inquiry  is  the  latest  headache  for  Bear  Steams  (photo,  New  York  headquarters), 
which  committed  $1.6  billion  in  financing  to  prop  up  the  less  damaged  fund  but  has 
no  plans  to  sink  new  money  into  the  one  that  lost  19%  in  April.  For  the  past  two  weeks 
the  fates  of  the  fiands,  which  borrowed  money  to  buy  billions  of  dollars  in  sophisticated 
bonds  backed  by  subprime  loans,  have  cranked  up  anxiety  about  other  Wall  Street 
banks  and  fiinds  sitting  on  similar  securities  that  could  be  ready  to  blow  up. 
See  "Mutually  assured  mayhem," page  26 

"Bear's  Big  Loss  Arouses  SEC  Interest, "  businessweek.com/go/tbw 


Housing:  Ouch! 

The  housing  market  can't 
find  a  bottom.  On  June  26 
homebuilder  Lennar  announced 
a  surprising  loss  of  $244 
million  in  its  fiscal  second 
quarter.  CEO  Stuart  Miller  said: 
"We  continue  to  see  weak, 
and  perhaps  deteriorating, 
market  conditions."  That  wet 
blanket  landed  the  same  day  the 
Commerce  Dept.  said  new-home 
sales  fell  1.6%  fi-om  April  to 
May.  Adding  to  the  gloom,  the 


Standard  &  Poor's/Case-Shiller 

lO-city  composite  home-price 

index  sank  2.7%  in  the  year 

through  April,  the  biggest  drop 

smce  1991. 

See  "Housing's  new  risks  for  the 

economy, "  page  21 

UU19U19  "The  Housing  Mirage," 

businessweek.com/go/tbw 


of  Dow  Jones  had  achieved  a 
deal  safeguarding  editorial 
independence,  the  stars  seemed 
to  be  aligning  for  the  press 
magnate,  as  so  often  happens, 
to  get  what  he  wants. 
See  "Big  media,  big  changes," 
page  21 


Murdoch  Closes  In 

With  the  June  26  news  that 
Rupert  Murdoch  and  the  board 


Tire  Troubles 

First,  poison  in  Chinese-made 
pet  food,  then  lead  paint  in 
toys,  and  now  this.  Foreign  Tire 


Sales,  a  New  Jersey  impor 
says  450,000  truck  tires 
made  by  Hangzhou  Zhongcd 
Rubber  of  Hangzhou,  ChiiiAi 
are  unsafe.  In  a  letter  to  thj  ir 
National  Highway  Traffic  &    < 
Safety  Administration,  Fore 
Tire  Sales  said  it  received 
a  complaint  alleging  that  l§»f 
the  tires  failed,  resulting  i 
two  deaths.  The  feds  have 
demanded  a  recall,  but  Fo    . 
Tire  says  it  doesn't  have  tl ' 
money.  On  June  26  the  Ci 
company  said  it  hadn't  fot 
any  problems  with  the  tin 
See  "Made  in  China.  Sued 
page  11 


The  Business  Court? 

Capping  its  2006-07  calem 
the  U.S.  Supreme  Court  hani 
business  more  important  t 
including  one  limiting  secx 
fi-aud  cases,  and  another  tll||rliv 
trimmed  the  reach  of  the 
Endangered  Species  Act,  thuillDt 
chopping  down  a  regulated  lioi 
hurdle  for  developers. 
See  "The  Supreme  Court:  i 
for  business," page  30 


In! 


IN 


Too  Much  Leverage? 

They're  hitting  the  brakes  lAji 
buyouts.  Private  equity  firm  my 
on  June  26  backed  away  firi  ,,  < 
selling  $3.5  bOhon  in  junk  ij  jj^ 
debt  to  pay  for  U.S.  Foodsen|  g-^ 
Investors  had  balked  at  th*j  jj,, 
leverage  and  easy  terms.  ,  j^ 
Instead,  the  buyers  will  us«^  ^^ 
backup  financing  pledged  ! 
investment  banks.  The  chai 
indicates  LBO  shops  won't 
be  able  to  borrow,  and  pay, 
as  much  for  companies.  Oi 
early  casualty  of  the  slowd^ 
shares  of  Blackstone  Group.| 
closed  below  their  IPO  pric  \ 
their  third  day  of  trading. 
See  "Steve  who  ?"  page  32 
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At  Last,  a  Delphi  Deal 
General  Motors  is  finding  tl 
it  can  get  its  union  worker 
accept  real  change  by  cutti 
checks.  After  more  than  16 
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dis  of  wrangling,  the 
d  Auto  Workers,  GM,  and 
rmer  parts  supplier— 
rupt  Delphi— shook  hands, 
idll  buy  out  or  grant  early 
tment  deals  to  many  of 
iii's  17,000  workers.  Those 
ining  take  a  pay  cut  from 
I  in  hour  to  $18.50  but  will 
1  extra  $35,000  a  year  for 
I  years.  In  exchange,  GM 
5  a  strike  at  its  biggest 
ilier  and  can  bid  more  parts 
)n  the  open  market. 


son's  Project 

led  that  the  U.S.  is 
5  its  global  edge  as  a 
icial  markets  leader, 
ury  Secretary  Henry  Paulson 
Jed  plans  on  June  27 
top-to-bottom  review  of 
al  regulations.  The  notion 
-•ome  up  with  a  blueprint 
next  year  to  consoUdate 
ight  and  simplify 
Open  for  discussion, 
stance,  is  whether  the 
Ty  needs  four  separate 
lal  bank  regulators. 


replaced  by  co-founder  Jerry 
Yang,  Chief  Sales  Officer  Wenda 
Harris  Millard  took  a  powder  on 
June  24  to  become  president  of 
media  at  Martha  Stewart  Living 
Omnimedia.  Millard  was  the 
Internet  portal's  key  liaison  to 
Mad  Ave,  but  the  company  says 
it  needs  someone  to  run  both 
display  and  search  ad  sales. 
That  unit  vwll  be  led  by  Yahoo 
vet  David  Karnstedt.  Meanwhile, 
on  June  26,  Wells  Fargo  named 
heir  apparent  John  Stumpf  its 
new  CEO,  replacing  Richard 
Kovacevich. 

EEHEJ*  "Another  Yahoo 
executive  shoe  drops" 
businessweek.com/go/tbw 


Zoelllck  Gets  the  Nod 
Former  U.S.  Trade 
Representative  and  Goldman 
Sachs  Vice-chairman  Robert 
Zoellick  was  unanimously 
elected  president  of  the  World 
Bank  on  June  25.  His  strong 
diplomatic  skills  ^m^\  be  much 
in  demand  to  heal  the  rifts  at 
the  bank  in  the  wake  of  the 
Paul  Wolfowitz  imbrogUo. 


■^MnvnovM 


iutive  Shuffle 

( ahoo!  exodus  isn't  over 

tollowing  the  June  18 
lation  of  CEO  Terry  Semel, 


In  Memoriam 

Fashion  doyenne  Liz  Claiborne 

died  on  June  26  at  78. 


dANKS  BUT  NO  THANKS'  OF  THE  WEEK 

I  oil  behemoths  have  bid  adios  to  Venezuelan  President 
0  Chavez:  ExxonMobil  and  ConocoPhillips,  which  had  been 
rating  three  heavy-oil  ventures  in  the  Orinoco  Belt  region, 
cted  to  handing  over  majority  stakes  demanded  by  state- 
PDVSA.  Four  others— Chevron,  BP,  France's  Total,  and 
way's  Statoil— decided  to  stick  it  out  in  spite  of  Chavez' 
;eze  on  Big  Oil.  The  fiery  nationalist  could  be  shooting 
self  in  the  foot:  Oil  output,  which  has  slid  25%  since  he  took 
:e  in  1999,  could  falter  from  the  loss  of  foreign  expertise  and 
stment  capital.  That  might  cramp  his  spending  on  social 
jrams  aimed  at  implementing  Cuban-style  socialism.  Over 
in  Russia,  BP,  under  heavy 
pressure,  reached  a  deal  to 
sell  its  stake  in  rich  Siberian 
gas  fields  to  Gazprom.  The 
price  was  abysmal,  but  ties 
to  Gazprom  may  fortify  BP's 
position  in  the  country. 
See  "The  problem  isn't  just 
Chavez, "  page  41 
ISKIuay  "Tivo  oil  giants  exit 
Venezuela,"  and  "BP's  Russian 
deal  oils  the  wheels" 
businessweek.com/go/tbw 
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News&lnsights 


THE  SUBPRIME  BLOWBACK 


MUTUALLY 

ASSURED 
MAYHEM 

Wall  Street  is  on  edge,  scrambling 
to  buck  up  Bear  Steams  and 
avert  a  domino-effect  debacle 

BY  MATTHEW  GOLDSTEIN,  DAVID  HENRY, 
AND  MARA  DER  HOVANESIAN 


ON  JUNE  26  MANAGERS  OF 
Credit  Suisse's  alternative 
investment  group  sent  an 
e-mail  to  investors  reassur- 
mg  them  that  its  portfolios 
"have  minimal  direct  expo- 
sure" to  subprime  mortgag- 
es and  "do  not  have  any  direct  exposure"  to 
the  two  Bear  Steams  &  Co.  hedge  funds  that 
had  nearly  collapsed  the  week  before.  As  that 
note  was  wending  its  way  through  the  ether, 
other  investors  were  quietiy  trying  to  sell 
their  stakes  in  hedge  funds  ftiU  of  subprime 
securities.  Some  were  noting  that  Toronto 
bank  CIBC  holds  many  subprime  bonds.  Paris 
bank  BNP  Paribas  was  fending  off  questions 
about  its  investment  in  the  Bear  fund  with 
heaviest  losses. 

If  s  white-knuckle  time  on  Wall  Street  as 
firms  try  to  prevent  the  subprime  mess  from 
spreading.  The  hedge  flind  blowup  has  sud- 
denly thrown  the  world's  biggest  financial 
institutions  into  a  game  of  brinkmanship 
that  will  end  in  one  of  three  ways:  a  quick, 
brutal  crash  of  the  subprime  mortgage  mar- 
ket and  possibly  the  broader  corporate  bond 
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market;  a  slow,  painful  meltdovra  of  one  or 
both  lasting  many  months;  or  a  short-term 
blip  that,  over  time,  will  be  forgotten  as  con- 
ditions return  to  normal. 

Disaster  has  been  averted  so  far.  But  pres- 
sure continues  to  come  from  all  sides.  The 
decisions  made  by  Wall  Street's  bankers, 
hedge  fund  managers,  and  bond  raters  over 
the  next  several  weeks  will  determine  which 
way  the  game  plays  out.  One  twitchy  move 
by  any  of  them  could  lead  to  mutually  as- 
sured destruction. 

ELBOW  DEEP 

AT  FIRST  THE  SUBPRIME  mess  looked 
more  or  less  like  a  Bear  Steams  problem. 
When  its  funds  stumbled,  it  was  Bear  that 
put  up  a  staggering  $1.6  billion  in  loans  to 
stanch  the  bleeding.  It  was  Bear's  stock  that 
took  the  biggest  hit  of  any  brokerage  house, 
falling  some  3.2%  in  a  day.  And  it  was  Bear 
that,  as  reported  by  BusinessWeek.com  on 
June  25,  drew  the  scmtiny  of  the  Securities 
&  Exchange  Commission,  which  has  opened 
up  a  preliminary  investigation  into  what 
went  wrong  inside  the  84-year-old  firm  led 
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by  CEO  James  E.  Cayne. 

Ordinarily,  rivals  wouldn't 
shed  tears  if  Bear  Steams  were 
suffering— they'd  pounce  on 
the  weakness.  But  much  of 
Wall  Street  is  elbow-deep  in 
the  same  troubled  securities, 
all  created  during  the  height 
of  the  mortgage  boom,  that 
are  now  coming  back  to  bite 
Bear.  Last  year.  Wall  Street 
churned  out  some  $550  billion 
in  so-called  collateralized  debt 
obligations  (CDOs):  complex 
bonds  often  backed  by  sub- 
prime  loans  that  pay  high  yields  in  good 
times  but  are  dangerous  when  the  market 
gets  rocky,  as  it  is  now.  "This  is  not  [only]  a 
Bear  Steams  problem,"  says  Joseph  R.  Ma- 
son, associate  professor  of  finance  at  Drexel 
University's  LeBow  College  of  Business. 

A  DOZEN  PROBES 

CDOs  ARE  ESPECIALLY  troublesome  in  a 
choppy  market  because  they're  illiquid- 
difficult  not  only  to  sell  but  even  to  value. 
Until  now,  accounting  mles  have  let  firms 
peg  their  CDOs  at  roughly  the  price  they 
paid  for  them.  But  if  the  market  sets  new 
prices,  then  others  must  use  those  prices 
to  value  their  holdings.  What  gives  Wall 
Street  nightmares  is  the  possibility  that 
Bear  Steams'  struggling  hedge  funds. 
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which  once  controlled  $16  billion  in  as- 
sets, will  be  liquidated  by  their  creditors. 
A  shotgun  sale  of  poorly  performing 
securities  would  provide  Wall  Street  with 
a  true  price  for  valuing  the  slumping 
assets.  "Nobody  wants  to  officially  ac- 
knowledge the  worthless  nature  of  these 
products,"  says  Peter  SchifF,  president 
of  Euro  Pacific  Capital,  a  Darien  (Conn.) 
money  management  firm.  Indeed,  SEC 
Chairman  Christopher  Cox,  during  a 
hearing  on  Capital  Hill  on  June  26, 
disclosed  that  regulators  have  opened  a 
dozen  separate  probes  on  the  subprime 
market  and  the  issue  of  CDO  pricing,  in 
addition  to  the  Bear  inquiry. 

If  Bear's  holdings  were  auctioned  off 
at,  say,  60(t  on  the  dollar  and  other  firms 


marked  dovm  their  CDOs 
cordingly,  losses  would  spn  L 
Firms   would   start   dump 
their  CDOs  to  get  what  t 
could  for  them.  Thus  wci|iiii 
begin  a  quick,  brutal  crash. 

Thaf  s  one  reason  Wall  St|  js 
firms  such  as  Merrill  Lynch, 
Morgan  Chase,  Gk)ldman  Sa  jle 
and  Deutsche  Bank,  all  of  wl 
had  financed  the  funds  in  the 
place,  have  been  in  no  msh  to 
uidate  them.  A  liquidation  wc  |]  j( 
have  hurt  everyone. 

There's  another  force  b' 
ing  dovm  on  CDO  holders:  credit  rai 
agencies  such  as  Moody's  Investors  ; 
vice  and  Standard  &  Poor's,  which 
BusinessWeek  is  a  unit  of  The  McGraw- 
Companies.  If  the  ratings  agencies  v 
to  downgrade  the  CDOs,  it  would  fi 
holders  to  mark  down  their  values  accti^  jji 
ingly,  potentially  igniting  the  same  son 
disaster  scenario.  That  hasn't  happen 
yet.  "Our  surveillance  involves  signifki  ||( 
testing  and  analysis,  and  our  long-H  ibi 
record  is  excellent,"  says  an  S&P  spoi)  m[ 
man.  Noel  Kimon,  head  of  global  ( \  jd 
ratings  at  Moody's,  says  the  firm  has  a^  u, 
orous  process  for  monitoring  CDOs,  ,i  iji 
adds  that  deterioration  in  the  underljl 
assets  "has  not  exceeded  expectationsuLf 
The  wild  card  is  institutional  inr;  jff 
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COMMENTARY 


BY  ROBEN  FARZAD 


The  Street's  Next  Big  Scandal 

Are  traders  and  hedge  funds  colluding  to  profit  from  privileged  informatioiC 


Ml! 


WHEN  THE  SUPREME  COURT  RULED  IN 
June  that  investment  banks  were  immune 
to  lawsuits  that  alleged  collusion  in  the  way 
tiiey  underwrote  stocks  in  the  1990s,  the 
news  was  met  on  Wall  Street  vvdth  a  thun- 
derclap of... utter  indifference.  For  all  the  outrage  when  Eliot 
Spitzer  was  digging  up  smoking-gun  e-mails,  the  scandals  of 
yore  are  as  relevant  now  as  The  Starr  Report.  The  fact  that  the 
court  has  effectively  sanctioned  those  old  practices  doesn't 
much  matter  now.  The  game  has  changed. 

One  look  at  the  Street's  response  to  the  near-implosion  of 
two  Bear,  Stearns  &  Co.  hedge  funds  shows  that  collusion  is 
alive  and  well,  and  is  constantiy  evolving  in  ways  that  defy 
black- or- white  judgments.  Don't  expect  the  high  court  to 
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catch  up  with  this  current  wave  until  Paris  Hilton  tu^  i^p 
The  next  big  scandal  will  most  likely  involve  br»^  ,^ 
activities  and  proprietary  trading,  which  long  ago  sujii  j,  ^ 
investment  banking  to  become  Wall  Street's  chief  profit  ||jq| 
Investment  houses  have  made  vast  sums  trading  for  th^  ^^ 
accounts— buying  and  selling  stocks,  bonds,  collatiJ  ^n^i 
debt  obligations,  and  all  sorts  of  securities.  They've  alsl|  jj^^j 
ed  money  processing  such  trades  for  hedge  funds,  a  b^  jj^j^^ 
known  as  prime  brokerage.  Some  of  the  profits  fronn^  |jjj| 
will  one  day  be  shown,  have  been  ill-gotten.  i  \,.\ 

At  the  heart  of  the  new  coUusion  is  the  practice  of  "fk'  ^^^ 
ning"— essentially,  trading  ahead  of  big  buy  and  sell  0(  ^^ 
profit  unfairly  from  the  resulting  ups  and  downs  in  priq  ^ 
concern  is  that  prime  brokers  are  not  only  tipping  off  tb>  |fj^ 


:  such  as  pension  funds,  university 
owments,  and  foreign  governments, 
ley  get  more  nervous  about  the  hedge 
ds  they're  invested  in,  they  could  start 
dng  to  cash  out— as  some  have  done 
ady.  If  they  rush  for  the  exits,  hedge 
Is  will  feel  pressure  to  get  out  of  CDOs, 
laps  prompting  a  downward  spiral. 
Tie  broader  housing  market  also  pres- 
>  a  potential  threat.  In  Maricopa  Coun- 
^riz.,  which  includes  Phoenix,  houses 
entering  foreclosure  at  a  rate  of  more 
1  50  a  day,  according  to  Foreclosure. 
I,  up  60%  from  last  year,  as  recent 
ers  are  hit  by  high  payments  and  fall- 
equity.  The  faster  foreclosures  rise, 
more  it  may  become  apparent  that  the 
IS  held  by  the  CDOs  are  in  trouble  and 
greater  the  risk  of  CDO  downgrades. 
1  this  high-stakes  game,  the  risks 
')ther  lines  of  business  are  major. 
Hiady,  concerns  are  growing  that  the 
r  situation  may  be  spilling  over  to 
k  bonds  and  leveraged  loans— two 
'hot  markets  that  have  kept  lever- 
i  buyouts  booming  and  generated 
profits  for  big  banks.  An  index  of  lev- 
ied loans  has  fallen  2%  the 
k  two  weeks.  Junk  bonds  are 
Ti  as  well.  Steven  C.  Miller, 
laging  director  of  Standard 
Poor's  LCD,  a  loan  market 
arch  service,  says  that  for 


kboutbig  mutual  fund  orders 
:  but  also  giving  the  heads- 
iieir  hedge  fund  clients.  The 
•awards  are  twofold:  instant, 
iiding  profits  and  fat  com- 
s  or  outright  cash  payments 
fcdge  funds.  Meanwhile,  mu- 
ds unvwttingly  subsidize  the 
by  buying  stocks  at  higher 
r  selling  at  lower  ones  than 
[lerwise  would.  "Ifs  a  slip- 
tmy  slope,"  lamented  a  mu- 
Ld  manager,  adding  that  all 
laks  make  peer-beating  re- 
nder to  achieve, 
lators  have  been  slow  to 
3wn  on  what's  quickly  be- 
an open  secret.  The  U.S. 
fs  Office  and  the  Securities 
ange  Commission  have  accused  brokers  from  Lehman 
3,  Merrill  Lynch,  and  Citigroup  of  allovwng  clients  to  listen 
eir  internal  speaker  systems,  over  which  traders  announce 
Sire  to  move  huge  blocks  of  stock.  Those  clients  then  alleg- 
ked  back  commissions  and  cash.  A  former  Merrill  broker 
Ity.  "Any  disclosure  of  confidential  information  is  a  viola- 
)olicy,"  says  a  Merrill  spokesman.  "We  cooperated  with 
^mment."  Citigroup  and  Lehman  declined  to  comment, 
bst  cases,  however,  front-running  is  vexingly  hard  to 
llfs  a  gray  world,"  says  New  York  University  professor 


No  one  on 
Wall  Street 
can  afford 
to  blink. 
The  risks  are 


the  first  time  in  two  years, 
investment  bankers  have 
had  to  issue  "bridge"  or 
back-up  financing  for  an 
LBO  afl:er  running  into  dif- 
ficulty selling  junk  bonds 
to  fund  the  deal.  LBO  firms 
are  going  back  and  offer- 
ing investors  higher  yields 
and  better  protections  to    tOO  ^rCat 
raise  money  for  pending    ^^^^^^^^ 
buyouts  such  as  the  one 
for    retailer    ServiceMas- 
ter Co.,  owner  of  Terminix  and  Merry 
Maids.  "There's  a  much  more  sober 
view  in  the  leveraged  finance  market 
right  now,"  says  Miller. 

For  all  the  pressure  on  CDOs,  though, 
a  crisis  hasn't  yet  been  touched  off. 
Some  observers  are  downplaying  the 
significance  of  the  hedge  fund  blowup  to 
Bear  Stearns'  bottom  line.  Roger  Free- 
man, an  analyst  at  Lehman  Brothers 
Inc.,  says  in  a  June  26  research  note  that 
the  matter  will  not  have  "a  meaningful 
impact  on  Bear's  earnings."  Likevdse, 
Miller  of  S&P  LCD  predicts  that,  for 


L 


all  the  consternation  over 
Bear,  the  LBO  pace  will 
only  slow,  not  stop.  CIBC, 
meanwhile,  rejects  sug- 
gestions that  it  could  be 
the  next  firm  to  tumble. 
The  assumptions  about  its 
subprime  exposure  "are 
simply  not  true,"  says 
bank  spokesman  Stephen 
Forbes.  Paribas  declined 
to  comment. 

Wall    Streefs    strategy 
from  here  will  be  to  try  to  maintain  the 
status  quo,  putting  out  new  fires  quick- 
ly. "They  are  hoping  to  buy  themselves 
as  much  time  as  possible,"  says  James 
Melcher,  founder  of  Balestra  Capital,  a 
hedge  fund.  "The  game  could  work  out  if 
the  top  dozen  firms  get  together  to  hold  the 
market  and  gradually  deflate  it  over  time." 
But  the  prospect  of  a  meltdovra  is  on 
everyone's  mind.  On  June  26,  UBS  ana- 
lysts held  a  conference  call  with  money 
managers  to  review  the  Bear  situation. 
"There's  a  search  for  contagion  going 
on,"  says  Douglas  J.  Lucas,  a  UBS  analyst 
on  the  call.  "I've  talked  to  people 
from  as  far  away  as  Australia." 
Everyone  is  watching  to  see  who 
might  bHnk.  ■ 

-With  Peter  Coy  in  New  York 
and  Dawn  Kopecki  in  Washington 


Lawrence  J.  White.  "But  cooperat- 
ing to  protect  high  prices  and  fees 
is  where  regulators  and  plaintiffs 
are  ready  to  pounce." 

If  front-running  is  gray,  what 
about  other  types  of  collusion? 
Short-sellers,  for  instance,  often 
conspire  to  swarm  a  company  to 
drive  down  its  stock  and  hasten 
its  demise.  One  could  argue  that 
the  strategy  is  nefarious.  Another 
might  say  the  economy  benefits 
from  the  cuUing  of  the  weak. 

The  Bear  Steams  situation  is 
just  as  cloudy.  Banks  have  every 
incentive  to  keep  one  another  go- 
ing and  prevent  a  systemic  melt- 
down. In  the  Bear  case,  JPMorgan 
Chase,  Goldman  Sachs,  and  Bank 
of  America  each  agreed  with  Bear  to  settie  their  losses  without 
forcing  a  liquidation  of  the  fund's  assets,  which  would  have 
sent  the  subprime  mortgage  market  lower  still.  Such  mutually 
assured  destruction  could  have  subsumed  the  entire  credit  mar- 
ket and  choked  off  all  of  Wall  Street,  and  possibly  the  rest  of  the 
world.  Or  are  the  firms  punting  on  something  that  will  only  be 
uglier  down  the  road? 

Two  things  are  certain.  For  better  and  for  worse,  collusion  vdll 
always  exist  on  Wall  Street.  And  when  it  gets  out  of  hand,  a  case 
will  make  it  to  the  Supreme  Court— years  too  late  to  matter.  ■ 
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JUSTICE 


THE  SUPREME  COURT: 
OPEN  FOR  BUSINESS 

The  Roberts  Court  is  showing  a  willingness 
to  referee  corporate  concerns 


BY  MICHAEL  OREY 

WITH  CONTROVER- 
sial  rulings  on  abor- 
tion and  campaign 
finance,  die  cur- 
rent U.S.  Supreme 
Court  has  waded 
into  some  of  the 
most  explosive  issues  in  American  politics. 
Under  the  leadership  of  new  Chief  Justice 
John  G.  Roberts,  the  high  court  appears  to 
be  on  the  verge  of  rewriting  vast  tracts  of 
settled  Constitutional  law.  But  there's  an- 
other important  emerging  feature  of  the 
Roberts  Court  that  has  not  drawn  nearly  as 
much  attention:  its  sympathy  to  business. 
Consider  this:  Out  of  15  cases  in  which 
the  U.S.  Chamber  of  Commerce  filed  fiiend- 
of-the-court  briefs,  presenting  the  views  of 
its  corporate  members,  the  chamber  won 
13— the  chamber's  highest  winning  per- 
centage in  its  30-year  history.  Indeed,  the 
court's  2006-07  term,  drawing  to  a  close 
this  month,  has  been  a  banner  year  for 
business,  wdth  important  victories  in  areas 
ranging  fi-om  antitrust  and  banking  to 
shareholder  suits  and  punitive  damages. 

The  true  sea  change  brought  about  by 
the  Roberts  court  stems  fi-om  its  willingness 
to  take  business  cases  for  review.  The  group 
presided  over  by  his  predecessor,  William 
H.  Rehnquist,  simply  wasn't  interested,  in- 
stead favoring  cases  involving  criminal  law, 
school  prayer,  or  other  matters  involving 
flmdamental  constitutional  rights.  "There 
was  a  period  there  toward  the  end  of  the 
Rehnquist  years  when  you  couldn't  buy  an 
antitiiist  or  securities  ciise  onto  the  docket 
to  save  your  life,"  says  Carter  G.  PhUUps,  an 


appellate  specialist  Sidley  Austin  in  Wash- 
ington who  has  argued  before  the  Supreme 
Court  dozens  of  times. 

That's  changed  dramatically.  Of  73  cases 
heard  by  the  court  in  the  current  term,  29 
(40%)  involved  or  were  significant  to  busi- 
ness, according  to  statistics  compiled  by 
Akin  Gump  Strauss  Hauer  &  Feld,  a  law 
firm  with  an  active  practice  before  the  court. 
Thafs  up  fi-om  around  30%  during  the 
previous  two  terms.  Already,  nearly  50%  of 
cases  for  the  session  beginning  next  Octo- 
ber involve  business.  A  big  one  slated  for  re- 
view next  term  involves  the  degree  to  which 
shareholders  may  seek  compensation  fi-om 
bankers,  accoimtants,  and  lawyers  who  may 
have  helped  exeuctives  commit  securities 
fi-aud.  Another  promises  to  resolve  whether 
federal  approval  of  medical  devices  shields 
their  makers  fi-om  injury  lawsuits. 

TORT  REFORM  FRIENDLY 

THE  NEW  WILLINGNESS  of  the  justices 
to  referee  business  matters  could  have  a 
big  impact  on  the  battle  over  so-called 
tort  reform.  Robin  S.  Conrad,  head  of  the 
Chamber  of  Commerce's  litigation  arm, 
notes  that  the  judicial  branch  offers  an 
alternative  forum  where  business  can 
seek  changes  it  has  failed  to  win  fi-om 
other  branches  of  government.  In  the 
1990s,  the  chamber  and  other  business 
groups  made  this  a  vital  part  of  their  tort 
reform  strategy  on  a  state  level,  pour- 
ing money  into  local  judicial  campaigns 
to  reshape  state  supreme  courts  and, 
ultimately,  state  laws.  Now  with  a  U.S. 
Supreme  Court  that's  not  allergic  to  busi- 
ness cases,  the  approach  is  playing  out  on 


NEW  INFLUENCE  Alito 

(left)  and  Roberts  at 
the  Supreme  Court 


a  national  level,  as  corporations  hop] 
clamp  down  on  a  range  of  liability  su    , 

The  results  in  most  of  the  Supin  '"' 
Court's  rulings  have  left  business  pled  * 
A  common  theme  nmning  through  a  r  r  * 
ber  of  the  court's  rulings,  observers  v  ™ 
is  an  interest  in  closing  the  courthli  '^' 
door  to  claims  from  the  very  start,  f"' 
case  known  as  Credit  Suisse  v.  Billingl  ^^ 
example,  the  court  shut  down  a  nn  ""^ 
avenue  of  potential  litigation  for  plainr'  "^^ 
Other  rulings  raised  the  bar  for  claimr 
to  move  their  cases  forward.  "The  jus 
have  really  written  opinions  that  say; 
just  that  businesses  should  ultimately 
but  that  these  cases  should  go  now' 
from  the  very  beginning,"  says  Thorn;  |  '^^ 
Goldstein,  an  attorney  at  Akin  Gump. 

The  courfs  newest  justices,  Rol 
and  Samuel  J.  Alito  Jr.,  have  the  busii 


Sice 


Supreme  Success 

Some  of  the  highlights  from  an 
important  term  for  the  business 
community: 
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PAY  DISCRIMINATION 

Because  workers  alleging  unequal 
pay  now  must  file  a  claim  within 
180  days  of  the  first  discriminatory 
payi,  lent,  these  types  of  cases  have  become 
much  harder  to  pursue  (Ledbetter  v.  Goodyear). 


T 


SECURITIES  FRAUD 

Before  filing  shareholder  sui 
plaintiffs'  lawyers  are  goingi 
to  do  a  lot  more  homework  i 
wake  of  a  decision  raising  the  "pleadingi/ 
standards"  for  these  cases  {Tellabs  v.  Mc* 


Ah 
Inv 


Imunity's  stamp  of  approval.  But,  while 
e  of  the  court's  business  rulings  this 
I  were  decided  on  5-to-4  votes— nota- 
i  decision  sharply  confining  the  time  in 
di  workers  must  file  pay  discrimination 
^— those  kinds  of  narrow  splits  were 
ypical  on  business  matters.  In  fact,  12 
igs  in  business  cases  were  unanimous, 
most  others  were  decided  by  substan- 
najorities,  underscoring  that  the  shift 
le  court  has  more  to  do  with  the  cases 
g  selected  than  the  leanings  of  particu- 
istices.  One  of  the  court's  most  hberal 
ibers,  Ruth  Bader  Ginsburg,  authored 
hurt's  8-1  opinion  in  Tellabs  v.  Makor, 
:h  raised  the  hurdle  for  plaintiffs  to 
e  forward  with  securities  fraud  law- 
;.  That's  part  of  what  leads  academics 
practitioners  to  see  the  Roberts  court 
lore  pragmatic  than  political  in  the 


business  arena.  "These  are  not  expansive 
cases  with  a  lot  of  ideological  jargon  in 
them,"  says  Herb  Hovenkamp  at  the  Uni- 
versity of  Iowa  College  of  Law  about  the 
court's  business  rulings.  "They  are  fairly 
technical,  fairly  narrowly  written." 

SHRINKING  DAMAGES 

STILL,  EVEN  RULINGS  that  were  mea- 
sured and  lacking  in  explicit  ideological 
pronouncements  may  have  the  potential 
for  broad  impact.  In  throwing  out  a  $79.5 
million  punitive  damage  award  against 
Altria  Group  Inc.'s  Philip  Morris  in  a  smok- 
ing lawsuit,  for  example,  the  court  said  that 
jurors  may  consider  harm  only  to  parties  in 
the  case,  not  to  the  public  at  large.  In  theory 
that  will  dramatically  shrink  the  size  of  any 
punitive  damages  award.  While  Conrad  of 
the  chamber  considers  the  case  a  win,  she 


Even  its 

measured 

ruKngshave 

gotential  for 
road  impact 


says  she  wished  the  court 
had  gone  fiirther  and  set 
forth  a  formula  to  cap  pu- 
nitive damages.  But  David 
R.  Stras,  a  law  professor  at 
the  University  of  Miimesota 
and  former  clerk  for  Justice 
Clarence  Thomas,  calls  the 
case  "a  sleeper  in  terms  of 
its  import"  and  thinks  it  will 
drastically  curtail  awards  in 
other  cases. 

Similarly,  Hovenkamp 
thinks  the  court's  ruling  in 
the  Credit  Suisse  case  could 
have  widespread  impact.  In 
a  June  18  decision,  the  court 
nixed  efforts  by  plaintiffs 
to  sue  securities  underwrit- 
ers for  anticompetitive  con- 
duct in  the  market  for  ini- 
tial public  offerings.  Heavy 
regulation  of  this  area  by 
the  Securities  &  Exchange 
Commission,  the  justices 
ruled,  precludes  private  antitrust  claims. 
While  the  court's  decision  could  be  read 
as  applying  narrowly  to  Wall  Street  firms 
subject  to  SEC  oversight,  Hovenkamp  says 
it  may  well  be  extended  to  other  areas,  such 
as  telecommunications,  where  companies 
are  also  subject  to  close  federal  monitoring 
for  anticompetitive  activity. 

Advocacy  groups  for  consvuners  and 
plaintiffs  are  maintaining  hope  by  cling- 
ing to  the  notion  that  rulings  made  by  the 
Roberts  court  are  evolutionary,  not  revolu- 
tionary. Bonnie  I.  Robin-Veigeer,  a  senior 
attorney  at  Public  Citizen  Litigation  Group 
in  Washington,  acknowledges  "it's  prob- 
ably fair  to  say  that  the  court  is  friendlier  to 
business  than  in  past  years."  But  she,  too, 
observes  that  many  of  the  court's  rulings 
have  been  crafted  in  a  narrow  way.  "There's 
some  saving  grace  in  that,"  she  says.  ■ 


ANTITRUST 

Investment  banks  got  a  huge 
gift  from  the  Supreme  Court: 
Immunity  from  private 
claims  (Credit  Suisse  v.  Billing). 


PUNITIVE  DAMAGES 

The  high  court  has  been  restricting 
these  for  years.  It  imposed  new 
limits  by  prohibiting  juries  from 
considering  harm  to  individuals  not  involved  in 
a  lawsuit  {Philip  Morris  USA  v.  Williams). 


CAMPAIGN  ADS 

Carving  a  huge  exception  in 
campaign  finance  regulation,  the 
justices  opened  the  door  to  massive 
corporate  (and  union)  TV  issue-ad  blitzes  on  the 
eve  of  elections  (FEC  v.  Wisconsin  Right  to  Life). 
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LOBBYISTS 


RUNNING  AWAY 
FROM  STEVE 

Private  equity  is  distancing 
itself  from  the  symbol  of  excess 


BY  EAMON  JAVERS 

IN  THE  ESCALATING  FIGHT  OVER 
how  to  tax  lucrative  private  eq- 
uity and  hedge  funds,  both  sides 
have  a  Stephen  Schwarzman  strat- 
egy. Gleeftil  backers  of  the  bid  to 
up  Uncle  Sam's  cut  of  the  funds' 
earnings  say  the  flamboyant,  free- 
spending  CEO  of  private  equity  giant 
Blackstone  Group  symbolizes  the  excess- 
es and  outsize  pay  of  the  controversial 
sector.  As  for  the  legion  of  lobbyists  hired 
by  Schwarzman  and  others  to  quash  a  tax 
hike,  they're  running  from  him  as  fast  as 
they  can. 

With  billions  at  stake  and  a  populist 
backlash  against  private  equity  brewing, 
Blackstone  and  its  allies  know  there's 
only  one  way  to  wdn  this  fight:  Shift  the 
focus  away  from  Schwarzman.  Sources 
familiar  with  their  strategy  say  they  are 
amassing  a  war  chest  and  planning  a 
wade-ranging  campaign  that  wall  rely  on 
a  host  of  time-tested  Washington  tactics 
in  hopes  of  redefining  the  debate. 

They've  got  their  work  cut  out  for  them. 
Just  as  Congress  began  eyeing  the  huge 
pots  of  money  earned  by  hedge  ftinds 
and  private  equity,  tales  of  Schwarzman's 
over-the-top  60th-birth- 
day  bash,  massive  initial 
public  offering,  and  lavish 
lifestyle  hit  the  headlines. 
Reaction  was  swift:  Two 
bills  to  end  what  backers 
say  are  the  funds'  unfair 
tax  advantages  were  quick- 
ly introduced. 

Typically,  such  partner- 
ships pay  no  taxes  overall, 
while  their  executives  pay 
only  a  15%  capital-gains 
tax  on  profits  from  trading 
or  dealmaking.  The  first  of 
the  two  measures,  dubbed 
"The  Blackstone  bill," 
would  ensure  partnerships 


A  Sweet 
Deal 


$4 

BILLION 

Conservative  estimate 
of  taxes  saved  annually 
by  private  equity  part- 
ners, who  pay  the  15% 
capital-gains  rate  rather 
than  the  35%  individual 
income  tax  rate 


that  go  public  pay 

the    35%    corporate 

tax  rate.  A  second, 

broader  bill  would 

force     partners     in 

private  equity,  hedge 

funds,  and  venture 

capital  to  start  paying 

individual  income  tax 

rates  of  up  to  35%  on 

much  of  their  earnings.  Backers  argue  that 

ending  the  discrepancy  is  simple  tax  equity. 

"Stephen  Schwarzman  pays  a  lower  tax 

rate  than  his  chef,"  says  one  Capitol  Hill 

aide. "  How  can  that  be  right?" 

TALK  RADIO 

WITH  SCHWARZMAN  unlikely  to  win 
public  sympathy,  the  first  goal  of  the  lob- 
byists lining  up  for  the  fight  is  to  give  the 
funds  a  better  public  face.  The  real  victims 
would  be  retirees,  they  claim,  since  boost- 
ing taxes  on  the  earnings  of  private  equity 
and  hedge  fund  managers  will  ultimately 
hurt  the  returns  of  their  pension  fiand  cli- 
ents. Americans  for  Tax  Reform  has  sent 
an  alert  to  800  conservative  talk-radio 
hosts,  blasting  the  move  with  the  headline 
"Democrats  Want  to  Tax  Your  Pensions." 
And  the  conservative  Club 
For  Growth  aims  to  raise 
several  million  dollars 
from  Wall  Street  for  TV 
ads  in  key  congressional 
districts.  Such  spots  could 
echo  the  famous  "Harry 
and  Louise"  campaign  that 
doomed  then-First  Lady 
Hillary  Clinton's  health- 
care proposal. 

Look  for  the  bills'  oppo- 
nents to  argue  that  keep- 
ing the  status  quo  is  good 
public  policy.  In  part,  that 
reflects  the  Republican 
aversion  to  tax  hikes.  Ef- 
forts are  under  way  to  re- 


frame  the  debate  as  a  fight  between ; 
tax  Republicans  and  liberal  Democ 
"It's  not  the  government's  money, 
didn't  earn  it,  and  they  should  keep  i 
cotton-picking  hands  off  it,"  says  Gr 
G.  Norquist,  president  of  American: 
Tax  Reform.  Expect  arguments  that 
changes  also  will  force  firms  offsl 
hurting  U.S.  competitiveness. 

Building  a  broader  coalition  agains 
measures  is  crucial,  too.  It's  easy  to  der 
ize  private  equity  kingpins  with  st 
spheric  income,  but  what  about  your 
real  estate  developer  or  an  entreprene 
partnership  formed  to  hunt  for  oil  and 
Many  also  only  pay  capital-gains  i 
Although  the  bills  don't  target  those  set 
now,  Michael  Ryan,  head  of  the  U.S.  CI 
ber  of  Commerce's  Center  for  Capital ; 
kets  Competitiveness,  warns  they  migl 
don't  think  anyone  should  assume  thi 
out  of  the  woods  yet,"  he  says. 

Will  It  work?  For  now  the  bills  1 
bipartisan  support.  Add  in  claims 
any  money  raised— by  one  estimate 
billion  to  $6  billion  from  private  ec 
alone— will  fund  popular  goodies 
education  credits  and  middle-class 
relief,  and  proponents  believe  they'll 
Both  sides  say  the  unknown  is  whe  j 
there's  enough  support  in  the  Senai  i 
pass  the  bills  or  to  withstand  the  li 
Presidential  veto.  But  if  not,  few  tj 
the  issue  wdll  die.  After  2008,  the  W 
House  could  have  a  different  occuf 
and  the  private  equity  tax  fight  coulc 
even  hotter.  ■ 
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New  technology  from  CDW  can  optimize  your 
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THE  MURDOCH  EFFECT 

BIG 

MEDIA, 
BIG 
CHANGES 


BY  JON  FINE  &  TOM  LOWRY 

As  BusinessWeek 
went  to  press, 
it  looked  as  if 
Rupert  Murdoch's 
News  Corp.  was 
nearing  a  deal 
to  purchase  Dow 
Jones  &  Co.,  the 
publisher  of 
The  Wall  Street 
Journal.  Such  a  deal 
would  upset  the 
Big  Media  status 
quo  across  several 
continents.  Here's 
who  wins  and 
loses  in  a  world 
where  News 
Corp.  takes  over 
Dow  Jones. 


WINNERS 


RUPERT  MURDOCH  

Gets  the  prize  he  always  wanted 
pretty  quickly,  give  or  take  the  20 
years  or  so  that  he's  been  talking 
about  it.  But  maintaining  his 
crown  as  the  King  of  All  Media 
means  making  business  sense 
out  of  great  assets  that  have  been 
lousy  investments  for  years. 


ROBERT  THOMSON 

The  editor  of  Murdoch's  Times 
of  London,  a  trusted  adviser  on 
this  deal,  looks  likely  to  expand 
his  portfolio  of  responsibilities 
and  his  sphere  of  influence  to 
thejoumal. 


BLOOMBERG, 
REUTERS/THOMSON- 

Thanks  to  the  Journal 
and  the  upcoming  Fox 
Business  Channel,  News 
Corp.  is  likely  to  focus 
Dow  Jones  on  consum- 
ers rather  than  the  data 
fiends  these  companies 
cater  to.  That  may  not 
have  been  the  case  un- 
der a  different  owner. 


NEWS  CORP.  SHAREHOLDERS 

News  Corp.  stock  has  flatlined  of  late  and  may 
even  slip  a  little  if  and  when  the  deal  goes 
through.  Say  what  you  will  about  long-term 
strategic  vision,  but  the  market  can  only  view 
this  as  a  company  spending  billions  on  what's 
primarily  a  newspaper  company. 


WSJ  EDITORIAL  PAGE - 

Murdoch  has  long  prized 
pragmatism  and  power 
over  ideology.  If  he  does 
meddle  in  the  JournaFs 
editorial  product,  his 
gaze  may  fall  on  this 
bastion  of  conservatism 
first. 


NEW  YORK  TIMES  CO. 

The  sale  of  Dow  Jones  can  only  mean  increased 
scrutiny  of  this  family-controlled  media  com- 
pany and  of  Chairman  Arthur  O.  Sulzberger  Jr. 
And  look  for  a  News  Corp.-owned /ouma/  to 
compete  harder  with  The  New  York  Times  in  the 
U.S.  and  the  Times  Co.'s  International  Herald 
THbune  abroad. 


LONGTIME  DOW  JONES 
SHAREHOLDERS 

At  press  time,  the  proposed  deal  scored 
them  $60  for  shares  in  a  company\ 
many  felt  might  have  been  worth  $40' 
at  top-dollar  best.  Not  bad! 


DONALD  GRAH 

The  Washington! 
Co.  CEO  can 
leave  his  office  v 
out  someone  as 
him,  "So  why  ( 
you  buy  Dow  Jon 
every  15  minutes 


WSJ  UNIONS 

Murdoch  is  talking  ex- 
pansion, so  Journal  staff- 
ers can  feel  safer  than 
they  might  have  under  a 
different  owner.  Then 
again,  News  Corp.  has 
never  been  a  great  friend 
oflabor. 


-BUSINESSWEEK/ 
FORTUNE/ 
FORBES/CONDE 
NASI  PORTFOLIO 

A  recharged  Journal 
sales  team  means 
more  competition  for 
advertisers.  One  pos- 
sible upside:  claim- 
ing journalistic  high 
ground  over  Mur- 
doch's WSJ 

-CNBC 


iHi 


Remember  how  upstart  Fo 
News  quickly  overtook  CNN> 
Then  you  know  why  CNBC  i 
nervous.  News  Corp.'s  acquii 
sition  of  Dow  Jones'  talent  pool  createi 
a  formidable  rival  that  could  snatch  aim 
dience  and  ad  dollars  away  from  GEf 
profitable  business  property.  Is  then 
room  for  two  business  channels? 


rate! 


LOSERS 


PEARSON'S  FINANCIAL  TIMES 

A  business  daily  inside  a  company  moving 
away  from  business  journalism  faces  stepped- 
up  competition  from  WSJ  in  Europe  and  Asia. 
Is  a  partnership  with  CNBC  possible? 
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"  I  WANT  EASY." 
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:ASY  WEEKENDS.  EASY  PLANNING.  EASY  RETIREMENT. 

ransamerica  offers  insurance,  investment,  and  retirement 
rategies  designed  with  one  thing  in  mind — helping  you  get 
hat  you  want. 


ontact  your  financial  professional  today 
call  1-800-PYRAMID. 


Transamerica 

The  Power  of  the  Pyramid' 


Jiance  products  undewritten  by  Transamerica  Oaidental  Life  Insurance  Company,  Cedar  Rapids,  lA  52499, 
I  affiliates.  In  New  York,  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company, 
chase,  NY  10577.  Products  may  not  be  available  in  all  junsdictions. 


an  AEGOIVI®  company 


T.  Rowe  Price  Retirement  Funds: 


funds  available.' 


Kiplinger's.  Fail  2006 


Thefunds'  investment  in  many  underlying  funds  means  that  they  will  be  exposed  to  the  risks  of  different  areas  of  the  market.  .^ 

There  are  many  considerations  when  planning  for  retirement.  Your  retirement  needs,  expenses,  sources  of  incom'  ^ 

|^^^^|able  assets  are  some  important  factors  for  you  to  consider  in  addition  to  the  Retirement  Funds.  Before  investi'  ^. 

tesefuni&.  also  be  sure  to  weigh  your  objectives,  time  horizon,  and  risk  tolerance.  The  funds  assume  t^ 

geDf6^p:"  . .  % 


Just  choose  the  year  closest  to  your  expected  retirement  date: 


Retirement  201 0  Fund  (TRRAX) 
Retirement  201 5  Fund  (TRRGX) 
Retirement  2020  Fund  (TRRBX) 
Retirement  2025  Fund  (TRRHX) 
Retirement  2030  Fund  (TRRCX) 


irement  2035  Fund  (TRRJX)  ••••• 

irement 2040 Fund  (TRRDX)  ••••• 

irement  2045  Fund  (TRRKX)  Not  Yet  Rated 

irement  2050  Fund  (TRRMX)  Not  Yet  Rated 

irement  2055  Fund  (TRRNX)  Not  Yet  Rated 


Past  performance  cannot  guarantee  future  results.  The  Overall  Morningstar  Rating"  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  a  fund's  3-,  5-,  and  10-year 
(if  applicable)  Morningstar  Rating™  metrics.  The  Retirement  2010  Fund  was  rated  among  89 
and  89  target-date  2000-2014  funds;  the  Retirement  2015,  2020,  and  2025  Funds  were  rated 
among  54  and  54  target-date  2015-2029  funds;  and  the  Retirement  2030,  2035,  and  2040 
Funds  were  rated  among  88  and  88  target-date  2030+  funds  for  the  overall  rating  and  the  3-year 
period  ended  4/30/07,  respectively.  Ratings  are  based  on  risk-adjusted  performance.  Request  a 
prospectus  or  a  briefer  profile:  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other  information 
that  you  should  read  and  consider  carefully  before  investing. 


Kiplinger's  magazine  said  T.  Rowe  Price  has  "the  best  target  funds  available"  because  of  their  high  allocation  to 
stocks,  low  expenses,  and  three-year  performance  record  (based  on  the  funds'  limited  performance  history  in 
a  bull  market  cycle).  When  you  dig  deeper  into  your  investment  options,  it's  easy  to  understand  why  more 
and  more  investors  are  choosing  T.  Rowe  Price. 

T.  Rowe  Price  Retirement  Funds  make  investing  simple — just  choose  the  one  closest  to  your  retirement  date. 
Each  Retirement  Fund  invests  in  a  mix  of  up  to  15  T.  Rowe  Price  mutual  funds,  and  we  adjust  that  mix  over 
time,  initially  focusing  on  growth,  and  then  stability  as  your  retirement  date  approaches. 

Call  our  Investment  Guidance  Specialists  today,  and  put  our  no-load  Retirement  Funds  to  work  for  your 
retirement  savings,  401  (k)  rollover,  or  IRA. 


The  more  you  ( 
the  more  we're 


troweprice:Com/start     1 .800.541 .5206 


TRoweR-ice 

INVEST    WITH    CONFIDENCE 


For  funds  with  at  least  a  S-year  history,  a  Morningstar  Rating"  is  based  on  a  risk-adjusted  return  measure  (including  tlie  effects  of  sales  charges,  loads,  and  redemption  fees) 
with  emphasis  on  downward  variations  and  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  22,5"  o  4  stars,  the  next  35%  3  stais,  the  next 
22.5%  2  stars,  and  the  bottom  10%  1  star.  Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  sepaiately.  Morningstar  Rating  is  foi  the  letail  share 
class  only;  other  classes  may  have  different  perfomiance  characteristi(:s.  The  Retirement  2010. 2020, 2025. 2030. 2035,  and  2040  Funds  received  5  stars  and  the  Retiiement  2015 
Fund  received  4  stars  for  the  3-year  period.  '       : 

■^2007  Morningstar,  Inc.  All  Rights  Reserved.  The  information  contained  herein:  (1)  is  proprietary  to  Wloniingstar  and/or  its  content  providers;  (2)  may  not  be  copied  or  disliibiited; 
and  (3)  is  not  warranted  to  be  accurate,  complete,  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising  fioni  any  use 
of  this  information. 
T  Rowe  Price  Investment  Services.  Inc.,  Distributor.  MRET0754C5 
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COMPUTERS 


INTEL  INSIDE  THE 
THIRD  WORLD 

Is  getting  computers  to  poor  kids 
charity— or  big  business? 


BY  BRUCE  EINHORN 

IDDLE  SCHOOL 

#156  in  Malinalco, 
an  hour  and  a  half 
drive  from  Mexico 
City,  is  so  strapped 
for  cash  that  it  can't 
even  keep  the  lavato- 
ries stocked  wath  toilet  paper.  Nearly  half 
of  the  school's  211  students  live  below 
the  poverty  line.  But  on  this  June  morn- 
ing, 30  eighth  graders  are  hunched  over 
their  desks,  tapping  on  the  keyboards  of 
pint-size  laptops  donated  by  Intel  Corp. 
Chemistry  teacher  Martina  Rosas  is  giv- 
ing the  students  a  crash  course  on  Web 
searching.  "The  kids  par- 
ticipate more  in  class  and 
are  much  more  interested 
in  reading  and  investigat- 
ing online,"  says  Rosas, 
v^^ho  herself  recently  com- 
pleted 60  hours  of  comput- 
er training. 

Intel  wants  to  bridge  the 
Digital  Divide  and  pioneer 
a  whole  new  market  by  fill- 
ing classrooms  in  poor  coun- 
tries around  the  world  with 
low-cost  PCs.  Priced  at  about 
$320  each,  the  new  Classmate  laptops  on 
the  desks  in  Malinalco  are  still  too  expen- 
sive for  governments  m  most  developing 
coimtries  to  purchase.  Even  so,  they  have 
allowed  the  chipmaker  to  steal  a  march 
on  Massachusetts  Institute  of  Technology 
professor  Nicholas  Negroponte,  whose 
foundation,  One  Laptop  per  Child  (OLPC), 
is  on  a  mission  to  build  easy-to-use,  energy- 
efficient  computers  that  will  eventually  sell 
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The  company 
and  its  nval. 
One  Laptop 
Per  Child,  a 
nonprofit, 
may  link  up 


for  $100  or  less.  While  Negroponte's  OLPC 
is  still  trying  to  work  out  all  the  kinks  in 
its  XO  laptop,  now  projected  to  cost  $175, 
thousands  of  Intel  Classmate  machines 
have  been  rolling  off  the  production  line 
since  March  at  a  Chinese  factory  owned  by 
Taiwanese  manufacturer  Elitegroup  Com- 
puter Systems  Co.  (ECS).  Intel  already  has 
trials  under  way  in  more  than  10  countries, 
with  25  planned  by  yearend. 

The  contest  between  Intel  and  OLPC 
has  been  an  odd  one,  not  least  because 
the  two  sides  are  so  unevenly  matched.  In 
one  comer  stands  one  of  the  world's  most 
powerful  tech  giants,  and  in  the  other,  a 
tiny  philanthropy  that  has  drummed  up 
modest  backing  from  the 
likes  of  Google,  eBay,  News 
Corp.,  and  Advanced  Micro 
Devices.  Negroponte  has 
repeatedly  criticized  Intel 
for  what  he  considers  its 
hardball  tactics.  And  yet 
the  rivals  may  be  ready  to 
bury  the  hatchet:  Business- 
Week has  learned  that  Intel 
and  OLPC  executives  are  in 
talks  regarding  how  they 
can  work  together. 

It's  unclear  what  the 
cooperation  might  involve.  It's  also 
not  certain  the  two  programs— either 
individually  or  in  some  kind  of  joint 
venture— will  improve  education  or 
succeed  in  spreading  useful  technology 
through  the  developing  world.  But  the 
race  already  has  shed  important  light 
on  how  Intel  plans  to  grapple  with  slug- 
gish growth  in  the  global  PC  market. 
The  company's  svdft  response  to  Negro- 


ponte also  reveals  how  nimbly  Intel  i;  j 
maneuver  when  necessary.  i  (.tj, 

Under  CEO  Paul  S.  Otellini,  InteH  ^ 
been  going  through  a  painful  transilii  lij. 
Its  microprocessors  still  dominate  th<1  u^ 
landscape,  but  the  world  of  cell  phot  ]■] 
and  other  mobile  gadgets  is  expanc 
much  faster.  Such  products  consi^i  p' 
more  chips  than  PCs  do,  perform  man*  L 
the  same  functions,  and  are  more  pof  |f 
lar  throughout  much  of  the  world.     |  ^^ 


'NEXT  BILLION' 

A  MARGINAL  PLAYER  in  cellular  1 1| 
kets,  Intel  must  find  a  way  to  sell  toij 
"next  billion,"  industry  Hugo  for 
sumers  ^  in  the  developing  world 
don't  yet  have  easy  access  to  the  InteKj  m 
The  education   market— and   prod(i 
such  as  the  Classmate— presents  a  m\  ^^ 
opportunity,  says  Martin  Gilliland,.^^ 
Pacific  research  director  for  Gartner ; 
because  even  if  Intel's  margins  on  i 
devices  are  razor-thin,  volumes  o 
soar  into  the  hundreds  of  millions.  1 
could  expand  the  PC  user  base  "nojjjyj 
fractions,  but  by  high  double-digit  i 
centages,"  Gilliland  says. 

The  first  big  challenge  for  Intt^ 
bringing  dovm  the  Classmate's  o 
Unlike  Negroponte's  XO  device,  wl 


•  t 
in 


SlJ'S 

lesid 


ites 

i-trai 


;ally  designed  user  interface  aimed 
!St-time  computer  users  is  a  deliber- 
■reak  from  the  world  of  Intel  chips 
iVIicrosoft  software,  Intel's  machines 
largely  stripped- down  versions  of 
fs  "Wintel"  PCs.  Intel's  formidable 

with  Asian  parts  suppliers  lets  it 
sey  components  practically  at  cost, 
idng  it  to  shoot  for  a  sub-$300  price 
t  We  have  chosen  to  ride  on  the  exist- 
jchnology  curve  and  drive  down  the 
that  way,"  says  Michael  T.  Zhang, 
s  general  manager  working  on  the 
ict  in  Shanghai. 

I  far,  the  approach  seems  to  be  work- 
Intel  was  able  to  move  the  Classmate 
om  the  drawing  boards  into  pro- 
on  in  less  than  18  months.  In  early 
'  the  company  announced  that  it 
'nlisted  Taiwan's  Asustek  Computer 
b  make  another  laptop  based  on  the 
mate  design,  but  priced  even  lower, 
00.  "This  is  what  we  do  for  a  liv- 

says  L.  Wilton  Agatstein,  the  Intel 
^resident  in  charge  of  the  Classmate 
'tive.  Perhaps  more  important,  the 
?t  has  forced  Intel  to  expand  its 
:  of  reference  beyond  hardware.  In 
j;o  and  elsewhere,  Intel  bundles  its 
mates  with  education  software  and 
&r-training  support.  "That's  some- 


thing Intel  needs  to  be  credited  for,"  says 
Gartner's  Gilliland.  "They  have  stretched 
beyond  their  normal  area  of  interest 
vvdthout  treading  on  anyone's  toes." 

Negroponte  has  said  that  he  has  no 
intention  of  ceding  Mexico  and  other 
struggling  nations  to  Intel.  He  has  met 
with  Mexican  President  Felipe  Calderon 
and  has  sought  out  Mexico's  richest 
man,  telecom  billionaire  Carlos  Slim, 
who  says  he's  interested  in  helping 
OLPC.  But  there  is  one  obvious  obstacle: 


CLASS  DISTINCTION  Intel's 

Classmate  is  popular  with 
eighth-grade  students  in 
Malinaico,  Mexico 


Negroponte  still  has  no  com- 
mercial laptops  to  put  into 
the  kids'  hands,  whereas  Intel 
has  signed  up  with  a  local 
distributor  and  launched  two 
trials  for  the  Classmate,  in 
Guadalajara  and  Malinaico. 
The  company  plans  to  have 
ECS,  its  Taiwanese  partner, 
produce  over  1  million  Classmates  by  the 
end  of  the  year. 

In  the  past,  Negroponte  has  accused 
Intel  of  trying  to  crush  his  nonprofit,  in 
part  because  OLPC  buys  its  most  im- 
portant chips  from  Intel  rival  AMD.  He 
also  has  complained  that  Intel  is  using 
its  laptop  program  to  pump  up  demand 
for  its  microprocessors  in  developing 
countries.  "They  look  at  it  as  a  market," 
he  says.  "But  primary  education  in  the 
developing  world  is  not  a  market,  if  s  a 


A  Tale  of  Two  Laptops 


INTEL:  CLASSMATE  PC 

Project  Leader:  L.  Willard 
Agatstein,  27-year  Intel  veteran 
Production:  Starting  in 
March,  2007 


Teammates:  Taiwanese 

manufacturers  Asustek  and 

ECS 

Price:  Around  $300 


ONE  LAPTOP  PER  CHILD:  XO 

Project  Leader: 

OLPC:  Nicholas  Negroponte, 
co-founder  of  MIT  Media  Lab 
Production:  Starting  in 
fall,  2007 


Teammates:  Google,  News 
Corp.,  AMD,  eBay,  and 
Taiwan's  Quanta  Computers 
Price:  $176 
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human  right.  And  I  don't  think  Intel  is  in 
the  human-rights  business." 

Collaboration,  clearly,  would  erase 
some  of  the  ill  will.  And  a  framework  for 
this  already  exists.  In  earlier  interviews, 
Intel's  Agatstein  has  said  he  gets  along 
well  with  Negroponte  and  that  the  two 
talk  regularly.  Agatstein  has  praised  the 
way  Negroponte  works  with  Linux  soft- 
ware developers  to  come  up  with  appli- 
cations for  his  laptop.  "We  have  learned 
from  Nicholas,"  he  says.  In  a  best-case 
scenario,  a  collaboration  between  Intel 
and  Negroponte  would  gready  improve 
access  to  advanced  technology  in  coun- 
tries around  the  world. 

But  not  everyone  agrees  laptops  are 
the  best  way  to  go.  "The  phone  itself 
is  going  to  be  the  low-cost  computer," 
argues  Irwin  Jacobs,  chairman  of  Qual- 
comm  Inc.,  the  San  Diego  designer  of 
chips  for  handsets. 

OBSOLESCENCE 

FOR  A  CALIFORNIA  company  called 
NComputing  Inc.,  the  solution  to  the 
world's  Digital  Divide  lies  in  "collective 
computing."  NComputing  CEO  Stephen 
A.  Dukker  boasts  that,  for  as  little  as  $11 
per  user,  schools  or  governments  can  de- 
ploy a  network  of  "thin  clients"— desktop 
machines  that  have  no  central  processing 
units  but  are  connected  to  a  server,  solv- 
ing the  problem  of  servicing  laptops 
when  they  break  down.  "You  require  a 
complete,  well-thought-out  ecosystem  to 
avoid  winding  up  with  stacks  of  these 
machines  with  broken  screens,  just  col- 
lecting dust,"  Dukker  says. 

Still  others  argue  that  attention  to 
computers  distracts  from  bigger  prob- 
lems, such  as  poor  school  infrastructure, 
student  nutrition,  and  chronic  teacher 
shortages.  "Would  one  computer  per 
child  help?  If  there's  a  lot  of  guidance 
and  a  lot  of  good  content,  yes,"  says 
Barbara  Mair,  a  former  president  of 
Compaq's  Mexico  subsidiary  and  con- 
sultant to  the  government  on  technol- 
ogy adoption  who  runs  management 
consulting  firm  Medida  y  Compas.  "Do 
I  see  that  as  feasible  in  Mexico  in  the 
short  term?  No." 

Intel  is  pushing  ahead  despite  the  nay- 
sayers.  And  it's  adjusting  the  Classmate 
to  serve  a  new  target:  kids  in  the  U.S. 
The  company  recendy  launched  trials  in 
Sacramento  and  Portland,  Ore.,  and  next 
year  it  may  unveil  a  souped-up  version 
of  the  Classmate  with  more  storage  and 
faster  processing  speed  for  children  in 
the  developed  world.  ■ 

-With  Geri  Smith  in  Malinalco,  Mexico, 
and  Cliff  Edwards  in  San  Mateo,  Calif. 
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In  the  race  to  put  low-cost  laptops 
in  the  hands  of  children  around  the 
world,  Intel's  rival— and  would-be 
collaborator— is  Massachusetts 
Institute  of  Technology  professor 
Nicholas  Negroponte.  A  co-founder  of 
MIT's  famous  Media  Lab,  he  started 
promoting  an  idea  known  as  One  Laptop 
per  Child  (OLPC)  in  2003,  and  he  has 
been  on  the  road  or  in  the  air  promoting 
it  ever  since. 

On  any  given  week,  he  might  start  out 
in  Argentina  or  Brazil,  jet  over  to  Pakistan 
for  a  quick  meeting,  and  finish  off  in 
Hong  Kong  or  Thailand.  Equally  at  ease 
in  the  tent  of  Libyan  President  Colonel 
Muammar  Qaddafi  or  with  Princess  Maha 
Chakri  Sirindhorn  in  the  Thai  royal  family's 
palace,  Negroponte  has  kept  the  OLPC 
venture  afloat  by  sheer  force  of  will.  "What 
is  our  marketing  and  sales  team?"  he  asks. 
"You're  looking  at  it." 

In  fact,  Negroponte  brings  powerful 
personal  ties  to  the  mission,  as  well  as 
passion  and  charisma.  He  grew  up  in  a 
wealthy  family  and  attended  boarding 
school  in  Switzerland.  One  classmate  was 
Michael  Kadoorie,  the  billionaire  scion  of 
the  Hong  Kong  family  that  controls  the 
posh  Peninsula  Hotels  chain.  Negroponte, 
now  63,  went  on  to  MIT  helped  start  Media 
Lab  in  1980,  and  for  the  next  two  decades 
proselytized  for  the  digital  revolution  from 
his  perch  in  Cambridge,  Mass. 

He  gained  further  renown  as  a  venture 
capitalist,  served  on  the  board  of  Motorola, 
and  now  has  a  team  of  MIT  profs  working 
with  him  on  OLPC.  He  can  also  count 
on  guidance  from  his  brother.  Deputy 
Secretary  of  State  and  former  National 
Intelligence  Director  John  D.  Negroponte, 


who  was  the  first  person  Nicholas  told 
about  his  laptop  project.  John  has  helpedJfei 
Nicholas  navigate  hotspots  around  the 
globe  as  he  forges  contacts  with  leaders.  ■ 
"He's  my  closest  adviser,"  Nicholas  says.  .|iil'( 
Intel  and  OLPC  eventually  pool  their  globi' 
efforts,  as  some  people  predict,  powerful 
friends  and  families  in  both  camps  may  d 
a  world  of  good. 

-Bruce  E/nhoi'lui 
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he  Probkm's  Not  PeakOU,  Ifs  Politics 

■it-alone  governments  are  choking  back  output  to  perilous  levels 


OME  "PEAK  OIL"  CASSANDRAS 
warn  that  global  energy  produc- 
tion will  soon  fall  into  perma- 
nent decline.  But  a  more  im- 
mediate danger  to  world  oil 
plies  may  be  the  tempestuous  politics 
luany  producing  countries.  Witness 
ezuela's  move  to  wrest  control  of  key 
projects  from  global 
ipanies  on  June  26. 
move  echoes  steps 
m  in  other  nations 
will  likely  either  de- 

;  production  or  slow  its  growth 
ning  years.  "The  oil  is  in  the 
d,  but  serious  doubts  are  being 
about  whether  countries  have 
isire  and  means  to  produce  it," 
^eo  DroUas,  deputy  director  of 
:nter  for  Global  Energy  Studies, 
don  think  tank. 

ht  now,  Venezuela  is  creating 
ggest  doubts.  Its  output  has  declined  by  about  25%,  to 
lillion  baiTels  per  day,  since  populist  President  Hugo 
»z  came  to  power  in  1999.  The  main  reason:  Chavez  fired 
)f  the  managers  at  state  oil  company  Petroleos  de  Ven- 
i  (PDVSA)  after  a  strike  in  2003.  That  decision  left  PDVSA 
retched  and  ineffective.  The  plunge  would  have  been 
rous  had  it  not  been  for  increased  investment  by  foreign- 
it  Chavez  is  making  life  so  difficult  for  the  oil  majors  that 
f  them— Exxon  Mobil  Corp.  and  ConocoPhillips— are 
.talking  away.  This  latest  episode  is  bound  to  limit  future 
St  in  Venezuela  and  could  well  push  the  country's  crude 
ction,  which  had  been  recovering,  back  into  decline, 
ezuela  is  far  from  the  only  producer  country  that's  giv- 
g  Oil  nightmares.  On  June  22,  Russia  forced  BP  to  sell 
rolling  stake  in  a  massive  east  Siberian  gas  field  called 
ta  for  around  $700  million— a  ft-action  of  the  projecf  s 
dal  value.  Last  year,  Moscow  strong-armed  Royal  Dutch 
'LC  into  giving  up  control  of  its  big  Sakhalin  II  gas  proj- 
the  Far  East,  and  ifs  now  battling  ExxonMobO  over  a 
r  field  nearby.  The  Kremlin's  energy  policies  have  already 
bated  to  slowing  growth  in  Russian  output:  Production 
ig  at  2%  annually,  down  from  double- digit  rates  a  few 


years  ago.  And  the  International  Energy  Agency  says  Russia's 
production  may  top  out  at  about  10.5  million  bbl.  daily— well 
below  the  expected  peak  output  of  12  million  bbl.  per  day  that 
some  experts  had  predicted,  though  still  above  today's  level  of 
9.9  million  bbl. 

Political  rivalries  and  tumult  in  other  nations  are  also 
keeping  a  Ud  on  supplies.  Violence  in  Iraq  means  production 
there  remains  below  prewar  levels.  Iran's  exhausted  domestic 
industry  faces  declines  without  outside  help,  but  the  country's 
jousting  vidth  Washington  gives  even  non-U.S.  investors  pause. 
Mexico  faces  a  fall  in  output  because  it  is  starving  Pemex, 
its  national  oil  company,  for  capi- 
tal while  barring  foreign  investors 
from  the  sector.  "You  start  getting 
into  some  really  interesting  ques- 
tions [about  where  fiiture  supplies 
will  come  from]  if  countries  don't 
increase  investment,"  says  David 
Kirsch,  an  analyst  at  Washington 
consultants  PFC  Energy. 

Those  questions  matter  for  oil 
producers  and  users  alike.  Con- 
sumption is  growing  fast,  and 
without  investment  in  new  fields 
the  industry's  output  would  fall  by 
about  3%  annually.  So  every  year 
the  world  needs  new  capacity  of 
almost  4  million  bbl.  per  day  just 
to  keep  up.  Western  oil  companies 
have  the  technology  and  knowhow 
to  help  countries  with  hard-to-tap 
resources  get  their  crude  out  of 
the  ground.  But  with  today's  high 
prices,  Russia,  Venezuela,  and  oth- 
ers with  large  reserves  don't  see 
the  point  in  ceding  profits  to  the 
giants.  These  countries  prefer  to  let 
national  oil  companies  such  as  PD- 
VSA, Pemex,  and  Russia's  Gazprom 
extract  the  wealth— even  if  it  they're 
not  quite  as  efficient  as  the  foreigners. 

This  may  make  sense  for  the  resource-rich  countries. 
Building  up  a  domestic  industry  and  curbing  reliance  on 
outsiders  could  well  serve  their  national  interests.  But  for 
oil  and  gas  consumers  in  the  U.S.,  Europe,  and  Japan,  that 
means  a  growang  dependence  on  producers  that  don't  share 
their  interests— and  likely  more  years  of  high  prices  due  to 
limited  supplies,  regardless  of  whether  or  not  global  output 
has  reached  its  peak.  ■ 


Inefficiency 

doesn't 

trouble 

Chavez-a 

feeling  that's 

spreading 


July  9  &  16,  2007  I  BusinessWeek  I  41 


GlobalBusiness 


FRANCE 


SARKOZrS 
HIEE-MARKET  MUSCLE 

Finance  Minister  Lagarde  could  help  him 
cut  spending  and  reduce  red  tape 


BY  CAROL  MATLACK 

VEN  FRANCE'S  MOST  COM- 
mitted  capitalists  have  long 
turned  their  noses  up  at 
the  "Anglo-Saxon"  model 
of  economic  development, 
which  many  French  say 
stresses  corporate  profits  at 
the  expense  of  jobs  and  community.  So 
how  to  explain  Christine  Lagarde,  the 
new  Finance  Minister  in  Paris?  A  long- 
time partner  at  a  Chicago-based  law 
firm,  she's  the  most  unabashed  market 
advocate  ever  put  in  charge  of  French 
economic  policy.  And  her  background  as 
a  transatlantic  legal  star  and  trade  ne- 
gotiator could  prove  crucial  in  helping 
President  Nicolas  Sarkozy  carry  out  his 
ambitious  reform  program. 

Since  the  early  1970s,  Lagarde  has 
shuttled  between  France  and  the  U.S. 
She  honed  her  flawless  English  as  an  ex- 
change student  at  the  exclusive  Holton- 
Arms  girls'  school  near  Washington,  D.C., 
and  even  worked  brieffy  as  a  congressio- 
nal intern.  After  finishing  law  school  in 
France,  she  spent  more  than  two  decades 
practicing  corporate  law  with  Baker  & 
McKenzie,  including  five  years  as  global 
chairman  based  at  the  firm's  U.S.  head- 
quarters. Then  in  2005,  Prime  Minister 
Dominique  de  Villepin  recruited  her  as 
France's  Trade  Minister. 

Lagarde's  regal  bearing  and  easygoing 
manner  stand  in  stark  contrast  to  the  hy- 
perkinetic, sharp-edged  Sarkozy.  "Even  in 
contentious  negotiations,  she  always  kept 
her  cool,"  says  Denise  Broussal,  a  partner 
in  the  Paris  office  of  Baker  &  McKenzie 
who  has  known  Lagarde  for  more  than  a 
decade.  That  calm,  methodical  style  could 
help  Sarkozy  with  two  big  challenges: 
trimming  public  spending  and  unraveling 
the  tangle  of  rules  that  hinder  business  in 
France.  Lagarde  Likely  will  move  swifljy  to 
dovmsize  the  Finance  Ministry— the  big- 

42  I  BusinessWeek  I  July  9  &  16,  2007 


LAGARDE  A  former  gest  government 
Trade  Minister,  she  is  bureaucracy, 
a  skilled  negotiator  ^vdth  more  than' 
^■^■"^  175,000  employ- 

ees—while using 
her  budgetary  powers  to  curb  spending 
and  regulation  across  the  sprawling  gov- 
ernment. "She  understands  the  idea  of 
efficiency  as  few  French  people  do,  and 
having  worked  outside  France,  she  thinks 
differendy  about  the  role  of  the  state," 
says  Marc  Touati,  who  heads  the  ACDE 
economic  consultancy  in  Paris. 

Lagarde  is  already  gearing  up  to  pres- 
ent $15  billion  in  tax  cuts  to  Parliament  in 
early  July.  The  package  includes  a  Sarkozy 
proposal  that  would  encourage  the  French 


to  work  longer  hours  by  exempting  ( 
time  from  taxes  and  social  charges,  as 
as  a  new  mortgage  interest  tax  de 
tion  and  lower  income  tax  rates  foi 
highest  earners.  Lagarde  could  use 
international  reputation  and  contac 
help  Sarkozy  ease  fears  that  such  roUb 
vdU  push  France's  budget  deficit— 2.5 
gross  domestic  product  last  year— a  f 
the  maximum  3%  set  by  the  euro 
Growth  &  Stability  Pact.  Indeed,  inj 
first  meeting  with  journalists  after  ta  I 
office  on  June  20,  she  emphasized] 
need  for  fiscal  discipline,  saying:  "We  j 
strive  to  respect  it." 

There's  no  mistaking  Lagarde's 
port  of  free  markets.  Although  she  I 
fended  French  agricultural  interesi 
Trade  Minister,  she  also  used  the  po 
a  bully  pulpit,  traveling  around  FrI 
urging  her  countrymen  not  to  fel 
more  open  economy.  She  printed  col  [ 
brochures  about  globalization  to  spl 
the  message  to  schoolchildren,  ami 
trips  to  the  U.S.  she  spoke  frankly  af 
how  France  discouraged  foreign  ini 
ment  by  forcing  employers  to  foot  thl| 
for  costly  social  programs. 

BRUISING  CONTESTS 

IN  HER  NEW  JOB,  Lagarde  ma| 
on  a  somewhat  shorter  leash.  Dif 
his  campaign,  Sarkozy  himself  wa 
about  the  "perils"  of  globalization., 
only  two  years  as  Trade  Minister,  s 
still  a  relative  political  novice,  ancj 
new  President  has  made  clear  that  g 
won't  be  tolerated.   Lagarde  got 
Finance  Ministry  post  when  her  pr, 
cessor,  Jean-Louis  Borloo,  was  shi 
to  another  position  after  embarrai.] 
Sarkozy  by  speaking  forcefully  in 
port  of  an  increase  in  the  value-a| 
tax.  "In  this  new  political  regimei 
President  runs  the  government.  Thlj 
no  room  for  any  rebellion,"  says  Er 
Antoine  Seilliere,  a  French  industn 
who  heads  an  advocacy  group  c 
BusinessEurope. 

But  Lagarde,  who  ran  a  law  firm- 
more  than  3,400  attorneys,  is  a  si 
manager  and  team  player  who  k 
how  to  get  what  she  wants.  And  de 
her  long  association  with  the  U.S., 
not  seen  as  reflexively  pro-Ameii 
which  should  win  over  many  poU* 
opponents.  Indeed,  insiders  at  the 
of  the  U.S.  Trade  Representative  sa 
was  a  savvy  negotiator  and  defenc 
French  interests.  If  she  can  manag 
risks  in  her  new  position,  Lagarde  w 
able  to  add  "economic  reformer"  t 
already  impressive  resume.  ■ 

-With  Rick  Dunham  in  Washi 
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Rosic  Ross  believes  in  three  things:  making  music,  making  people  happy,  and 
makins;  it  on  your  own.  1  xonarcl  "Rosic"  Ross,  age  101 .  iva,s  been  a  [iro(cssiouai 
musician  phu'ing  with  baruis  for  cighr  decades.  As  a  (i.l.,  he  even  p!a\cd  kM 
the  Allied  C\)niniand  in  Paris  duruig  World  War  II.  "loda}-,  hes  still  going 
strong,  phuing  gigs  in  local  club.s.  Ai  ihc  end  ol  each  periorniance,  lie  returns 
^      home  to  the  same  house  lies  li\ed  in   lor  -^ 
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STHO'LL  CODDLE 
"OUR  NEST  EGG? 

OUTSIDE  ADVISER  MAY  BE  THE  TICKET  TO  MAKE  SURE 
JR  401(K)  IS  COOKED  TO  ORDER.   BY  WALECIA  KONRAD 


A  re  you  getting  the  right 

/%         advice  about  your  401(k)? 

^^k       Are  you  getting  any  advice 

%     at  all?  These  questions  are 

-^^  even  more  important  if  you 

i  to  retire  early.  You  need  your  com- 

f  retirement  account  to  earn  as  much 

ossible  as  quickly  as  possible,  but  at 


the  same  time  you  can't  afford  to  take  big 
risks  with  your  departure  date  looming 
sooner  than  ever. 

The  inherent  conflict  between  those 
two  investing  goals  is  pretty  hard  to 
handle  on  your  own.  It's  one  reason  more 
employees  are  hiring  outside  advisers  to 
help  them  manage  their  401(k)s,  says 


David  Wray,  president  of  the 
Profit  Sharing/401(k)  Council 
of  America. 

These  personal  planners 
offer  much  more  customized 
attention  than  the  education- 
al material,  interactive  Web 
sites,  24-hour  help  lines,  and 
even  third-party  consultants 
such  as  Financial  Engines 
and  Morningstar  that  many 
plan  sponsors  make  available 
to  their  401(k)  participants. 

For  example,  many  com- 
pany advisers  will  suggest 
lifestyle  or  target  funds,  that 
automatically  change  your  al- 
location fi-om  stocks  to  more 
stable  bonds  and  cash  as  you 
near  retirement.  This  setup 
"may  be  fine  for  70%  or  more 
of  employees,"  says  Jim  Kru- 
zan,  head  of  Kaydan  Group, 
a  Clarkston  (Mich.)  firm  that 
specializes  in  40lCk)  and  retire- 
ment planning.  "But  an  early 
retiree  probably  shouldn't  have 
much  invested  in  cash  just  as 
he's  about  to  leave  the  com- 
pany. A  good  chunk  of  that 
money  has  to  last  another  30 
or  35  years,  so  the  portfolio  still 
needs  plenty  of  growth." 

Kruzan  applied  this  logic  to 
the  portfoUo  of  Susan  Bloom- 
field,  a  58-year-old  who  works 
in  quality  assurance  at  Gen- 
eral Motors'  Baltimore  hybrid 
plant.  She  took  the  details  of 
her  401(k)  to  him  soon  after 
she  got  divorced  in  the  late 
1990s.  Back  then  Bloomfield 
was  living  in  Michigan  but 
dreamed  of  retiring  early  and 
owning  an  waterfront  home. 
Kruzan  helped  her  pick  an 
aggressive  but  diversified 
mix  of  mutual  fiinds  to  try  to 
achieve  those  goals.  In  many 
years,  she  says,  she  achieved 
double-digit  returns. 

The    house    part    of  the 
dream  came  true  when  GM 
transferred     Bloomfield     to 
^^T         Maryland  in  2004.  She  re- 
stored a  shore  house  on  the 
Chesapeake  Bay,  then  built  a  70-foot  pier 
for  her  Pierson  sailboat.  She  plans  on 
retiring  from  GM  later  this  year— her  30- 
year  anniversary  with  the  company.  "I'm 
living  my  dream,"  says  Bloomfield.  "I 
can  walk  out  my  door  and  sail  anywhere 
in  the  world." 

Bloomfield  gives  Kruzan  most  of  the 
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credit,  particularly  be- 
cause his  advice  kept  her 
whole  during  the  2001-02 
market  downturn.  "I  was 
down  a  little  but  nowhere 
near  as  low  as  some  of 
my  colleagues  who  were 
concentrated  in  tech  and 
weren't  well-diversified," 
Bloomfield  explains.  "If 
I  had  taken  a  bath  back 
then,  I  would  never  be 
here  now." 

Kruzan  has  counseled 
hundreds  of  GM  employ- 
ees, so  he  is  well  versed 
in  the  particulars  of  that 
plan.  However,  not  all 
private  investment  advis- 
ers are  expert  in  401(k) 
management.  With  such 
plans,  they  must  work 
vdthin  the  confines  of  an 
employer's  preselected 
funds.  What's  more,  the 
assets  are  not  under  their 
direct  management.  Also, 
because  most  advisers 
take  a  percentage  of  as- 
sets under  management 
as  their  compensation, 
they  may  be  less  likely 
to  follow  the  plan  closely. 
Savvy  advisers  will  often 
charge  an  extra  fee  for 
401(k)  help,  or  if  they  are 
already  working  with  you 
on  taxable  accounts  and 
individual  retirement  ac- 
counts, they'll  advise  free 
of  charge,  hoping  that 
when  you  do  retire  and 
roll  over  the  money,  they'll 
gain  control. 

If  you're    thinking    of 
springing    for    a    401(k) 
adviser  out  of  your  own 
pocket,  use  these  questions  to  help  find 
one  who's  right  for  you: 

HOW  WELL  DOES  THE  ADVISER  know  your 
plan?  Ideally  the  person  should  be  fa- 
miliar with  or  willing  to  learn  about  how 
your  401(k)  works  and  the  investment 
choices  available.  Recently,  for  example, 
in  an  effort  to  simplify  its  401(k),  GM 
dropped  about  20  fund  choices.  As  soon 
as  Kruzan  found  out  about  the  change, 
he  suggested  to  each  of  his  GM  clients 
which  funds  to  transfer  money  to  inside 
the  account  and  what  to  do  outside  of 
the  plan  to  make  up  for  the  change.  You 
want  an  adviser  who  reacts  quickly  to 
any  revisions. 
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KITSCHY  COUP 
Bloomfield's  401(k) 
adviser  helped 
reallocate  her  funds 


HOW    WILL    YOUR    ADVISER 

find  the  right  investment 
mix  for  you?  Smart  asset 
allocation  and  consistent 
rebalancing  are  the  main 
investing  strategies  that  can  make  early 
retirement  a  reality.  "To  gain  the  re- 
turns you  need  and  keep  risk  low,  you 
want  to  be  spread  out  among  12  or  13 
asset  classes,"  says  Dawn  Bennett,  chief 
executive  of  Bennett  Group  Financial 
Services  in  Washington.  "You  wouldn't 
want  your  whole  portfolio  in  microcaps, 
obviously,  but  you  also  don't  want  to 
miss  even  a  little  bit  of  the  gain  if  that 
sector  takes  off." 

Your  adviser  also  has  to  look  at  the  big 
picture,  making  sure  your  401(k)  alloca- 
tion is  working  with  the  rest  of  your  as- 
sets. "We  constantly  see  people  holding 
the  same  funds  in  their  IRAs  that  they 
have  in  their  401(k)s,"  says  Pete  Bush, 


^I 


wdth  Horizon  Wealth  Managemeri 
Baton  Rouge,  La.  "That's  the  first  t 
we  work  on."  Another  common 
take:  holding  tax-advantaged  ftinot  l\. 
a  401(k)  and  funds  with  high  capi 
gains  distributions  in  a  taxable  acccv 
instead  of  the  other  way  around 


h 


HOW  CLOSELY  WILL  THE  ADVISER  mO)i 
your  plan?  Through  the  Internet,  40' 
investors  can  keep  an  eye  on  their 
count  daily  if  they  so  choose.  Your  ait 
er  should  be  watching  regularly,  too, 
sending  you  alerts  if  you  need  to  r< 
ance  or  make  other  changes.  The  ad 
can  best  stay  informed  if  you  hand  , 
the  password  to  your  account  or,  a  ^ 
very  least,  forward  your  monthly  s 
ments.  In  most  cases,  advisers  do 
actually  make  the  trades,  but  rathei 
tify  you,  then  follow  up  to  be  sure  y( 
pulled  the  trigger.  ■ 
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MING 
)UR  EXIT 

COULD  LOSE  VALUABLE  PAY 
)U  LEAVE  EVEN  A  FEW  DAYS 
SOON  BY  WALECIA  CONRAD 


rhe  old  saw  "timing  is  every- 
thing" takes  on  new  meaning 
with  early  retirement.  Pick 
the  wrong  departure  date  and 
you  may  lose  a  chunk  of  com- 
S  tion,  perhaps  the  very  money  making 
retirement  possible  in  the  first  place. 

C  OPTIONS  When  do  your  options 

That's  the  time  you  are  free  to 

ise  them.  Most  companies  allow 


retirees  to  take  along  their  options,  and 
you  can  exercise  them  at  an  opportune 
time  later.  But  if  unvested  options  expire 
when  you  leave,  you  might  delay  your 
departure  date  to  coincide  with  the  next 
vesting  date,  says  Barry  Glassman,  se- 
nior vice-president  of  Cassaday  &  Co.  in 
McLean,  Va. 

Options  come  in  two  varieties:  Non- 
qualified and  incentive  stock  options 
(iSOs).  You  most  likely  have  the  non- 
qualified kind.  The  main  difference  is  in 
the  tax  treatment.  When  you  exercise  a 
nonqualified  option  and  sell  the  stock, 
the  profits  are  taxed  as  ordinary  income. 
With  ISOs,  if  you  exercise  the  option  and 
hold  the  stock,  there's  no  tax  due.  If  you 
hold  that  stock  for  at  least  a  year,  you 
can  qualify  for  a  maximum  15%  long- 
term  capital-gains  rate  when  you  sell  it. 
Exercising  ISOs,  however,  raises  your 
chance  of  getting  hit  by  the  alternative 
minimum  tax. 

Whichever  options  you  have,  don't  ex- 
ercise them  all  at  once.  "If  you  wait  until 
expiration  to  exercise,  which  plenty  of  ex- 
ecutives do,  you'll  take  the  huge  risk  that 
the  stock  will  be  trading  low,"  says  Sha- 
ron Berman,  a  partner  at  Family  Wealth 
Management  Group  at  accounting  firm 
Argy,  Wiltse  &  Robinson  in  McLean,  Va. 
Instead,  parcel  them  out  over  time.  That 
mitigates  the  risk  and,  Berman  adds, 
"spreads  out  the  tax  hit." 

RESTRICTED  STOCK  There's  not  much  plan- 
ning you  can  do  with  restricted  stock. 
This  increasingly  popular  form  of  com- 
pensation becomes  taxable  to  you  the 
day  it  vests,  usually  three  years  from  the 
grant  date.  At  that  time  you're  free  to  sell 
it.  "Most  executives  sell  enough  shares 
after  they  vest  to  cover  the  taxes,  then 
hold  the  rest,"  says  Berman.  After  that, 
any  gain  on  shares  held  for  more  than 
a  year  is  taxed  at  the  long-term  capital- 
gains  rate. 

DEFERRED  COMPENSATION  With  these 
plans,  you  put  a  portion  of  salary,  bonus, 
and  other  compensation  into  a  company- 
run  pool  on  a  pretax  basis.  The  money  is 
invested  and  grows  tax-free  until  you  pull 
it  out,  presumably  when  you  are  retired 
and  in  a  lower  tax  bracket. 

There  are  drawbacks:  First,  it's  hard 
to  change  deferral  dates  once  you've 
selected  them.  More  important,  the 
pool  is  unsecured.  If  your  employer 
goes  into  bankruptcy,  the  money  is 
subject  to  creditors'  claims.  That's  why 
early  retirees  should  consider  taking 
their  deferred  compensation  shortly 
after  leaving.  ■ 


TIGHTEN  UP  ON  SPENDING,  RATCHET 
UP  SAVINGS.  Establish  good  money- 
management  habits  now,  and  they'll 
serve  you  well  for  decades.  A  personal- 
finance  program  such  as  Quicken 
makes  it  easier  and  will  help  you  make 
good  choices. 

PUT  SAVINGS  ON  AUTOPILOT  Having 
savings  directly  debited  from  your  bank 
account  or  paychecks  prevents  extra 
cash  from  disappearing. 

LIVE  BENEATH  YOUR  MEANS.  That 
Bimmer  might  look  awfully  tempting, 
but  a  Toyota  will  get  you  to  wherever 
you  want  to  go  just  as  well,  and  the 
difference  can  go  into  savings. 

START  AN  "ESCAPE  FUND."  Most 
individual  retirement  account  and 
401(k)  dollars  are  not  available  until 
age  591/2,  at  least  not  without  penalties. 
If  you  want  to  retire  sooner,  you'll  need 
to  build  an  escape  fund  with  taxable 
dollars.  Equities  give  you  the  most  bang 
for  the  buck  over  long  periods. 

REVEL  IN  THE  ROTH.  With  a  Roth 
IRA,  you  don't  get  a  tax  break  on  the 
contributions,  but  the  withdrawals  are 
tax-free.  And  there's  more  flexibility 
getting  the  money  out. 

WATCH  THE  FEES.  Those  1.4%  expense 
ratios  on  mutual  funds  will  add  up  to  a 
bundle  over  30  years.  Low-cost  index 
funds,  some  of  which  charge  less  than 
0.20%  a  year,  are  a  better  bet. 

-Lauren  Young 
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HOW  TO  ANALYZE 
THAT  BUYOUT  OFFER 

GETTING  OUT  EARLY  CAN  BE  A  GOOD  DEAL-OR  NOT.  BE  READY  TO 
FINESSE  THE  DETAILS  WITH  YOUR  EMPLOYER  BY  ELLEN  HOFFMAN 


Perhaps  you  weren't  planning 
to  retire  early.  But  then  your 
employer  springs  a  buyout  of- 
fer that  would  have  you  pack- 
ing up  in  a  hurry. 
You  need  to  take  a  very  sharp  pencil  to 
the  deal,  and  remember  to  factor  in  both 
your  other  financial  resources  and  your 
expected  retirement  expenses. 

SEVERANCE  PAY  Severance  is  a  cash  pay- 
ment that's  supposed  to  compensate  for 
regular  income  you  lose  when  you  take 
a  buyout.  Kevin  Yeanoplos,  a  financial 
planner  in  Tucson,  says  you  should  com- 
pare today's  severance  with  what  you 
would  earn  by  staying  and  collecting 
your  usual  raises. 

Here's  how  that  works:  Suppose  you 
earn  $200,000  a  year,  get  a  3%  salary  in- 
crease each  year,  and  plan  to  retire  in  five 
years.  That  comes  to  $1,062,000.  Now 
you're  offered  $400,000  to  leave  im- 
mediately. Assuming  a  7%  return  on  the 
$400,000,  that  comes  to  $540,000,  or 
a  little  more  than  half  of  what  you'd  get 
by  staying  (before  taxes).  Is  that  a  good 
enough  deal?  After  all,  you  don't  have  to 
go  to  work  for  the  next  five  years. 

TAXES  Severance  pay  is  taxable,  so  if  you 
take  all  the  money  at  once,  you'll  have  to 
pay  taxes  on  the  severance  and  the  salary 
you've  earned  in  that  year.  That  could 
easily  push  you  into  a  higher  tax  bracket. 
If  the  severance  is  large  relative  to  your 
salary,  negotiate  to  get  the  company  to 
pay  it  out  over  at  least  two  tax  years. 

PENSIONS  If  you  have  a  defined  benefit 
plan,  your  company  may  give  you  credit 
for  extra  years  worked  to  boost  the 
pension  or  speed  up  its  effective  date. 
Base  your  decision  about  the  offer  not 
only  on  the  size  of  your  pension  check 
but  also  on  whether  you  think  that,  if 
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you  stay  on  the  job,  the  company  will  be 
financially  secure  enough  to  pay  out  the 
pension  when  you  retire. 

Sometimes  you  can  arrange  for  a 
lump  sum  in  lieu  of  a  monthly  pay- 
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out.  When  Joe  Griffin,  60, 
took  an  early  buyout  from 
his  job  as  a  communica- 
tions technician  for  AT&T 
in  Charlotte,  N.C.,  in  1999,  he  chose 
to  forgo  a  $l,500-a-month  pension  for 
life.  Financial  planner  Joel  Larsen,  now 
of  Davis,  Calif.,  helped  Griffin  figure  out 
what  to  do. 

"I  could  have  had  a  steady  check  for 


GRIFFIN  He  opted 
for  a  lump-sum 
payment  instead  of 
a  monthly  pension 


the  rest  of  my  life,  but  with  inflati 
wouldn't  have  amounted  to  mucl 
future  years.  Griffin  says.  His  nes 
took  some  lumps  in  the  bear  marke 
Griffin  was  able  to  recoup  and  now 
confident  that  he  made  the  right  chi 

HEALTH  INSURANCE  Employers  art 
required  to  offer  you  subsidized  h 
insurance— and  if  they  do,  they  can 
off  as  long  as  they  give  notice,  usual 
days.  Paying  for  your  own  coverag 
several  years,  at  least  until  you  qi 
for  Medicare  at  65,  could  be  pricey  ( 
54).  If  the  company  has  more  tha 
employees,  you  should  qualify  foi 
BRA,  which  allows  you  to  continue 
coverage  for  18  months,  but  you 
have  to  pay  up  to  102%  of  the  cost. 

LAWSUIT  WAIVER  As  a  condition  o 
buyout,  companies  often  ask  em 
ees  to  sign  a  waiver  forfeiting 
right  to  sue.  If  you 
you've  been  the  v 
of  age,  race,  or  se> , 
crimination,    you  ' 
not  want  to  sign, . 
if  you  risk  losing! 
buyout.    Consult 
an  attorney. 

NEGOTIATIONS  John 

lenger,  chief  execuf 
the  Chicago -based  • 
lenger.  Gray  &  Chris 
outplacement  comt 
says  that  most  earl 
tirement  packages 
"take  it  or  leavet 
But  of  course  youi 
try  to  negotiate  foi 
ter  terms.  "The  sni] 
the  layoff  or  buyouu 
more  leverage  you  hi' 
he  says. 

High-level  execii 
may  have  employv 
agreements  prow 
cars  or  housing,  i 
ance,  and  stock  op 
or  grants  that  rei 
complex  negotiatio 
the  event  of  an  an 
seen  early  retireme)' 
fer  (page  51). 

There  are  several 
outcomes  in  this  v 
process.  You  could  find  another  job 
away  and  get  paid  twice— by  your 
employer  and  your  old  one.  Or  it 
the  offer  is  just  the  incentive  you 
to  walk  away  and  start  the  next  ph£ 
your  fife.  ■ 
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An  investment  portfolio  isn't  the  only  thing  that  should  be  well-balanced.  A  balanced  life  is  pretty  important 
too  —  and  Northern  Trust  can  help  you  v^ith  both.  We'll  give  you  the  personal  attention  of  a  dedicated  advisor. 
Supported  by  an  entire  team  of  wealth  experts,  who  will  analyze  your  investment  options,  and  develop  a  plan  that 
is  right  for  you.  Because  where  you  want  to  go  in  life  is  up  to  you.  It's  our  job  to  help  you  get  there.  If  you'd  like  to 
know  more,  call  1-800-468-2352  or  visit  northerntrusf.com. 


Northern  Trust 
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UNTIL  MEDICARE 
KICKS  IN. . . 

FINDING  AFFORDABLE  HEALTH  INSURANCE  MAY  BE  THE  HARDEST 
PART  OF  EARLY  RETIREMENT  BY  CHRISTOPHER  FARRELL 


Your  pension  and  portfolio 
may  be  ready  for  an  early  exit 
from  the  work  world,  but  the 
dealmaker— or  breaker— is 
health  insurance.  "It  can  be 
tremendously  expensive,  shocking  to  the 
point  that  it  could  have  a  direct  impact  on 
the  retirement  decision,"  says  Laurence  J. 
Kotlikoff,  economist  at  Boston  University 
and  president  of  the  personal  finance  firm 
Economic  Security  Planning. 

Indeed,  early  retirement  is  probably  out 
of  the  question  for  two  groups  of  people: 
those  who  can't  afford  to 
absorb  expensive  annual 
health-insurance  costs 
until  Medicare  kicks  in  at 
age  65  and  anyone  with 
a  serious  medical  condi- 
tion, such  as  diabetes  or 
heart  disease,  that  makes 
it  next-to-impossible  to 
get  decent  coverage. 

Everyone  else  should 
get  ready  to  shop  around 
and  learn  about  deduct- 
ibles, co-pays,  networks, 
out-of-network  costs,  and 
other  nuances  of  health- 
insurance  policies. 
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Don  t  drop 

COBRA  until 

you're  sure  you 

can  replace  it.... 

You  can't  get 

back  in. 
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TAKE  COBRA.  The  health  benefit  provisions 
of  the  1986  Consolidated  Omnibus  Budget 
Reconciliation  Act  are  a  lifeline  if  you're 
going  off  on  your  own.  Under  the  law,  you 
can  keep  your  group  health  plan  at  work 
for  up  to  18  months  aflier  leaving.  But  you'll 
pay  the  fiill  premiimi  yourself,  plus  a  2% 
administrative  charge.  Typically  you'll  have 
to  come  up  with  $350  to  $1,000  a  month, 
or  $6,300  to  $18,000  over  18  montiis. 

Nevertheless,  COBRA  buys  you  peace  of 
mind  while  pursuing  alternatives.  "Don't 
drop  COBRA  until  you're  sure  you  can 
replace  it,"  warns  Bob  Brow,  an  indepen- 
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dent  insurance  broker  in  Indianapolis 
with  Health  Quotes  USA.  "Once  you  don't 
take  COBRA,  you  can't  get  back  in." 

LOOK    AT    HIGH-DEDUCTIBLE    PLANS.    The 

higher  the  deductible,  the  lower  the  pre- 
mium. Take  a  56-year-old  man  living  in 
Los  Angeles'  90015  Zip  Code.  According 
to  EHealth  Inc.,  he  could  find  a  policy  for 
$244  a  month  with  a  $1,000  deductible 
and  80%  coverage  afi:er  the  deductible  is 
exhausted.  He  could  slice  that  premium 
to  $212  a  month  with  a  $2,200  deductible 
and  80%  coverage  or  to 
$207  monthly  with  a 
$5,000  deductible.  It  also 
matters  where  you  live. 
In  Chicago,  a  56-year-old 
man  could  find  an  indi- 
vidual policy  for  as  littie 
as  $172  a  month  with  a 
$5,000  deductible  and 
20%  co-insurance.  A  simi- 
lar policy  in  Baltimore  is 
$105  a  month. 

Of  course,  you  have  to 
look  beneath  the  raw  fig- 
ures and  delve  into  policy 
features.  The  most  popular 
high-deductible  plans  are 
those  with  preferred  pro- 
vider organizations  that  give  price  breaks 
for  staying  within  a  network.  StiU,  coverage 
can  range  from  bare-bones  (read  cheaper) 
to  reasonably  comprehensive  (read  expen- 
sive). Among  the  questions  to  investigate: 
To  what  extent  are  prescription  drugs  cov- 
ered? Is  preventive  care,  such  as  mammo- 
grams or  annual  physicals,  ftiUy  covered? 
How  much  will  the  insurer  pick  up  if  you 
need  surgery  or  an  emergency  room? 

COkVSIDER  A  HEALTH  SAVINGS  ACCOUNT.  You 

use  these  tax-advantaged  savings  plans 
in  conjunction  with  a  high-deductible 
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30 


CONCENTRATE  ON  YOUR  CAREER  i 

If  you're  going  to  shoot  for  the 
big  bucks,  start  doing  it  now.  Wl 
your  own  business?  Set  it  up  ri|| 
away.  You'll  build  more  equity  £ 
then  have  something  to  sell  in  <| 
years. 

IF  YOU'RE  GOING  TO  HAVE  A  FAM" 
THERE'S  NO  TIME  LIKE  THE  PRESS 

You'll  spend  $500,000  on  eaci 
child  before  they  turn  25,  so  yc 
want  to  be  sure  to  have  them  c 
your  payroll  when  you  are  reac 
retire. 

SET  GOALS.  Calculate  monthly 
savings  amounts  for  each 
individual  goal,  such  as  college 
tuition  for  the  kids  and  your 
rainy-day  account. 

STASH  YOUR  CASH.  Direct  as  mt  I 
money  as  possible  into  retireme 
accounts  for  the  tax  benefits,  ar 
continue  to  beef  up  your  escapej 
fund. 

INSURANCE  RX.  Take  advantage 
a  high-deductible  plan  if  one 
IS  available.  This  is  an  excellent 
way  to  cut  insurance  premiums, 
gain  tax  breaks,  and  build  a  he; 
care  fund  for  your  retirement. 

-Lauren 


While  climate  change  presents  a  daunting  array  of  potential 
liabilities,  Marsh  believes  there  are  real  opportunities,  if  you 
'know  how  to  look.  We  can  help  you  assess  and  mitigate  your 
climate  related  exposures,  and  along  the  way  you  just  may 
discover  newfound  growth 'driven  by  sustainabjlity.  The  upside? 
A  cleaner  reputation,  a  cleaner  balance  sheet  and  possibly, 
a  cleaner  world.  To  learn  more,  visit  fihdtheupside.com 

FIND  THE  UPSIDE   MARSH 
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policy.  For  an  individual  in  2007,  the 
catastrophic  insurance  policy  has  a 
minimum  deductible  of  $1,100  and 
an  out-of-pocket  limit  of  $5,500.  The 
maximum  an  individual  can  contrib- 
ute into  the  tax-sheltered  account  is 
$2,850.  (The  comparable  figures  for 
a  family  are  $2,200,  $11,000,  and 
$5,650,  respectively.) 

HSA  contributions  are  made  with 
pretax  dollars,  and  any  unused  money 
in  the  savings  account  is  rolled  over 
for  future  use.  Withdrawals  are  tax- 
free  so  long  as  the  money  goes  toward 
qualified  medical  expenses. 

INVESTIGATE  OTHER  SOURCES.  Profes- 
sional associations,  trade  groups, 
and  even  chambers  of  commerce 
offer  group  health  plans  to  mem- 
bers, but  they  will  probably  be  more 
expensive  than  an  HSA  or  a  high-de- 
ductible plan.  Wal-Mart  Stores  and 
a  number  of  other  companies  offer 
health  discount  plans  that  help  save 
somewhere  between  10%  and  50% 
on  a  wide  range  of  medical  services 
and  products. 

GO  BACK  TO  WORK.  Yes,  you're  retired, 
but  you  may  be  able  to  score  health 
insurance  by  working  part-time.  For 
instance,  you  can  join  the  health-in- 
surance plan  at  Starbucks  as  long  as 
you  put  in  a  minimum  of  20  hours 
a  week.  A  number  of  other  brand- 
name  companies  offer  health  insur- 
ance to  their  part-timers,  including 
Costco,  Fred  Meyer,  FedEx,  Target, 
Trader  Joe's,  and  United  Parcel  Ser- 
vices. One  more  idea:  If  you  make  a 
career  shift  and  labor  for  the  federal 
government  for  five  years,  you  may 
be  able  to  maintain  your  coverage 
in  retirement  until  Medicare  kicks 
in  and  pay  the  same  premium  as  a 
current  employee.  ■ 


MORE  DOLLARS 
LATER  IN  LIFE 

A  LONGEVITY  POLICY  ALLOWS  YOU  TO  SPEND  MORE 
FREELY  IN  RETIREMENT  BY  ANNE  TERGESEN 


Ninety-five  is  the  new  85.  At 
least,  in  financial  planning 
it  is.  With  insurers  expect- 
ing at  least  one  in  three 
baby  boomers  to  live  into 
their  90s,  the  risk  of  running  out  of  mon- 
ey looms  large.  Thaf  s  why  a  handful  of 
insurers  have  recently  introduced  a  new 
type  of  annuity,  "longevity  insurance." 

Like  a  conventional  annuity,  this  one 
converts  a  lump-sum  payment  into  guar- 
anteed monthly  income.  Such  income 
annuities  usually  start  issuing  checks  im- 
mediately, but  longevity  payments  don't 
typically  kick  in  until  the  policyholder 
turns  80  or  85.  Because  the  insurance 
company  has  held  your  money  for  a  long 
time,  when  payouts  start,  they're  big. 
A  65-year-old  who  puts  $250,000  into 
a  longevity  policy  today  can  expect  to 
receive  as  much  as  $210,000  a  year  from 
age  85  on.  With  a  traditional  income  an- 
nuity, he'd  get  just  $20,400  per  year. 

What  you're  really  buying  with  such 
policies  is  the  freedom  to  spend  more. 
Knowing  that  this  safety  net  will  fall  into 
place,  you'll  be  able  to  withdraw  a  greater 
percentage  of  your  savings  earlier  in 


retirement  than  would  otherwise  be  I 
dent— some  7%  a  year,  versus  4%, 
Shane  Chalke,  CEO  of  Seven  Sqt 
Financial  of  Middleburg,  Va.,  whi 
developing  annuity  products.  Of  co  I 
the  polic/s  payments  will  continu 
as  long  as  you  live.  That  will  pusi^  ^. 
effective  rate  of  return  on  one  issun  ^ 
a  competitive  price  today  to  8%  at  - 
90  and  above  10%  at  100,  says  Chu 
pher  Cordaro,  chief  investment  oij  '^ 
at  RegentAtlantic  Capital,  a  Cha<ij  | 
(N.J.)  wealth  management  firm.  "Thl|  it|i 
lows  you  to  maximize  consumption!!  b 
your  lifetime."  If  you  put  a  small  s\)\ 
your  assets,  say  10%,  into  such  a  prff^ 
at  age  60  or  65,  you'll  be  able  to  Si| 
about  20%  more  throughout  retire^  jj 
than  if  you  were  to  rely  solely  on  bk  (,j 
or  regular  annuities  for  income, 
Jason  Scott,  managing  director  of  n    ;r 
research  at  Financial  Engines,  a  Palcl(  jji 
(Calif)  adviser  to  401(k)  participani 
You  may  even  be  able  to  genen 
fatter  nest  egg.  Thaf  s  because,  wi 
in-life  dollars  guaranteed,  you  ma; 
comfortable  investing  a  higher  pi 
of  your  portfolio  in  equities,  which 
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)erformed  bonds  over  the  long  run. 
nners  joke  that  if  you  tell  me  the  date 
our  death,  I  can  put  together  a  great 
.  for  you,"  says  Jeremy  Alexander, 
ident  of  Beacon  Research,  an  Evan- 
(111.)  annuity-data  research  company, 
th  this  product,  you  can  essentially  do 
by  planning  to  make  your  assets  last 
i  these  payments  begin." 
longevity  insurance  also  lessens  one 
he  biggest  problems  associated  with 
/entional  annuities:  the  fact 
,  once  you  sign  over  your 
ley,  you  (or  your  heirs)  can't 
t  back,  even  if  you  die  before 
acting  a  dime.  Assuming  you 
t  the  highest  payout  pos- 
:,  the  same  rules  apply  to 
;evity  contracts.  But  because 
kes  far  less  money  to  secure 
Secific  income  with  a  longev- 


ity plan  than  with  a  regular  annuity, 
you'll  have  more  left  over  in  liquid  assets 
to  defray  unexpected  expenses. 

Currently  only  a  handfiil  of  insurers 
offer  these  policies,  all  of  them  highly 
rated  (table).  Still,  because  the  market 
is  inchoate,  obtaining  quotes  isn't  easy: 
You'll  have  to  contact  agents.  Make  sure 
you're  comparing  annuities  on  an  apples- 
to-apples  basis.  For  example,  while  most 
defer  payments  until  age  80  or  85,  New 


YOU  SHOULD  LIVE  SO  LONG 

Longevity  insurance  guarantees  a  monthly  income 
that'll  last  as  long  as  you  do.  We  requested  quotes 
for  a  55-year-old  man  and  a  65-year-old  man,  both 
of  whom  put  $250,000  down  and  want  to  receive 
income  starting  at  age  85. 

Data  Various  companies 


York  Life  Insurance  Co.'s  Lifetime  In- 
come Annuity  with  Changing  Needs  Op- 
tion issues  modest  payouts  immediately 
that  can  jump  as  much  as  fivefold  on  a 
designated  date  the  policyholder  selects 
at  the  outset. 

Each  carrier  also  offers  add-ons  to  the 
basic  contract.  These  include  inflation 
protection,  a  death  benefit  to  be  paid  to 
heirs,  early  payments  for  nursing  home 
care,  and  a  cash  withdrawal  option.  The 
downside  is  a  smaller  payout.  "Every 
piece  you  add  to  this  product  waters 
down  the  benefit,"  says  Chalke.  The  only 
extra  worth  taking,  say  experts,  is  infla- 
tion protection:  Some  carriers  allow  you 
to  choose  an  annual  raise  of  1%  to  5%. 

When  should  you  buy?  Some  recom- 
mend waiting  for  interest  rates  to  rise  or 
more  competitors  to  enter  the  market, 
both  of  which  will  boost  payouts.  But  the 
longer  you  wait,  the  more  you'll  pay  for 
a  given  level  of  benefits,  simply  because 
your  chances  of  surviving  to  receive  pay- 
outs improve  as  you  age.  "Buy  when  you 
retire,"  advises  Scott.  Figure  out  how 
much  of  your  essential  expenses  you  can 
cover  with  Social  Security,  pensions,  and 
other  forms  of  guaranteed  income— and 
consider  buying  coverage  for  the  rest. 

Don't  put  too  much  into  this  basket. 
"TypicaUy,  if  you  allocate  10%  to  15%  of 
your  portfolio  to  this,  it  wiU  give  you  about 
two-thirds  of  the  benefit  you'd  get  if  you 
were  to  annuitize  your  entire  portfolio," 
says  Scott.  All  told,  it's  a  good  deal,  pro- 
vided you  live  long  enough  to  collect.  ■ 


COMPANY 
HARTFORD  LIFE 
INTEGRITY  LIFE 
METLIFE 


ANNUAL  INCOME  AT  85 
BUY  AT  55  /  BUY  AT  65 

$379,000     $210,000 

242,192        186,875 

384,180       209,310 


SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments.  Join  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 

\  share 
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PRO  BONO 
PERFECTION 

VOLUNTEER  WORK  CAN  BE  SERIOUSLY  GRATIFYING-FOR  THOSE 
WHO  FIND  THE  RIGHT  OPPORTUNITIES.  BY  ELLEN  HOFFMAN 


Michael  StaufFs  first  at- 
tempt at  early  retirement 
didn't  work  out.  Six  years 
ago,  at  just  51,  he  retired 
from  his  job  as  chief  fi- 
nancial officer  of  a  Boston  semiconductor 
company  he  had  helped  bring  public. 
Immediately,  he  took  on  demanding  new 
assignments  to  assist  in  starting  up  four 
new  companies.  It  wasn't  long  before 
he  thought:  "I  don't  have  to  do  this 
anjonore." 

A  self-described  inner-city  kid  who 
made  good,  he  decided  instead  to  "give 
something  back"  through  volunteer 
work.  But  he  didn't  want  to  be  slinging 
hash  in  a  soup  kitchen.  He  found  his 
niche  when  he  attended  a  volunteer  fair 
and  connected  with  the  Executive  Service 
Corps  of  New  England,  which  places  re- 
tired executives  with  nonprofits  that  need 
business  and  management  expertise. 

Now,  Stauff  has  a  new  career— as  a  pro 
bono  consultant  to  a  charter  school,  a  le- 
gal aid  service,  and  programs  serving  sin- 
gle mothers  and  inner-city  Hispanics.  He 
schedules  most  meetings  from  Tuesday 
to  Thursday,  so  he  can  also  enjoy  a  more 
traditional  retiree's  life  at  his  golf  course 
home  on  the  South  Shore  of  Boston. 

Like  Stauff,  many  other  early  retirees 
realize  that  volunteering  can  replace  the 


purpose  and  social  interaction  they  had 
on  the  job.  But  it's  not  easy  to  find  the 
perfect  match  for  your  skills  and  interests. 
A  recent  study  by  VolunteerMatch  (volun- 
teermatch.org)  found  that  63%  of  people 
55  or  older  express  interest  in  volunteer- 
ing but  are  not  doing  so.  The  top  reasons: 
They  have  not  found  the  right  opportunity 
or  do  not  know  where  to  begin. 
Marc  Freedman,  founder  of  San  Fran- 
cisco-based Civic  Ventures,  an  organiza- 
tion that  encourages  older  adults  to  sign 
up  for  commufiity  service  jobs,  says  it's 
a  tricky  transition  to  volunteering.  En- 
ergetic early  retirees  often  fall  into  the 
"trap  of  being  pulled  in  many  disparate 
directions,"  he  says.  "They  tell  them- 
selves and  their  friends:  'I'm  busier  than 
I've  ever  been  before,'  but  they  end  up 
with  a  portfolio  that  doesn't  provide  a 
deeper  sense  of  satisfaction." 

To  avoid  this,  Freedman  says  that 
instead  of  saying  yes  to  the  first  organi- 
zation that  crosses  your  path,  step  back 
and  list  the  skills  and  experience  you 
could  bring  to  a  volunteer  job.  These  may 
include  managing  a  large  organization, 
writing  convincing  ad  copy,  or  teaching. 
Then  add  your  personal  interests,  includ- 
ing those  you  couldn't  pursue  while  you 
were  working. 

To  identify  specific  opportunities,  talk 


v^ 


I 


"oy:- 


to  friends,  approach  local  groups 
already  know  about,  or  use  Internet  s  j 
that  allow  you  to  enter  your  skills,  kil 
tion,  and  the  type  of  job  you  wami 
connect  with  organizations  that  fit  y  I 
criteria  (table).  You  can  even  look  ft  I 
"virtual  volunteering"  job  working  fi 
your  computer. 

Volunteer  Match   recommends 
once  you've  identified  a  group  that 
terests  you,  make  an  appointmenll 
ask  questions  about  its  needs  and  go 
and  how  you  would  fit  in.  Freedrl 
says  many  nonprofits  "are  still  guin 
by  the  'Let's  keep  the  old  folks  b<J 
approach"  and  are  not  attuned  to ) 
benefits    highly    skilled    early    retii^  ftrle 
can  offer.   So  be  prepared  to  expj  |" 
ment  with  a  series  of  short-term  assis  :to 
ments  to  find  what  you're  looking  ,'i  |is,  I 

Karirf  Bauer,  44,  of  San  Francisco,!'  h 
retired  five  years  ago  as  a  senior  progij  4  cr 
manager  for  eBay,  describes  her  patJl  ior( 
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WHERE  YOU  CAN  LEND  A  HAND 


EXECUTIVE  SERVICE 
CORPS  AFFILIATE 
NETWORK  /  ESCUS.ORG 

Provides  senior- 
level  consultants  for 
nonprofits,  schools,  and 
government  agencies 


SCORE  /  SC0RE.ORG 

Offer  your  expertise  to 
help  small  businesses 
through  nearly  400 
chapters 


SENIOR  CORPS  / 
SENI0RC0RPS.ORG 

independent  federal 
agency  places  volunteers 
55  and  older  w/ith 
community  programs 


SERVICELEADER.ORG  / 
SERVICELEADER.ORG 

Click  on  "for  volunteers" 
for  a  list  of  U.S.  and 
international  groups 


UN  VOLUNTEER!  Sua 
0NLINEV0LUN1>1  hi 
ORG  ' 

Through  the  U.  I 
volunteer  proje<  .,,, 
allow  you  to  wci  Ifc 
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perfect  volunteer  role  as  "kind  of  like 
ng."  For  a  few  years,  she  contributed 
:  to  animal  welfare  and  theatrical 
ips.  But  what  really  clicked  for  her 
New  York-based  Video  Volunteers, 
ch  creates  video  production  teams 
toor  communities  to  promote  social 
change. 

After  reading  in 
a  magazine  about 
the  group's  work 
in  Ahmedabad, 
India,  she  visited 
that  city  last  July 
to  meet  with  key 
staffers.  She  came 
away  thinking  their 
mission  fit  perfectly 


lERMATCH  / 
IERMATCH.ORG 

ensive  site 
r\'mg  all  types 
ijer  slots 
M  the  U.S. 


BIG  RESPONSIBILITIES 
Pugh  (left)  missed 
Thanksgiving  dinner 
but  helped  deliver  a 
baby  elephant.  StaufF 
(below)  tries  for  four- 
day  weekends 

with  her  professional  background  and 
personal  interest  in  India,  where  she  had 
traveled  several  times  on  vacation.  So  far, 
her  contributions  to  Video  Volunteers  in- 
clude advising  on  how  to  generate  fiiture 
income,  helping  recruit  a  bookkeeper,  and 
funding  and  overseeing  a  summer  intern- 
ship program  this  year,  says  Bauer,  who  is 
also  studying  for  a  PhD  in  Indian  philoso- 
phy and  religion. 

Because  volunteers  lack  the  authority 
of  regular  staff  and  may  be  shunted  into 
stuffing  envelopes,  Freedman  suggests 
that  if  you're  an  expert  in,  say,  financial 
management,  you  should  "craft  the  role 
as  a  senior  fellow  or  special  adviser.  Get- 
ting the  right  language  can  help  focus 
the  work  and  give  it  substance." 

Even  if  you  have  an  unexplored  inter- 
est, you  can  still  become  expert  enough 
to  get  a  good  volunteer  position.  That's 
what  Jim  Pugh,  65,  of  Vienna,  Va.,  did 
after  he  retired  10  years  ago  as  executive 
officer  of  the  U.S.  Treasury's  Executive 
Institute  in  Washington.  He's  a  volun- 
teer at  the  Elephant  House  at  Wash- 
ington's National  Zoo,  and  he  takes  it 
seriously.  To  keep  abreast  of  his  new 
field,  he  attends  elephant-management 
conferences  and  studies  at  an  elephant 
sanctuary  in  Arkansas. 

Three  days  a  week,  for  six  hours  a 
day,  Pugh's  tasks  include  cleaning  the 
three  elephants'  pens,  preparing  their 
food,  educating  visitors,  and  creating  a 
photographic  record  of  the  animals'  feet 
when  medical  personnel  check  them  for 
injuries.  When  the  zoo's  youngest  el- 
ephant, Kandula,  was  bom  five  years  ago, 
Pugh  missed  Thanksgiving  dinner  with 
his  family  because  he  was  assisting  with 
the  birth.  Pugh  says  people  ask  him  why 
he  works  so  hard  now  that  he's  retired.  He 
answers  that  "these  are  the  most  magnifi- 
cent animals  in  the  world,  and  they're  en- 
dangered. I  appreciate  the  opportunity  to 
contribute  in  some  way  to  their  welfare." 

Early  retirement  carries  with  it  the 
challenge  of  defining  a  new  lifestyle,  and 
for  many  people  this  includes  a  major 
commitment  to  volunteering.  When 
you're  not  getting  paid  for  your  labor,  it's 
all  the  more  important  to  find  a  satisfying 
pursuit.  Otherwise,  why  give  up  what  was 
supposed  to  be  a  restful  reward  for  all 
your  previous  years  of  hard  work?  ■ 


FEED  YOUR  ESCAPE  FUND.  When  a 
fixed  payment  stops,  such  as  day 
care  or  a  car  loan,  put  that  money 
into  retirement  savings.  You  won't 
miss  it. 

MONITOR  YOUR  INVESTMENTS. 

Your  401(k)  account  should  be 
performing  at  least  as  well  as  the 
asset  allocaton  or  target-date  funds 
in  your  plan.  If  not,  make  a  switch. 

REFINE  YOUR  RETIREMENT  PLAN. 

Plan  to  withdraw  no  more  than  4% 
to  6%  of  your  funds  each  year  Be 
realistic.  You  will  need  more  money 
than  you  think,  probably  close  to 
100%  of  your  final  pay. 

VACATE  YOUR  VACATION  HOME. 

Find  the  place  where  you  want 
to  retire,  purchase  your  dream 
home,  and  rent  it  out.  If  you  visit 
regularly  to  check  up  on  your 
property,  the  travel  may  be  partially 
tax-deductible. 

GET  TO  WORK.  Set  up  a  home  office 
and  start  working  out  of  it  so  you 
are  used  to  the  routine.  If  you 
have  plans  to  do  volunteering  in 
retirement,  start  serving  on  a  board 
of  directors  or  work  with  nonprofits. 
You  may  want  to  talk  to  a  career 
counselor  to  help  define  your  goals. 

-Lauren  Young 
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AND  NOW  FOR 
THAT  DREAM  JOB 

READY  TO  TURN  YOUR  HOBBY  INTO  A  BUSINESS?  HEED 
THE  ADVICE  OF  RETIREES  WHO  DID  IT  BY  BEN  LEVISOHN 


You've  worked  hard, 
you've  invested  well,  and 
now  you  have  the  finan- 
cial means  to  exit  early. 
While  others  might  be 
perplexed  by  the  unscheduled  blocks 
of  time  in  retirement,  you  know  ex- 
actly what  you  want  to  do.  For  years  you 
squeezed  it  into  the  spare  hours  of  your 
workweek  or  daydreamed  about  it  at 
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your  desk.  Now  you'd  like  to  turn  that 
hobby  or  passion  into  your  life's  work. 
What  can  go  wrong?  Just  about  any- 
thing that  hampers  a  startup.  Launching 
a  business  is  never  easy:  Around  half 
close  within  four  years,  according  to  the 
Small  Business  Administration.  But  it 
can  be  especially  difficult  for  early  retir- 
ees who  allow  emotions  to  trump  smart 
decision-making.  "They're  so  excited  to 


escape  their  'real  job'  that  some  ha\ 
hard  time  looking  at  the  actual  ni 
bers,"  says  financial  planner  Chris  Da 
vice-president  of  Delessert  Financial ; 
vices  in  Waltham,  Mass. 

Unlike  younger  entrepreneurs,  retii 
don't  have  a  long  time  to  recover  fi"oi 
failed  business.  A  money-losing  enteip 
can  eat  up  savings,  force  you  into  debt, 
even  send  you  back  into  the  workfo 
But  intelligent  planning  can  make  all 
difference  between  success  and  stress. 

Here  are  stories  of  three  people  a 
looked  at  the  numbers,  planned  tlr 
exits,  and  made  the  transition  with  e. 
The  fourth  early  retiree  almost  let 
passion  derail  her  retirement  dream. 

THE  NOVELIST.  Financial  planners  say  i  i 
good  idea  to  ease  out  of  your  work  ral^ 
than  give  it  up  completely.  The  stral 
worked  for  Tom  Bernard,  51,  who  li 
his  job  but  hated  his  hours.  As  head  of  I 
man  Brothers'  global-credit  business^ 
was  routinely  pulling  90-hour  weeks,  1 
left:  litde  time  for  family,  much  less  wriii 
a  novel,  his  dream  since  he  was  a  teen. 

Bernard  didn't  want  to  give  up  A 
Street  entirely.  So  he  did  the  next  1 
thing:  In  2002  he  retired  from  his  i 
time  management  position  and  cq 
deal  with  Lehman  to  serve  on  investmi 
committees  and  get  involved  in  pri't 
equity  deals.  That  freed  him  up  to  spf 
15  to  35  hours  a  week  writing  at  his  hci 
near  Aspen,  Colo. 

In  May,  W.W.  Norton  released  ] 
nard's  first  novel.  Wall  and  Mean,  a  th 
er  set— where  else?— on  Wall  Street. '. 
tunately  for  Bernard,  he  doesn't  depf 
on  his  writing  to  support  himself 
royalties  he  may  earn  will  go  to  chari- 
for  autism,  a  condition  that  affects  oni 
his  triplet  sons. 

THE  WINEMAKER.  If  you  must  go,  use  J 
professional  experience  to  facilitate 
transition,  as  Duane  Hoff  did.  For  14ye' 
HoflF  and  his  wafe,  Susan,  juggled  1 1 
lives  as  parents  and  Best  Buy  executi' 
In  theip  spare  time  they  learned  ati 
wine  together.  During  a  Napa  Valley 
in  2001,  Hoff  read  about  a  vineyard 
had  just  been  sold,  and  he  had  a  re\ 
tion:  He  could  afford  to  buy  a  wdnery. 

He  then  methodically  researched 
winery  business,  relying  on  his  exp 
ence  as  vice-president  for  business 
velopment  and  strategy  at  Best 
He  hired  a  consultant  who  knew  N 
Valley,  and  he  retained  award-wini 
viticulturists  and  winemakers. 

He  also  calculated  how  much  he  c( 
afford  to  spend  on  land  without  blov 
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THE  CAMRY  HYBRID. 
FOR  THE  NICHE  MARKET  CALLED  EARTH. 


Planet-pleasin'.  People-pleasin'.  Pocketbook-pleasin'. 
Meet  the  2007  Camry  Hybrid.  Engineered  to  squeeze 
up  to   an  unfieard-of  500   miles  from   a  single  tanl< 
of   gas'   -   practically   twice   the   mileage   of   a 
regular  mid-size  sedan  -  while  simultaneously 
cutting   smog-forming  emissions  to  almost 
non-existent  levels. 

It's  a  feat  that  some  claim  is  still  years  away. 
And  without  Toyota's  Hybrid  Synergy  Drive*  It  would  be 
But  the  hybrid  system  is  real,  it's  here,  and  it's  available 
now  on  the  Camry. 

The  technology  combines  a  highly  efficient, 
gasoline-powered  engine  with  a  self-charging 
electric  motor.  These  two  powerplants  work 
side-by-side,  linked  by  a  tiny  computer  that 
continuously    monitors    road    and    driving 
conditions.  So  whether  you're  speeding  up, 
slowing    down    or    idling    at    a    stop- 
light, the  Camry  Hybrid  knows  the 
precise    mix    of    engine    and    motor 
to  generate  optimum  performance 


and    fuel    economy.    Which    means    you'll    use    less 

gas.   And   less   gas   equals   fewer   emissions   -   70% 

fewer    to    be    exact.^    Bottom    line,    the    best-selling 

car  in  America^  is  now  the  best  car  for  America, 

Now,   doing   your   part   for  the   world   of 

tomorrow  -  and  saving  money  in  the  process  - 

should   make   you    fee!    pretty   good.   But   the 

Camry  Hybrid's  filled  with  features  designed  to 

make  you  feel  even  better.  Like  a  Plasmacluster^""  air 

ionizer  that  helps  reduce  airborne  germs  inside  the 

cabin.  Or  an  MP3-ready  audio  system  created 

to  enhance  your  mood,  derived  from  the 

latest  in  the  field  of  psychoacoustics.  And 

to  help  keep  your  mind  at  ease,  an  array  of 

standard  safety  features  -  including  seven 

interior  airbaqs  (even  one  for  the  driver's 

knees).^'  For   more   information   on   the  car 

that's  as  good  for  you  as  it  is  the    o 

THE  2007  CAMRY  §^^  >  environment,  visit  toyota.com.    . 

The  2007  Camry  Hybrid. 


the  Camry  Hybrid  drives  just 


®  TOYOTA 

moving  forward 


mmwm' 

When  a  car  becomes  more.    2007  car  of  the  year- 
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5''2007  Toyota  Motor  Sales,  li  S.A..  ti.c.  .iu.^.t  „iO)vn  with  ouail.it  - 
average  new  vehicle.  ^Bssed  on  R.  L.  Polk  &  Co.  total  U.S.  new  passengp 
driver,  front  passenger,  front  seat-mounted  side  airbags,  driver's  Knee  ; 


riS  tor  CYt  2005.  'Plasmadustef '"  is  a  trademark  ol  jnaiij  cietiiunus,  un,.  -ror  more  inlorniation  on  lojola  s 
.jrtain  airftags,  please  visit  toyota.com. 
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up  his  investment  portfolio  of  equities 
and  real  estate.  He  sketched  out  his  busi- 
ness, deciding  to  sell  most  of  his  wine 
through  a  mailing  list,  minimizing  the 
use  of  distributors.  To  generate  immedi- 
ate cash  flow,  he  made  plans  to  build  a 
"custom  crush  facility,"  which  processes 
grapes  for  smaller  wineries. 

He  took  his  time  buying  the  vineyard. 
In  growing  wine  grapes,  the  quality  of  the 
land,  what  the  French  call  terroir,  is  criti- 
cal. "I  can  fix  a  house,  but  I  can't  fix  dirt," 
HofFsays.  He  finally  came  upon  a  working 
winery  in  St.  Helena,  Calif,  that  hadn't 
yet  sold  any  wine.  Aiter  buying  the  prop- 
erty for  an  undisclosed  amount,  the  Hoffs 
dubbed  their  winery  Fantesca  and,  at  age 
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41,  Duane  HofF  handed  in  his  resignation 
to  Best  Buy.  The  couple  sold  their  first 
cabernet  in  2005— a  critically  acclaimed 
2002  vintage. 

Hoff  says  the  business  breaks  even.  "A 
wdnery  is  not  something  you  buy  to  make 
you  a  ton  of  money,"  he  notes.  "You  have 
to  think  of  it  as  a  jewel." 

THE  BONSAI  GROWER.  Whatever  you  decide 
to  do,  you  need  to  make  sure  it  doesn't 
mess  up  your  retirement  plan.  Pauline 
Muth  of  West  Charlton,  N.Y.,  was  a  ju- 
nior high  school  science  teacher  who 
also  loved  shaping  boi'sai  trees.  About 
17  years  ago  she  registered  her  home  as 
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a  nursery  and  started  selling  supplies  to 
other  bonsai  enthusiasts.  By  the  time  she 
retired  from  teaching  six  years  ago  at  age 
55,  she  had  built  a  nice  little  business. 

Once  she  could  devote  all  her  time  to 
the  enterprise,  she  considered  an  expan- 
sion. But  she  and  her  husband,  who  was 
an  engineer  at  General  Electric,  decided 
they  wouldn't  jeopardize  their  security  by 
siphoning  fiands  from  their  retirement  ac- 
counts. The  business  "had  to  be  self-sus- 
taining," Muth  says.  Now  any  money  she 
makes  from  selling  the  miniature  trees 
and  the  tools  for  tending  them  goes  back 
into  the  business.  She  also  teaches  bonsai 
classes  and  hopes  to  add  an  online  store  to 
her  Web  site,  pfinbonsai.com. 

THE  BOOKSELLER.  Even  if 
you  think  you  have  a  sohd 
game  plan,  it's  important 
not  to  let  emotions  get  in 
the  way,  as  Pat  Rutledge 
discovered.  When  Rut- 
ledge,  now  63,  retired  to 
Leavenworth,  Wash.,  in 
1991,  ending  a  peripatetic 
working  life  that  took  her 
from  journalist  to  house- 
wife to  print-shop  employ- 
ee to  editor-in-chief  of  trade 
magazines,  she  fiilfilled  a 
childhood  dream  of  owning 
a  bookstore.  Her  husband, 
Ed,  a  national  sales  man- 
ager at  Hearst  Corp.  with 
Army  and  company  pen- 
sions and  a  six-figure  nest 
egg,  supplied  the  $75,000 
needed  to  open  A  Book 
For  AH  Seasons.  Over  the 
next  eight  years,  Rutiedge's 
business  slowly  grew.  But 
in  1999  she  lost  her  lease. 
With  new  space  unavail- 
able, she  came  up  with  a  so- 
lution that  went  against  the 
advice  of  fiiends  and  family 
who  probably  knew  better:  She  bought  a 
struggling  restaurant  for  $30,000,  down- 
sized it  to  a  cafe,  and  used  the  rest  of  the 
space  for  her  bookstore.  It  was  a  bust.  Afl:er 
burning  through  $102,000  in  a  year,  she 
coaxed  Starbucks  into  taking  over  the  cafe. 
She  kept  the  bookstore. 

The  Rutledges  have  since  diversified.  Pat 
maintains  a  literature-themed  inn  above 
her  shop  and  runs  a  summer  camp  for 
young  book  lovers.  Ed  opened  a  boutique 
winery.  Eagle  Creek,  where  he  crafts  caber- 
nets, rieslings,  and  chardonnays,  among 
others.  "It  was  a  littie  rough,"  Pat  Rutledge 
says,  but  "if  you're  doing  what  you  love, 
you  can  put  up  wdth  a  lot."  ■ 
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REVIEW  YOUR  REAL  ESTATE. 

Consider  whether  you  will  stay 
or  sell  your  primary  residence. 
Should  you  decide  to  sell,  invest  i 
the  improvements  needed  to  maW 
it  marketable. 

STAY  WITH  STOCKS.  Even  though 
you're  getting  ready  to  retire,  youi 
money  isn't.  Keep  your  portfolio 
focused  on  equities.  That's  the  be 
way  to  make  it  last. 

DO  A  BENEFITS  CHECK.  Look  at  yo 
company's  retirement  policies  to 
make  sure  you  qualify  for  early 
retirement  and  if  you're  entitled 
to  medical  benefits.  Talk  to  Social: 
Security  about  how  much  you  wil 
be  able  to  collect  and  when. 

CUT  THE  CORD.  Don't  get  into  a  cc 
dependent  financial  relationship 
with  your  kids,  providing  cash  gifl 
or'downpayments  for  homes. 

DEVISE  A  TAX  STRATEGY.  There  S 
an  art  to  taking  money  out  of 
tax-deferred  accounts.  You  might 
find  opportunities  to  convert  a 
traditional  IRA' to  a  Roth  IRA,  whii 
can  ultimately  save  you  a  lot  of 
money.  Get  thee  to  a  good  tax 
adviser 

-Lauren  Youi 
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The  generation  that 
wouldn't  trust  anyone  over  30 


NEVER  PLANNED  ON  A  30-YEAR  RETIREMENT. 


Blr-th 
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Average  life  expectancy  in  the  U.S.  has  risen  to  an 
all-time  high.  Great  news,  except  that  the  amount  of 
money  people  put  away  for  retirement  isn't  rising  at 
all.  How  is  our  nation  going  to  make  sure  its  citizens 
have  the  money  to  retire?  Allstate  has  a  few  ideas: 

1.  EXAMINE  SOCIAL  SECURITY 
Americans  will  not  be  able  to  rely  solely  on  Social 
Security  for   a   comfortable   retirement.    In   the 

future,  it's  projected  to  cover  an  increasingly  smaller 
percentage  of  the  average  retirement.  There's  debate 
as  to  whether  it  should  be  repaired  or  replaced.  But 
what's  clear  is  we  need  to  reform  Social  Security  now. 

2.  BOOST  RETIREMENT  PLAN  ENROLLMENT 
Companies  should  continue   looking  for  ways  to 
encourage -employee  participation  in  4^0l(k)  plans. 

One  proven  method  to  increase  retirement  savings  is 


through  company  matches.  Another  is  automatic 
enrollment — employees  are  signed  up  for  savings  plans 
when  they  join  the  company,  unless  they  specifically 
opt  out. 

3.  INCREASE  PERSONAL  SAVINGS 
Ultimately,  everyone  is  responsible  for  their  own 
retirement.  It's  why  we  support  laws  that  reward 
people  for  saving.  Tax- advantaged  savings  vehicles, 
like  annuities  and  IRAs,  are  two  examples  of  products 
that  can  help  allay  Baby  Boomers'  biggest  fear:  living 
to  see  the  well  run  dry. 


Let's  save  retirement  by  saving  for  retirement. 
That's  Allstate's  Stand 


state 

You're  in  good  hands. 
Auto    Home    Life    Retirement 


IIIIIIIIMIIIIIIl 


R    LI      1    K     t;         h    A    R    L    Y 


ADVENTURE 
^I  LIFETIME 


FOR  RETIREES  WITH  PLENTY  OF  SPRING  IN  THEIR  STEP,  HERE 
ARE  SOME  OF  THE  WORLD'S  MOST  SPECTACULAR  TRIPS 


ONE  OF  THE  ADVANTAGES  OF  RETIRING  EARLY 
is  that  you  can  seek  out  travel  adventures  before 
you  reach  the  expiration  date  of  your  knees.  With 
that  in  mind,  we  asked  travel  writer  Patricia  Schultz 
to  give  us  a  list  of  rugged  must-see  destinations 
around  the  globe  for  energetic  retirees.  Schultz  is 
the  author  of  the  best-selling  1,000  Places  to  See  Before  You  Die  and 
the  new^ly  released  1,000  Places  to  See  in  the  USA  &  Canada  Before 
You  Die  ($19.95  each,  Workman  Publishing).  J  Schultz  promises 
that  none  of  these  trips  is  an  extreme  expedition  along  the  lines  of 
scaling  Mt.  Everest  or  rowing  across  the  Atlantic.  But  they're  not 
cakewalks,  either.  Schultz,  54,  has  tackled  most  of  them  in  recent 
years,  and  her  knees  have  yet  to  give  out. 

Horseback  Riding 
in  Mongolia 

Ever  since  Genghis  Khan  encouraged  his 
people  to  live  by  the  sword  rather  than  by 
the  plow,  Mongolians  have  been  nomadic 
herders,  holding  to  their  horse-based 
culture  and  leaving  vast  tracks  of  their 
ruggedly  beautiful  land  untouched.  Ex- 
perience the  pristine  countryside  and  the 
open-hearted  hospitality  of  its  people  by 
riding  through  mountain-ringed  valleys 
and  the  wide  gras.sy  steppes  on  Mongo- 
han  horses  (photo,  right),  legendary  for 
their  great  stamina  and  ability  to  negoti- 
ate this  difficult  terrain. 

Enjoy  the  welcome  of  remote  encamp- 
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ments  and  stay  in  traditional  yurts.  Travel 
to  visit  Tsaatan  families,  an  ethnic  minor- 
ity who  herd  reindeer  and  live  in  tents. 
Ride  through  forested  mountains  before 
ending  up  at  Lake  Hovsgol,  an  alpine 
lake  bordering  Siberia. 


Organized  trips  might  also  inclui 
camel  trekking  in  the  Gobi  Desert  i 
white-water  canoeing  through  the  Al\ 
Mountains,  but  if  you're  in  MongQi 
in  July,  you  won't  want  to  miss  the  i 
tional  Naadam  Games  that  take  phi 
across  the  country,  with  the  capital 
of  Ulaanbaatar  as  ground  zero.  It's  i 
bridled  competition  in  the  three  maiij 
sports  of  wrestling,  archery,  and  hom 
back  riding— the  last  one,  little  surprit 
the  hands-dowTi  favorite. 


hi 

d  i 


OUTFriTER:  Nomadic  Expeditions, 
nomadicexpeditions.com,  800  998-6634 


Exploring 
in  Brazil 


The  world's  largest  wetland,  the  Pantai 
in  Mato  Grosso  do  Sul,  is  a  landlocked  ri 
delta,  an  oasis  of  water  and  wdldlife  wh 
numbers  and  variety  are  staggering.  It  is 
intact  ecological  paradise  that  is  home 
the  largest  concentration  of  fauna  in  So 
America-s-since  much  of  the  wildlife  e 
where  has  been  himted  to  extinction. 

Unlike  the  Amazon,  where  vrildlife  i 
be  hard  to  spot,  the  Pantanal  is  i 
big  watering  hole  tailor-made  for  e 
touring.  Spoonbills,  chaco  chachalai 
coatis,  jabiru,  rheas— chances  are  yoi 
never  heard  of  many  of  these  creatures 
alone  seen  them.  Others,  such  as  wol' 
anteaters,  jaguars,  and  armadillos,  ; 
may  have  seen,  but  never  this  large. 

Most  of  the  South  Dakota-size  are 
privately  owned  by  huge  fazendas  (ca 
ranches),  and  the  spirit  of  the  cowb 
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RUGGED  MONGOLIA 
A  well-clad  horseman 
with  a  golden  eagle 
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(called  pantaneiros)  prevails.  Stay  as  a 
paying  guest  and  join  your  cowboy  guide 
on  horseback  at  sunrise.  Don't  turn  in  un- 
til you  witness  nature's  spectacle  at  night, 
when  millions  of  fireflies  create  Christ- 
mas-light effects,  and  the  eerie  sounds  of 
animals  on  the  prowl  are  everywhere. 

OUTFITTER:  Caiman  Ecological  Refuge, 
caiman.com.br,  (Oil)  55  11  3706-1800 

Floating  in 
Madagascar 

A  river  runs  through  this  exotic  land  just 
slightly  larger  than  Texas,  off  the  east 
coast  of  Africa.  With  limited  and  primi- 
tive roads  and  almost  no  tourist  facilities, 
the  best  way  to  experience  Madagascar's 
rich  diversity— 30  species  of  lemurs,  cha- 
meleons galore,  and  up  to  10,000  species 
of  flora— is  traveling  the  Mangoky  on  a 
floating  river  safari  into  the  island's  re- 
mote southwest  corner. 

Quirky  creatures  and  strange  plants 
are  everywhere  on  the  100-mile  stretch 
from  Beroroha  to  Bevoay.  By  some  ac- 
counts, 80%  of  what  you  see  is  found  no- 
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where  else  on  earth.  Rudimentary  camps 
on  river  sandbars  vvdll  seem  downright 
luxurious  when  surrounded  by  the  bio- 
diversity that  explains  why  Madagascar 
is  nicknamed  the  "eighth  continent." 

OUTFITTER:  Remote  River  Expeditions, 
remotenvers.com,  (Oil)  261  20  95  52347 


«il 


Canoeing  in 
Minnesota 


Many  states  have  lake  districts  worth  not- 
ing. But  none  matches  the  Boundary  Wa- 
ters Canoe  Area  WUdemess,  where  the 
piney  woods  of  Minnesota  border  Ontario. 

More  than  1,000  lakes,  from  10  to 
10,000  acres,  promise  more  than  1,200 
miles  of  mapped  canoe  routes  and  not 
a  single  road— a  pristine  labyrinth  once 
used  by  the  Ojibwa  and  later  the  17th 
century  fur-trading  European  voyageurs. 
Today  it  is  part  of  the  Superior  National 
Forest  and  the  largest  U.S.  wilderness 
preserve  east  of  the  Rockies. 

Since  the  area  is  almost  entirely  off 
limits  to  power  boats,  canoers  come 
from  all  over  the  world  to  paddle  from 


I  i(h 
I  tis 
lake  to  pristine  lake,  portaging  (ca:i( 
ing  the  canoe  overland  to  the  next  { 
in)  and  setting  up  camp  on  diflfeEt  [ 
shores  every  night.  The  clear  wai  «ep 
are  rich  with  North  America's  grea^  I 
variety  of  game  fish,  offering  angg 
smallmouth   bass,  walleye,   northl| 
pike,  and  lake  trout. 

A  strict  permit  system  may  crealAyj 
botdeneck  at  the  designated  entry  poii  Ij 
such  as  the  charming  town  of  Ely,  Milt 
but  outdoorsmen  soon  dissolve  intod 
wilderness,  where  they'll  more  likelj 
among  moose,  loons,  and  wolves  t 
humans:  Return  in  winter,  and  Elyv 
comes  dog-sledding  central. 

OUTFITTER:  Williams  &  Hall  Wilderness 
Guides  &  Outfitters,  williamsandhall.cor 
800  322-5837 


Heli-Hiking  in 
British  Columbia 

From  July  through  September,  this 
nadian  sliver  of  God's  Country  bloc 
into  a  nirvana  for  warm-weather  hil 
The  vast  region  just  west  of  the  Co  liii 
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tal  Divide  is  almost  devoid  of  roads, 
;etting  there  can  be  half  the  fun. 
,  stylish  fleet  of  helicopters  ferries  hik- 
enthusiasts  into  this  wonderland  of 
Iflowers,  glaciers,  rivulets,  and  snow- 
Ded  peaks.  Guides  are  on  hand  for  those 
s  that  require  technical  skill  or  even 
intaineering  experience. 
ou'U  find  a  smattering  of  comfortable 
(coimtry  lodges  in  the  rooftop  of  the 
boo,  Bugaboo,  Monashee,  and  PurceU 
;es.  (As  many  as  a  dozen  stay  open 
ugh  the  winter  months  when  heli-ski- 
becomes  the  extreme  sport  of  choice.) 
t  your  morning  with  a  hearty  breakfast 
stokes  you  for  a  day  of  exhilaration, 
return  to  epicurean  dinners,  followed 
massage  to  pamper  weary  muscles. 

FITTER:  Canadian  Mountain  Holidays, 

idianmountainholidays.com, 

661-0252 

ifting  in 
est  Virginia 

.h  attention  and  ink  are  justly  show- 
.  upon  the  white-water  rafting  experi- 
:s  promised  by  the  great  rivers  of  the 
;rican  West.  But  West  Virginia  of- 
some  of  the  largest  thrills-per-rapid 
)s,  in  a  landscape  so  inspiring  it's 
rred  to  as  the  West  of  the  East, 
uring  the  Fall  Release  of  the  Gauley 
T  (when  the  dam  at  Summerville 
i  is  opened  in  early  September), 
11  encounter  more  than  50  Class 
nd  V  rapids  amid  deep  gorges  and 
Jh,  wooded  Appalachian  terrain. 
:eep  drops  with  names  like  Heaven 
)  You  and  Pure  Screaming  may  have 

considering  the  Mountain  State's 
r  option,  the  New  River,  consider- 

calmer  along  parts  of  its  scenic  53 
s.  You  could  even  bring  along  the 
idkids,  as  long  as  you  avoid  the  New 
r's  lower  stretch  that  drops  250  feet 
» miles  through  gorgeous  country. 

'ITTER:  Wildwater  Expeditions, 
aft.com,  800  982-7238 

kking 
•ough  Bhutan 

)licy  of  limiting  visitors  means  only 
0  a  year  make  it  to  Bhutan,  one  of 
Tiost  remote  and  tantalizing  comers 
sia.  The  last  independent  Buddhist 
ntain  kingdom  in  the  Himalayas  feels 
years  from  anything  familiar.  Televi- 
didn't  even  arrive  until  1999.  Boast- 
In  untrammeled  and  breathtakingly 
Itiful  countryside,  70%  of  its  18,000 


square  miles  is  forested,  and  its  youthful, 
environmentally  sensitive  king  ensures 
that  the  nation  treats  nature  with  respect. 
Trekking  is  the  natural  way  to  see 
the  country.  Amid  its  countless  high- 
lights is  the  8th  century  monastery 
called  Taktshang,  the  Tiger's  Nest, 
clinging  to  a  sheer  mountain  ledge 
about  3,000  feet  above  the  terraced 
Paro  Valley.  Hook  up  with  a  reputable 
outfitter  who  will  introduce  you  to  the 
whirling  festivals  and  gracious  residents 
of  this  Shangri-la  now,  before  the  first 
traffic  light  arrives. 

OUTFITTER:  Asia  Transpacific  Journeys, 
asiatranspacific.com,  800  642-2742 

Mountain  Climbing 
in  Tanzania 

Ernest  Hemingway  fell  under  Afirica's 
spell  when  introduced  to  the  allure  of  Mt. 
Kilimanjaro,  its  highest  peak  at  19,340 
feet.  No  skill,  ropes,  or  crampons  are 


YOUNG  BHUTAN       called   for   to   scale 
Its  few  visitors  its  gentle  grade,  but 

get  real  smiles  one-third    of   Kill's 

trekkers  never  make 
it  past  Gillman's  Peak,  just  600  feet  below 
the  summit,  because  of  altitude  sickness. 
Join  an  outfitter  that  allows  extra  time 
for  proper  acclimatization.  To  reach  the 
mountain's  dramatic,  oddly  flat  top,  you 
should  opt  for  the  more  remote  Shira  Pla- 
teau. A  battalion  of  porters  bolts  ahead 


to  pitch  tents  at  spectacular  sites,  set  up 
camp,  and  get  dinner  cooking  by  the  time 
you  straggle  in.  The  last  night  before 
the  summit  is  spent  at  Crater  Camp,  at 
18,750  ft.  The  views  are  surreal,  with  the 
plains  of  Kenya  and  Tanzania  spread  out 
for  hundreds  of  miles,  3'/^  miles  below. 
Then  you  begin  your  descent. 

OUTFITTER:  Thomson  Safaris, 
thomsonsafaris.com,  800  235-0289 

Browsing  in 
Kashgar,  China 

Visit  Kashgar,  and  it's  easy  to  believe  you 
are  traveling  back  to  the  ancient  Silk  Road 
that  linked  the  exotic  goods  of  the  East 
with  Constantinople  and  the  courts  of  Eu- 
rope. China's  westernmost  city  is  75^  hours 
by  plane  from  Beijing. 

Stuck-in-time  Kashgar  has  been  a  vi- 
brant trading  center  for  well  over  1,000 
years,  and  the  Sunday  market  is  not  un- 
like what  Marco  Polo  might  have  seen 
when  he  passed  through  in  the  13th 
century.  Marketgoers  come  to  trade, 
sell,  and  haggle  over  sheep,  camels, 
horses,  dowry  chests,  fur  hats,  daggers, 
and  hand-loomed  carpets. 

OUTFITTERS:  Geographic  Expeditions, 
geoex.com,  800  777-8183 

Walking  the 
Nakasendo,  Japan 

In  the  17th  century,  the  315-mile  Nakas- 
endo— literally  "the  road  through  the 
central  mountains"— was  the  principal 
route  between  Kyoto,  the  ancient  capital 
of  Japan,  and  Edo,  a  growing  political 
and  commercial  center  today  known  as 
Tokyo.  You  can  follow  in  the  footsteps 
of  shoguns,  samurai,  and  itinerant  mer- 
chants and  pilgrims  along  the  best  pre- 
served, most  scenic,  and  historically  rich 
63-miIe  stretch  of  the  Nakasendo. 

Luggage  goes  ahead  by  car  while 
walkers  put  in  some  15  miles  a  day,  pass- 
ing through  small  villages  and  along 
scenic  passes.  The  ancient  feudal  byway 
is  lined  with  family-run  inns,  many  of 
which  date  from  the  early  1600s.  Of- 
fered together  with  other  treks  that  vary 
in  intensity,  the  Nakasendo  is  led  by 
American  and  British  professors  from 
Hong  Kong  who  promise  a  fascinating 
and  intimate  peek  into  Japan  both  today 
and  during  the  Edo  period  (1603-1867), 
when  the  Nakasendo  was  at  its  peak. 

OUTFITTER:  Walk  Japan,  walkjapan.com, 
(Oil)  81  90  5026  3638 
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NANCIAL  SERVICES  INFORMATION  &  MEDIA  EDUCATION 


NYSE:  MHP 

mcgraw-hill.com 


How  do  you  keep  them 
down  on  the  farm  after 
they've  seen  Shanghai? 

The  short  answer  is:  You  can't. 
The  progression  from  field  to  factory 
to  global  economy  is  as  irreversible 
as  history  itself.  And,  as  more  and  more 
countries  embrace  market  economies, 
so  too  do  they  require  the  knowledge 
and  transparency  brought  to  them  by 
The  McGraw-Hill  Companies.  When  markets 
open,  economies  expand,  people  prosper 
and  McGraw-Hill  grows. 


The  McGraw-Hill  Companies 

Open  Markets.  Open  Minds. 
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What  Price 

X\G{!)U  t3i tlOn  ■  Many  savvy  companies  are 
starting  to  realize  that  a  good  name  can  be  their  mos 
important  asset-and  actually  boost  the  stock  price 


BY  PETE  ENGARDIO 
AND  MICHAEL  ARNDT 


A 


RECENT  PRINT  AD  BY 
United  Technologies  Corp. 
looks  deceptively  like  an 
assembly  diagram  for  a 
model  helicopter.  Study  it 
more  closely,  however,  and  you'll  notice 
that  the  color  schematic  of  UTC's  Sikor- 
sky S-92  copter  is  embedded  wdth  mes- 
sages aimed  at  Wall  Street  (page  80). 

Text  near  the  engine  trumpets  40% 
lower  maintenance  costs  than  comparable 
helicopters  and  a  "health  and  usage  sys- 
tem" that  ensures  the  S-92  "always  oper- 
ates at  peak  perfonnance."  Next  to  a  view 
of  the  cockpit,  you  learn  that  the  thermal 
imaging  system  lets  rescuers  find  people 
they  can't  see.  Other  text  notes  fiael  effi- 
ciency that  allows  "more  rescues  per  gal- 
lon" and  paint  with  few  compounds  that 
harm  the  environment.  "You  don't  have 
to  understand  everything  we  do  to  profit 
fi-om  it,"  crows  the  tagline.  The  underlying 
theme:  UTC  is  a  great  investment  because 
it  is  a  leader  in  innovation  and  eco-fiiendly 
technologies  that  help  tlie  bottom  line. 
More  research  went  into  crafting  those 
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messages  than  you  might  imagine.  The 
$49  billion  Hartford  conglomerate  has 
long  been  frustrated  that  the  strengths  of 
its  individual  brands  may  be  well  known, 
but  as  for  the  publicly  traded  parent,  in- 
vestor surveys  showed  "most  view  us  as 
some  sleepy  Northeast  company,"  says 
UTC  Communications  Vice-President 
Nancy  T.  Lintner. 

ECO  BOOST 

SO  IN  LATE  2005,  UTC  turned  to  a  tiny 
consulting  firm  named  Communications 
Consulting  Worldwide,  led  by  sociologist 
Pamela  Cohen  and  former  Ernst  &  Young 
strategist  Jonathan  Low,  pioneers  in  the 
nascent  study  of  how  public  perceptions 
affect  a  company's  stock  price.  A  CCW 
team  spent  months  processing  a  bewil- 
dering amount  of  assorted  data  UTC  had 
amassed  over  the  years.  It  included  stud- 
ies tracking  consumer  perceptions  of  its 
brands,  employee  satisfaction,  views  of 
stock  analysts  and  investors,  corporate 
press  releases,  thousands  of  newspaper 
and  magazine  articles,  and  two  years' 
worth  of  UTC  financial  information  and 
daily  stock  movements.  After  feeding  the 


data  into  an  elaborate  computer  mod 
Cohen  and  Low  concluded  that  27°a\ 
UTC's  stock  market  value  was  attrili' 
able  to  intangibles  like  its  reputation.! 

The  duo  determined  the  way  to  drive, 
the  stock  was  to  make  investors  more  av\ 
of  UTC's  environmental  responsibility.\ 
novation,  and  employee  training— poi 
the  company  had  not  stressed  publiclylj 
make  sure  investors  got  the  message,  I 
plastered  the  Sikorsky  S-92  ads  and  otic 
like  it  featuring  an  Otis  elevator,  a  Prai 
Whitney  jet  engine,  and  a  hybrid  bus  'v  r| 
UTC  Power  fiiel  cells,  on  four  commi ' 
train  stations  in  Connecticut  towns  v  (|r< 
high  concentrations  of  financiers, 
work  we  did  vdth  CCW  guided  the  de 
opment  of  our  ad  strategy,"  says  Lint 
"We're  very  happy  with  the  results." 

Call  it  the  new  science  of  reputat 
management.  Corporations  have  l 
used  sophisticated  statistical  model; 
predict  everything  fi-om  how  much  a  i 
production  process  would  hike  efficie 
to  how  much  more  soap  can  be  sold  v 
an  additional  $100  million  in  advei 
ing.  But  a  company's  reputation  am' 
investors,  customers,  and  the  gen 
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public  traditionally  has  been  regarded  as 
too  squishy  to  measure  with  hard  num- 
bers or  manage  with  any  precision,  let 
alone  to  prove  cause  and  effect. 

Many  investment  pros  scoff  at  sugges- 
tions they  can  be  influenced  by  image  ma- 
nipulation. And  to  most  CEOs,  corporate 
image  is  not  something  to  fret  about— at 
least,  not  imtil  a  crisis  erupts,  like  an  op- 
tions scandal,  employee  class  action,  or 
ecological  disaster.  Even  when  execs  try  to 
be  proactive,  it's  often  by  gut.  Want  to  be 
viewed  as  a  good  corporate  citizen?  Order 
up  a  PR  blitz  on  your  charity  work  or  eflForts 
to  go  green.  Eager  to  land  on  a  magazine's 
most-admired  list?  Gin  up  a  strategy  to 
game  the  selection  process. 

But  a  more  sophisticated  understanding 
of  the  power  of  perception  is  starting  to 
take  hold  among  savvy  corporations.  More 
and  more  are  finding  that  the  way  in  which 
the  outside  world  expects  a  company  to 
behave  and  perform  can  be  its  most  impor- 
tant asset.  Indeed,  a  company's  reputation 
for  being  able  to  deliver  growth,  attract 
top  talent,  and  avoid  ethical  mishaps  can 
account  for  much  of  the  30%-to-70%  gap 
between  the  book  value  of  most  companies 
and  their  market  capitalizations.  Reputa- 
tion is  a  big  reason  Johnson  &  Johnson 
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trades  at  a  much  higher  price-earnings 
ratio  than  Pfizer,  Procter  &  Gamble  than 
Unilever,  and  Exxon  Mobil  than  Royal 
Dutch  Shell.  And  while  the  value  of  a  repu- 
tation is  vastiy  less  tangible  than  property, 
revenue,  or  cash,  more  experts  are  arguing 
it  is  possible  not  only  to  quantify  it  but 
even  to  predict  how  im- 
age changes  in  specific 
areas  will  harm  or  hurt 
the  share  price. 

Of  course,  spin  alone 
can't  create  a  lasting 
public  image.  A  compa- 
ny's message  must  be 
grounded  in  reality,  and 
its  reputation  is  built 
over  years.  And  if  there  is 
a  negative  image  based 
on  a  poor  record  of  re- 
liability, safety,  or  labor 
relations,  "please  don't 
hire  a  PR  company  to  fix 
it,"  says  strategy  professor  Phil  Rosenzweig 
of  Switzerland's  International  Institute 
for  Management  Development.  "Correct 
the  underlying  problem  first."  The  big- 
gest driver  of  a  company's  reputation  and 
stock  performance  is,  after  all,  its  financial 
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A  company's 
message  must 
be  grounded 
in  reality-and 
its  reputation 
built  up  over 
many  years 


Halo  Effect,  a  book  that  details  how  quicc 
reputations  can  turn. 

Smarter  communications  can,  ho 
ever,  help  companies  with  good  stopi 
to  tell.  By  most  metrics,  such  as  return' 
equity,  profit  growth,  and  product  quali 
companies  like  UTC,  Southwest  Airlin 
and  United  Parcel  S; 
vice  may  compare  wv 
with  top  rivals.  But  i 
less  the  message  gf 
through  to  Wall  Strfn 
their  stocks  may  tr? 
lower  than  they  coul 
The  trick  is  to  ( 
cide   where    to    fot 
amid  dozens  of  facti 
defining    a    corpor 
image.  As   reputati 
expert     Sandra     R 
cleod  of  London's  Ec 
Research  Ltd.  puts 
there    are    "threshm 
expectations"  that  every  company  m 
deliver  and  reinforce,  such  as  good  s 
vice  and  financial  performance.  Beyc 
that,  priorities  get  fiizzy.  Sure,  it  lo< 
great  to  tell  the  world  about  your  inno 
tive  culture  or  that  you  are  the  green 


results,  notes  Rosenzweig,  author  of  The     company  in  your  industry.  But  do  th 
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INVEST  WITH  A  RETIREMENT  LEADERS 


Franklin  Templeton  Investnnents  has  been  helping  investors  turn  their  retirement  dreams 
into  reality^  for  more  than  half  a  century,  through  every  kind  of  market. 

For  information  on  how  our  experience  as  a  retirement  leader  can  help  put  a  smile  on 
your  face,  see  your  financial  advisor,  call  1-800-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE®  > 


You  should  carefully  consider  a  fund's  investment  goals,  risks,  charges  and  expenses  before  investing.  You'll  find  this  and  other 

information  in  the  fund's  prospectus,  which  you  can  obtain  from  your  financial  advisor  Please  read  the  prospectus  carefully 

before  investing. 

tinvesting  in  a  Franklin,  Templeton  or  Mutual  Series  fund  does  not  guarantee  that  one's  retirement  needs  will  be  met. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 
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issues  really  move  the  needle  with  your 
target  customers  or  investors? 

That's  why  companies  are  trying  to  get 
more  scientific  about  reputation  manage- 
ment. Many  big  companies  now  shell  out 
$2  million  a  year  on  image  research.  This 
will  be  a  tiny  sUce  of  the  $4.2  billion  spent 
on  PR  this  year,  but  such  research  is  grow- 
ing fast.  To  get  a  fix  on  how  companies 
are  seen  pubUcly,  they  are  hiring  firms  Uke 
Factiva  and  Delahaye  that  use  powerful 
search  engines  to  track  databases  of  all 
print,  broadcast,  and  Internet  coverage  and 
to  search  for  trends.  For  around  $100,000, 
for  example,  Factiva  can  plow  through  a 
database  that  includes  10,000  mainstream 
media  sources  fi-om  150  countries  and  14 
million  blogs  and  tell  clients  whether  their 
press  is  positive  or  negative  on  key  issues. 

MINE  OF  DATA 

A  HOST  OF  SMALL  consulting  firms  in- 
cluding CCW,  a  subsidiary  of  Omnicom 
Group's  Fleishman-Hillard  PR  agency, 
and  KDPaine  &  Partners,  a  Durham  (N.C.) 
boutique,  mine  this  data  with  remarkable 
precision  to  steer  chent  corporations  to  the 
most  effective  messages  and  away  ft-om 
those  that  should  be  ignored.  "Not  long 
ago,  there  wasn't  much  science  behind 
media  tracking,"  says  Warren  Weeks,  CEO 
of  Australian  reputation  analysis  firm  Cu- 
bit Media  Research,  whose  chents  include 
Microsoft:,  SAP,  and  Ford.  "With  today's 
technology,  we  can  find  every  scrap  of 
information  on  what  is  said  about  a  com- 
pany, second  by  second,  and  correlate  that 
to  movements  in  the  share  price." 

Work  done  by  Echo  Research  for  SAB- 
Miller  PLC  provides  an  illustration  of  the 
process.  The  South  Afiican  beer  giant  had 
enjoyed  a  great  reputation  among  inves- 
tors for  its  ability  to  acquire  and  manage 
brewers  in  fast-growing  emerging  markets. 
But  sab's  stock  suffered  a  year  after  its 
$5.6  billion  takeover  of  Miller  Brewing  Co. 
in  2002.  First,  Echo  turned  to  providers 
like  Factiva  and  CyberAlert,  which  tracks 
Internet  news  and  blogs,  to  collect  all  ar- 
ticles on  SAB  appearing  in  financial  media 
in  Britain,  the  U.S.,  and  South  Africa  over  a 
one-year  period.  From  the  company,  Echo 
secured  all  stock  analyst  reports.  Echo  staff 
read  and  analyzed  each  piece  and  deter- 
mined whether  the  articles  or  analyst  com- 
ments were  positive,  negative,  or  neutral 
on  key  points,  such  as  SAB's  financial  per- 
formance, leadership  quahty,  and  ethics.  It 
compared  this  data  against  moves  in  the 
stock  of  SAB  and  its  top  competitors. 

Echo  pinpointed  which  journalists  had 
the  most  inJfluence  on  daily  stock  move- 
ments—and which  analysts  they  talked  to. 
It  also  foimd  a  strong  correlation  between  a 
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The  Value  of  Perception 


IF  A  COMPANY 
COULD  BOOST  ITS 

REPUTATION  among 
investors,  what  would  be 
the  effect  on  its  stock? 
One  way  to  get  an  idea  is 
to  compare  companies  in 
similar  industries  but  with 
different  reputational 
strengths  and 
weaknesses. 
Communications 
Consulting  Worldwide  Inc. 
agreed  to  do  a  quick 
analysis  of  several  major 
corporations  to  predict 
what  would  happen  to 
their  stock  price  if  they 
could  switch  reputations 
with  a  peer. 

CCW  CALCULATED 

RATINGS  of  three 
different  aspects  of  each 
company's  reputation  on 
a  scale  of  1  to  100:  its 


reputation  for  opera- 
tional performance, 
management  quality,  and 
financial  performance. 
For  this  exercise,  CCW 
used  media  data  provided 
by  Factiva  and  various 
publicly  available 
rankings  appearing  in 
business  publications, 
such  as  lists  of  the  "best 
managed"  companies  or 
the  best  places  to  work. 
According  to  CCW's 
formula,  for  example, 
Pepsi  scored  70  for 
operations  reputation,  71 
for  management,  and  70 
forfinances.  Overall,  it 
received  a  reputation 
score  of  76.  That 
compared  with  an  overall 
tally  of  62  for  Coke,  which 
scored  lower  in  all  three 
categories. 


NEXT,  CCW 
ESTIMATED  HOW 
THESE  FACTORS 

relatetostockprice.lt 
determined  how  much  of 
the  movement  in  a  stock 
is  due  to  the  company's 
financial  performance 
and  economic  conditions. 
After  controlling  for  these; 
factors,  it  assumes  the 
remaining  portion  of 
stock  value  is  due  to 
aspects  of  its  reputation. 
So  if  Coke  were  able  to 
match  Pepsi's  overall 
score,  its  stock  would  be 
worth  $1.73  per  share,  or 
3.3%,  more.  For  clients, 
CCW  analyzes  many 
other  data  that  can  give 
managers  an  idea  of 
which  aspects  of 
reputation  need  the  most 
improvement. 


IF... 

...HAD  THE 

REPUTATION 

OF... 

...ITS  STOCK 
WOULD 
RISE... 

...BOOSTING  1 
MARKET  VALUy 
BY 

Coca-C(^a 

Pepsi 

3.3% 

$4  BILLION 

Wal-Mart 

Target 

4.9% 

$9.7Bn.T.ioNJ 

Colgate 

P&G 

6.2% 

$2  en.T.ioN 

CVS 

Walgreens 

6.9% 

$3.9biluon 

Wachovia 

Wells  Fargo 

3.5% 

$3.5Bn.i.iON  1 

Data:  Communications  Consulting  Worldwide 

57%  increase  in  unfavorable  articles  in  the 
spring  of  2003  and  SAB's  weak  stock  price. 
Digging  further,  it  learned  the  biggest  fac- 
tor was  continuing  weakness  at  MiUer.  The 
market  expected  a  faster  turnaround,  rais- 
ing doubts  about  SAB'S  U.S.  expansion. 

Echo  recommended  that  SAB  change 
its  communications  strategy  to  talk  more 
consistently  about  gradual  but  steady 
progress  at  Miller,  and  thus  restore  con- 
fidence in  sab's  leadership.  Since  mid- 
2003,  SABMiller's  stock  has  soared  from 
around  6  to  24.  But  the  brewer  says  the 
stock  gains  reflect  its  stronger  financial 
performance:  Revenues  have  doubled 
since  2003,  whOe  operating  profits  have 
more  than  tripled.  "Echo's  research  was 
considered  an  expensive  expression  of 
what  was  abundantly  obvious  to  anyone 
with  eyes  in  their  head,"  says  Nigel  Fair- 


brass,  SABMiller's  media-relations  chl 
"While  I  would  acknowledge  that  an  a 
ity  to  specifically  evaluate  PR  activitji 
stock  value  sounds  seductive,  it  betran 
misapprehension  of  the  complexities  ^ 
inefficiencies  of  equity  markets."  1 
cleod  agrees  such  analysis  alone  doe™ 
explain  stock  moves  but  says  many^ 
ents  find  outside  analysis  helpful. 

Now  reputation  wonks  are  tryinfi 
take  this  to  the  next  level— to  en£ 
companies  to  hone  their  message  to 
tain  specific  financial  outcomes.  Proi 
&  Gamble  Co.,  one  of  the  first  compaii 
to  do  consumer  research  and  test  n'* 
keting,  applies  statistical  tools  de 
oped  to  guide  its  marketing  of  soaps 
shampoos  to  promote  the  P&G  corpo: 
brand.  Other  companies  such  as  D 
Southwest  Airlines,  UPS,  and  AT&T 
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rinting,  redefined  for  business. 


When  you  were  a  child,  the  printed  page  helped  you  express  ideas.  Today,  Kyocera 
'"'  can  help  you  translate  your  business  ideas  into  powerful  documents.  Our  full  line  of 

—  !  '  printers  produces  crisp  black  and  white  or  vibrant  color  pages.  They  are  simple  to  use 
— ..^     and  reliable  on  a  network.  Even  better,  Kyocera  printers  operate  at  a  very  low  total 

ij  of  ownership,  while  our  software  solutions  help  you  maximize  your  hardware  investment. 

>rience  the  power  of  Kyocera  printing.  Learn  more:  www.kyoceramita.com. 
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turning  to  consultancies  like  CCW. 

CCW's  Low  and  Cohen  have  spent  more 
than  a  decade  developing  ways  to  measure 
intangible  corporate  assets,  especially  rep- 
utation factors,  that  can  affect  the  bottom 
line.  "There  are  plenty  of  data  measuring 
the  visibility  and  credibility  of  a  com- 
pany," says  Low.  "But  there 
have  been  no  data  shovraig 
how  communications  adds 
value  to  a  company."  Says 
corporate  communications 
professor  Paul  A.  Argenti  of 
Dartmouth's  Tuck  School  of 
Business,  also  a  CCW  part- 
ner: "If  we  can  get  this  right, 
we  have  found  the  holy  grail 
of  communications." 

The  method  works  like 
this.  Cohen  first  takes  data 
on  a  company's  daily  stock 
movements  for  a  certain  pe- 
riod, say  two  years.  She  then 
collects  data  on  its  financial 
disclosures  and  economic 
conditions  at  both  the  na- 
tional and  industry  level.  She 
runs  a  statistical  model  to 
determine  how  much  of  the 
stock  movement  is  due  to 
financial  performance  and 
how  much  to  outside  factors 
such  as  the  economy. 

After  adjusting  for  these 
influences,  she  loads  in  less 
obvious  factors.  Drawing  on 
reams  of  data  on  media  cov- 
erage, opinion  surveys,  inves- 
tor interviews,  the  company's 
public  statements,  reputa- 
tion rankings  in  magazines, 
and  other  sources,  she  runs 
through  several  dozen  repu- 
tation-related issues  to  see 
if  they  move  the  stock.  Do 
messages  about  the  compa- 
ny's employee  relations,  governance,  or 
environmental  efforts  have  impact,  for  ex- 
ample? If  so,  how  many  cents  per  share  can 
be  explained  that  vray? 

SKEPTICISM 

OPINIONS  ARE  MIXED  about  how  much 
credence  to  put  in  such  predictions.  UTC 
is  thrilled  with  CCW's  work.  Since  launch- 
ing its  ad  campaign  in  September,  the 
number  of  fmancier s  viewing  UTC  as  an 
innovation  leader  has  leaped  by  10  per- 
centage points,  says  an  annual  survey  by 
researcher  Lippincott  Mercer.  UTC  thinks 
this  may  have  contributed  to  the  16%  rise 
in  UTC's  stock,  far  outpacing  the  Standard 
&  Poor's  500-stock  index  and  rival  Gen- 
eral Electric  Corp. 
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Other  companies  say  it's  too  early  to  tell 
whether  their  new  communications  strate- 
gies have  had  any  impact  on  sales  or  their 
stock.  But  investment  pros,  not  surprising- 
ly, are  dubious.  "Very  littie,  very  littie,"  said 
stock  analyst  Raymond  F.  Neidl  of  Calyon 
Securities  when  asked  how  much  he  thinks 


Message  Behind 
The  Message 

Text  in  this  ad  pointing  out  cool  features  of 
the  Sikorsky  S-92  helicopter  actually  is 
designed  to  make  key  points  to  Wall  Street 

HEALTH 
MANAGEMENT 

This  system  constantly 
monitors  the  S-92, 
assuring  peak 
performance 
MESSAGE  UTC  is  an 
innovation  leader 

GREEN  PAINT 

The  S-92  uses  paints  with 
few  or  no  volatile  organic 
compounds,  protecting 
the  environment 
MESSAGE  UTC  is 
eco-friendly 

MAINTENANCE 

The  S-92  is  up  to  40%  cheaper  per 
flight  to  service  than  competing 
helicopters  MESSAGE  UTC  saves 
buyers  money 

CORPORATE  LOGO  The  name  of  the  Sikorsky  division  is 
in  small  print,  while  parent  United  Technologies  gets  big  type 
MESSAGE  Buy  this  stock 
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PR  influences  his  investment  decisions  on 
Southwest  Airlines,  which  he  covers.  "The 
markets  are  smarter  than  that." 

Perhaps.  Yet  the  fact  that  corporations 
are  commissioning  such  intricate  work 
shows  image  management  has  come  a 
long  way.  Just  a  decade  ago,  it  largely 
meant  crisis  management  or  tracking  me- 
dia references  through  news  clippings. 
But  by  the  late  1990s,  investors  began  to 
recognize  reputation  was  in  part  respon- 
sible for  the  sky-high  market  values  of  the 
likes  of  Cisco  Systems  Inc.  and  Amazon, 
com  Inc.,  companies  with  relatively  few 
brick-and-mortar  assets  such  as  factories, 
machines,  and  real  estate. 

Interest  really  took  off  after  the  tech  bust 
and  accounting  scandals  of  2001,  which 


made  investors  more  aware  of  risks 
company's  reputation  is  trashed  by  go 
nance  and  leadership  lapses.  Compaj 
also  realized  their  shares  were  Lncreasii 
vulnerable  to  negative  publicity  over 
ployee  and  social  practices. 

This  may  explain  why  many  oi 
cagey  companies  are 
turning  more  report 
phone  calls.  By  shunr 
the  media,  P&G  realizec 
the  late  '90s  that  it  had  1 
influence  in  the  way  j( 
nalists  framed  its  coi 
rate  identity.  Now  the  c 
sumer-products  giant  i 
it  uses  the  same  appro 
in  crafting  its  message 
the  media  that  it  has  i; 
to  market  its  consu: 
brands.  To  learn  how 
being  perceived,  P&G  o 
missions  surveys  of  jour 
ists  and  tests  key  messi 
with  focus  groups.  It 
makes  sure  its  messages 
parlayed  to  suppliers 
employees,  and  carriec 
ads  and  PR.  Then  it  tra 
media  pickup  to  adjusi 
talking  points. 

Southwest  also  leaves  h 
to  chance.  The  Dallas  ■ 
rier  already  enjoys  one  o): 
industry's  best  reputatit 
and  Wall  Street  rewarc 
accordingly.  Its  $11.4  bii 
market  cap  is  bigger  than' 
combined  value  of  the . 
biggest  airlines,  Ameri 
and  United,  a  gap  thatii 
ferences  in  assets  Uke  plnl 
and  routes  don't  begiji 
explain.  StiU,  when  li 
Rutherford,  Southwii 
vice-president  for  publidi 
lations  and  community  affairs,  heard  Li 
pitch  at  a  PR  meeting  two  years  agOjH 
decided  to  hire  CCW  to  assess  whethl 
was  stressing  the  right  points. 

After  crunching  years'  worth  of  c 
Cohen  and  Low  flew  to  Dallas  last  Am 
with  results  that  were  eye-opening.  ( 
estimated  public  relations  alone  o 
move  Southwesfs  stock  up  or  d 
by  3.5%,  equal  to  $400  million  in  i 
ket  value  today.  The  data  also  indic' 
Southwest  was  getting  littie  retun 
stressing  its  budget  fares— a  fam: 
story.  Instead,  there  was  more  upsidf 
tential  for  shares  if  Southwest  stresse  i 
extensive  routes  and  schedules.  "We  i 
a  bit  of  an  'Aha!'"  Rutherford  recalls 
So  Southwest  has  begun  emphasis 
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Yes,  there's  a  Property  insurer  that's  as  responsible  as  you  are. 

Whether  it's  a  fire,  a  theft,  or  wind  damage,  Liberty  Mutual  doesn't  just  help  you  recover.  We  can  help  you 
prepare  —  with  practical  strategies  that  help  you  improve  your  disaster  preparedness  plan  or  develop  one  from  scratch. 
We're  relentless  when  it  comes  to  loss  prevention  strategies  that  can  help  you  reduce  costly  property  damage. 
And  about  raising  your  expectations  of  what  an  insurance  company  can  do. 

For  more  information  on  insuring  your  business,  visit  libertymutual.com/business. 
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hen  It  comes  to  high  technology,  no 
one  is  more  connected  than  Norilsk  Nickel.  From 
the  platinum  used  In  microchips  and  electronics,  to 
the  palladium  used  in  telecommunications,  metals 
mined  by  Norilsk  Nickel  help  us  all  stay  in  touch. 

LUIth  mines  from  Siberia  to  Montana,  Norilsk  Nickel 
Is  a  major  producer  of  metals  used  by  a  uulde  range 
of  industries  around  the  Luorld. 


NORILSK  NICKEL 

A  Global  Leader  in  Metals  Mining 
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eCorporation  Image 


(:-haul  flights  and  frequent  service 
i  /een  many  cities,  points  that  seldom 
i  gotten  press.  It  also  plans  a  third- 
Iter  ad  campaign  based  on  CCW's 
:ce.  The  effect  so  far:  While  airline 
:  ks  have  fallen  more  than  15%  overall 
I  007,  Southwesf  s  shares  are  down 
[  5%,  to  about  14.80. 
Me  these  experiments  are  intriguing, 
I  -eal  test  of  faith  in  the  new  science  of 


spin  wiQ  come  when  somebody  risks  seri- 
ous money  on  it.  Suppose  a  hedge  fund  re- 
ally does  unravel  the  secret  that  can  boost  a 
company's  value  simply  by  turning  around 
its  reputation— and  uses  that  information  to 
buy  and  reshape  that  company's  image? 

The  idea  isn't  completely  far-fetched. 
Fashion  and  fragrance  companies  have 
long  built  successfiil  businesses  largely 
on  brand  image.  Thaf  s  why  Fleishman- 


Hillard  Eastern  U.S.  President  Peter  J. 
Verrengia  thinks  if  s  inevitable  compa- 
nies will  one  day  manipulate  their  images 
with  some  of  the  same  precision  they  use 
to  optimize  operating  performance.  "Just 
as  people  reengineer  corporations,  they 
wdll  reengineer  reputations,"  he  predicts. 
"The  tools  are  becoming  available."  The 
question  is  whether  companies  are  ready 
to  bet  their  reputations  on  them.  ■ 


l/Val-Mart  Without 

rhe  Warts  what  wouM  the  mass 
etailer  be  worth  if  it  sharpened  its  PR? 


Et  might  be  hard  to  believe,  but  Wal- 
Mart  Stores  Inc.  once  was  a  stock 
market  rocket.  Between  1997  and 
2000,  the  company's  share  price 
)ared  sevenfold.  Wal-Mart  stock  could 
'obably  take  off  again  if  the  company 
captured  the  growth  rates  it  used  to  log 
)  reliably.  Then  again,  the  discount  retailer 
light  also  raise  its  share  value  by  simply 
Ding  a  sharper  job  at  PR. 
By  attaining  Target  Corp.'s  reputation  in 
:ree  key  areas-finances,  management, 
id  operations— Wal-Mart's  stock  price 
ould  increase  4.9%,  according  to  a 
udy  by  public-relations  advisers 
ommunications  Consulting 
orldwide.  That  works  out  to  more 
an  $2.35  a  share  at  Wal-Mart's 
jrrent  price,  or  enough  to  lift  the 
ass  merchant's  market  cap  by 
;arly  $10  billion. 
Digging  deeper,  CCW's 
lalysts  identified  a  half-dozen 
sues  that  most  affect  Wal- 
art's  share  price  and  another 
ilf-dozen  that  barely  matter 
all.  Among  topics  that 
al-Mart  should  talk  up  more: 
venue  growth,  entrepreneurship, 
id  cost  control.  Meantime,  it 
is  said  enough  about  suppliers, 
immunity,  and  the  strength  of 
:0  H.Lee  Scott  Jn:  Wal-Mart  has 
'nerally  received  favorable  media 
iverage  on  these  points,  but  investors 
ive  heard  those  messages  so  often  that 
ey  tune  them  out. 

CCW,  a  12-employee  boutique  within 
Tinicon  Group's  Fleishman-Hillard  Inc. 
?  agency,  evaluated  Wal-Mart's  image- 


shaping  at  the  request  of  BusinessWeek. 
Although  the  report  drew  from  fewer 
information  sources  than  does  CCW's 
usual  work-its  $75,000-to-$300,000 
projects  typically  include  internal  data 
from  customer  and  supplier  surveys— the 
method  was  essentially  the  same. 


CCW  started  by  scoring  tens  of 
thousands  of  news  stories  about  Wal-Mart 
from  2004  through  2006  based  on  tone 
and  prominence,  among  other  criteria, 
and  sorted  by  subtopic.  An  article  judged 
to  be  entirely  favorable  earned  a  score  of 
100,  while  one  completely  negative  got  a  0. 
CCW  then  compared  a  chronology  of  the 
ups  and  downs  in  these  scores  by  subject 
to  daily  movement  in  Wal-Mart's  share  price 
to  quantify  impact.  The  consultancy  also 
stacked  up  Wal-Mart's  numbers  against 
those  of  archrival  Target  to  get  another 
perspective. 

The  exercise  revealed  that,  despite 
frequent  knocks  by  unions  and  other  critics, 
Wal-Mart  garnered  good  press  overall,  with 
an  average  score  of  59.5.  But  its  image 
deteriorated  over  the  study's  span.  During 


DRAWING  FLAK  Low 

costs  turned  sour 
after  the  media 
,  equated  them 
with  offshoring 


those  two  years,  Wal-Mart  had  an 
average  66.4  score,  for  instance,  when 
it  came  to  fostering  a  corporate  culture 
of  entrepreneurship,  but  that  number 
plunged  to  0  at  yearend  2006.  Another 
high-impact  topic,  cost  control,  also 
went  negative  as  the  media  started  to 
equate  Wal-Mart's  tightfistedness  less 
with  low  prices  and  more  with  offshoring. 

Wal-Mart,  which  is  advised  by  PR 
agency  Edelman,  one  of  Fleishman- 
Hillard's  largest  competitors,  declined  to 
comment  on  CCW's  analysis.  But  David 
Tovar,  the  company's  director  of  media 
relations,  said:  "We're  focused  on  a  long- 
term  effort  to  proactively  tell  the  Wal- 
Mart  story." 

-Michael  Arndt  and  Pete  Engardio 
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3EADHUNTER 

'companies  compete  fiercely  for  top  talent  on  campus,  they're 
'gingcbser  relationships  with  influential fiiculty  members— 
d  they're  not  shy  about  spreading  around  the  cash. 
JANE  PORTER  &  LOUIS  LAVELLE 


EN  EXXON  MOBIL  CORP.  RECRUITER  JANE  L.  WOOD 
ts  to  hire  a  gifted  business  school  graduate,  she  often  gets 
mch  with  Naveed  Saleem,  a  business  professor  at  the  Uni- 
ity  of  Houston,  Clear  Lake.  After  conducting  preliminary 
rviews,  Wood  sits  down  with  Saleem  to  determine  which 

Klents  he  believes  would  excel  as  Exxon  managers. 
hen  Wood  cuts  the  university  a  modest  check,  money 
school  can  spend  on  anj^ing  related  to  the  professor's 


program.  Saleem  says  the  contribution  is  "basically  a  token 
thing."  But  Wood  acknowledges  that  Saleem's  recommenda- 
tions make  a  big  difference  to  ExxonMobil.  "He  looks  out  for 
me,"  she  says.  "When  I  come  to  campus,  I'm  blessed  vsdth 
these  students  on  my  schedule." 

Around  the  country,  B-school  and  undergraduate  professors 
with  ties  to  big  companies  routinely  recommend  their  best  stu- 
dents as  potential  hires.  Of  course,  recruiters  continue  to  avail 
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themselves  of  campus  job  fairs  and  more  traditional  means  of 
scouring  for  talent.  But  more  often  than  most  students  realize, 
money  is  part  of  the  recruiting  process.  Sometimes  the  school 
benefits,  as  happens  at  the  University  of  Houston.  In  other  situ- 
ations, professors  themselves  receive  the  corporate  largess. 

Direct  payments  to  professors  who  offer  recruiting  tips  are 
rare,  according  to  company  and  campus  officials.  Instead, 
professors  who  receive  corporate  consulting  fees  or  research 
grants  sometimes  pass  along  promising  names  as  part  of  their 
relationship  with  companies  hungry  for  talent.  In  one  unusual 
case,  Valero  Energy  Corp.  recentiy  provided  gas  cards  to  gradu- 
ate teaching  assistants  at  four  Texas  universities  in  exchange 
for  the  names  of  undergraduates  deemed  suitable  for  a  com- 
pany internship  program.  "There's  a  tremendous  amount  of 
money  changing  hands,"  says  Maury  Hanigan,  who  runs  a  New 
York-based  firm  that  scouts  MBAs  for  corporate  clients.  "It's  all 
dressed  up  to  pass  the  sniff  test." 

DODGING  BUREAUCRACY 

SCHOOLS  HAVE  A  RANGE  of  policies  on  the  issue.  Seeking  to 
avoid  even  a  whiff  of  favoritism,  the  University  of  Virginia's 
Darden  School  of  Business  cautions  faculty  against  offering 
potential  employers  any  kind  of  recruiting  help  before  the  com- 
pany approaches  students.  (The  guidelines  do  not  cover  tradi- 
tional letters  of  recommendation.)  The  University  of  Chicago's 
Graduate  School  of  Business  lacks  formal  rules  in  this  area, 
but  Dean  Edward  A.  Snyder  says  he  encourages  professors  to 
help  make  connections  between  compatible  employers  and 
students.  However,  taking  money  for  recommendations  would 
be  improper,  Snyder  says,  echoing  a  view  commonly  held  by  his 
peers.  "You'd  be  picking  talent  for  one  company,  as  opposed  to 


HUBERT  The 

recruiter  plied 
teaching  assistan' 
with  $25  gas  card  | 
in  exchange  for 
students'  names 


SECOND  CHANCE  i:      7. 

Allen  hired  Huang,     ^ 
professor's  urging 
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picking  talent  and  matching  across 
companies,"  he  says. 

Procter  &  Gamble  Co.  was  one  of 
the  first  companies  to  link  college 
funding  to  recruiting.  Nearly  30  years 
ago,  the  giant  consumer-products 
maker  began  funnehng  modest  sums 
to  more  than  100  schools  that  P&G  saw  as  likely  to  prod 
dynamic  executives,  says  James  Mead,  who  oversaw  worldw 
personnel  for  the  company  in  1979,  when  the  practice  beg 
Mead,  who  now  runs  the  executive  search  firm  James  Mi 
&  Co.,  says  P&G  consolidated  the  number  of  schools  wher 
recruited  from  450  to  135  by  identifying  the  business  progra 
that  produced  the  most  managers  for  the  company.  The  p 
ments  helped  P&G  gain  the  favor  of  particular  schools  ; 
assured  that  on  recruiting  days,  its  interview  slots  were  fi) 
with  top  students'  names,  Mead  explains.  P&G  says  it  no  Ion 
makes  such  payments  and  scaled  back  its  financial  suppor 
higher  education  in  about  2002. 

Not  long  ago,  it  took  more  effort  for  companies  to  build  r 
tionships  with  professors.  In  most  cases,  they  went  through 
campus  career  office,  a  process  that  some  recruiters  say  car 
bureaucratic  and  time-consuming.  But  with  detailed  bios 
most  professors  online  nowadays,  companies  have  no  pr 
lem  bypassing  the  career  centers  and  going  to  the  profess 
directiy.  "We  can't  prevent  faculty  from  communicating,"  f 
Jody  Queen-Hubert,  who  heads  Pace  University's  Co-Opera 
Education  &  Career  Services.  "And  we  can't  prevent  employ 
from  contacting  faculty." 

In  many  cases,  companies  don't  pay  schools  or  profess 
explicitly  for  recruiting  help  but  establish  more  subtie  finanj 
relationships.  The  accounting  firm  Ernst  &  Young  maintaii 
list  of  about  2,800  top  accounting  professors.  E&Y  ftnanci 
supports  academics  in  a  number  of  ways,  including  paj 
for  what  Ellen  J.  Glazerman,  the  firm's  head  of  faculty  r 
tions,  calls  "buyout  time,"  when  a  professor  takes  a  seme 
off  to  develop  a  new  course.  Glazerman  says  some  profes; 
routinely  identify  top  performers  for  E&Y— sometimes  e 
intervening  on  behalf  of  job  candidates  who  perform  poorl 
initial  interviews. 

General  Electric  Co.,  which  hires  about  1,000  undergra 
ates  and  several  hundred  MBAs  each  year,  has  developed  r 
tionships  with  professors  at  some  40  universities  who,  it  s 
help  identify  up-and-comers.  "We'll  say,  'Hey,  work  on 
with  your  PhD  candidates,  and  we'll  help  fund  it,' "  says  S 
Canale,  GE's  recruiting  head.  "As  a  by-product,  we  get  insi{ 
into  top  [student]  talent." 

The  National  Association  of  Colleges  &  Employers  cauti 
against  the  mingling  of  financial  support  with  more  targ 
recruiting.  Many  schools  adhere  to  its  guidelines.  Others  1 
devised  their  own  rules.  One  is  Darden.  Its  MBA  Policy  C 
mittee  has  maintained  guidehnes  for  more  than  a  decade 
instruct  faculty  to  "refrain  from  making  evaluative  statemi 
about  students,  including  any  suggestion  of  those  who  sh( 
be  contacted  or  interviewed. ..prior  to  [recruiters]  interviev 
the  students  in  question."  The  purpose  of  such  rules  is  to  n 
the  recruiting  process  fair  and  open,  says  James  R.  Freeli 
associate  dean  for  faculty.  All  recruiters  get  equal  access  to 
same  students,  and  students  can  talk  to  all  of  the  compa 
that  are  hiring. 

Freeland  recalls  an  incident  in  which  a  senior  faculty  m 
ber  persistentiy  called  the  registrar's  office,  seeking  stu( 
grades  and  transcript  information  to  pass  along  at  a  compa 
request.  The  professor,  still  a  member  of  the  faculty  today. 


This  is 

putting 
allies  in  behind 
the  fortress  wall. 
We  bent  the  rules 
to  best  suit  us." 

-Dan  Hilbert 
Former  Valero  recruiter 
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"trying  to  tell  recruiters  who  the  best 
students  were,"  says  Freeland,  who  po- 
litely told  the  professor  to  back  off. 

Faculty  support  for  Darden's  guide- 
lines isn't  universal.  "I  think  the  policy 
is  misguided  in  some  ways,"  says  Timo- 
thy M.  Laseter,  a  Darden  professor  and 
former  partner  at  the  consulting  firm 
Booz  Allen  Hamilton.  Laseter  recom- 
mended students  to  his  former  firm 
until  being  informed  by  a  colleague 
that  doing  so  violated  Darden's  policy. 
While  Laseter  says  he  now  adheres  to 
the  school's  rules,  he  argues  that  re- 
stricting faculty  matchmaking  can  hurt 
talented  students.  Laseter  on  occasion 
does  paid  consulting  work  for  Booz  Allen 
and  writes  for  its  quarterly  journal,  but 
he  says  that  his  informal  recruiting  for 
the  firm  stemmed  firom  loyalty,  not  from 
any  financial  incentive. 

Not  long  ago,  Laseter  recommended  a 
student  named  Angela  C.  Huang,  whom 
Booz  Allen  had  initially  overlooked  after 
she  applied  for  an  internship.  Huang 
struck  Laseter  as  perfect  Booz  Allen  ma- 
terial: She  was  intellectually  curious  and 
deeply  analytical.  At  his  urging,  the  firm 
took  a  second  look,  and  Huang  now 
works  as  an  associate  in  the  Booz  Allen 
office  in  Cleveland.  "Tim  probably  sees 
the  best  candidates  for  Booz  Allen,"  says 
Peter  Sullivan,  who  runs  the  firm's  MBA 
recruiting  operation.  "And  God  love  him 
for  it." 

FRINGE  BENEFIT 

MANY  PROFESSORS  outside  of  business 
schools  also  participate  in  the  annual 
recruiting  ritual.  Doing  the  right  thing  in 
this  setting  is  something  that  Princeton 
chemistry  professor  David  W.C.  MacMil- 
lan  says  he  often  struggles  with.  Mac- 
Millan  has  lucrative  relationships  with 
such  big  pharmaceutical  companies  as 
Amgen  and  Merck  &  Co.  Some  pay  him 
consulting  fees.  Bristol-Myers  Squibb 
Co.,  meanwhile,  funds  fellowships  for 
chemistry  students  at  Princeton,  to  the 
tune  of  about  $100,000  a  year. 

Many  of  the  same  companies  welcome 
MacMillan's  recommendations  on  which 
students  to  hire,  he  says.  MacMillan  adds 
that  he  encourages  students  to  take  jobs 
at  companies  that  he  believes  would  be  a 
good  fit,  rather  than  funneling  top  talent 
to  the  company  that  gave  him  his  most 
recent  consulting  gig  or  batch  of  re- 
search money.  Amgen  declined  to  com- 
ment. Merck  and  Bristol-Myers  Squibb 
say  recruiting  is  a  secondary  benefit  of 
research  funding. 

The  relationship  between  talent 
scouting  professors  and  corporate  re- 
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LASETER 

He  has 

recommended 
students  to  his 
former  employer, 
consultant  Booz 
Allen  Hamilton 


cruiters  seems 
likely  to  deepen. 
Consulting  fees 
are  an  important 
part  of  many 
professors'  in- 
comes.   What's 


more,  recruiters 
operate  in  a  frenetic  market  for  talent, 
where  it's  not  unusual  for  top  students  to 
receive  multiple  offers.  And  when  com- 
panies have  a  sudden  need  for  talent, 
their  methods  can  get  very  creative. 

Exhibit  A:  Valero  Energy.  Last  year 
the  oil  refiner  had  more  than  100  intern 
slots,  up  tenfold  from  the  previous  sum- 
mer, according  to  Dan  Hilbert,  who  until 
recendy  was  Valero's  manager  of  global 
recruiting.  Less  than  two  weeks  before  a 
career  fair  at  the  University  of  Texas  cam- 
pus in  San  Antonio,  the  company  still  had 
a  handful  of  openings.  Waiting  until  the 
fair  would  have  meant  losing  candidates 
to  rivals,  says  Hilbert,  who  now  runs  his 
own  consulting  business. 

In  an  April  interview  with  Business- 
Week, Hilbert  said  he  approached  gradu- 
ate student  teaching  assistants  at  UT-San 
Antonio  and  three  other  schools  in  the 


area,  offering  them  $25  gas  cards 
call  them  'beer  cards,' "  he  says,  red 
able  at  gas  stations— in  exchange  fo 
names  of  undergrad  prospects.  Pers 
ing  a  candidate  to  take  an  intemshh 
Valero  was  worth  another  gas  card 
time  for  $100. 

It  worked.  According  to  Hilbert,  s 
graduate  assistants  took  the  bait 
turned  over  the  names  of  their  besi 
brightest,  even  complying  with  hi' 
structions  to  avoid  students  with  ta.i 
and  facial  hair.  In  a  week's  time 
of  the  open  internship  slots  were  i 
Valero  says  it  does  not  endorse  usin; 
cards  as  an  incentive  to  provide  sti 
information.  Hilbert  is  unapoloj 
"This  is  putting  alUes  in  behind  thi 
tress  wall,"  he  says.  "We  bent  the  ru 
best  suit  us." 

Bruce  L.  Howard,  UT-San  Ante 
associate  director  of  employer  relal 
who  oversaw  the  job  fair,  was  surp 
when  BusinessWeek  told  him  Valerc 
used  graduate  assistants  for  recn 
purposes.  Valero  posts  job  opening 
all  students  to  see,  he  says.  But  usir 
siders  to  pinpoint  the  top  students? 
says  Howard,  "is  close  to  treachery. 


Aly  &  AJ:  Official  spokespeople  for  Samsung's  2007  Hope  For  Education 
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imagine  2  million  reasons  to  join 
Aly&  AJ  in  giving  hope  to  education. 

Write  a  100-word  essay  and  you  could  win  a  portion  of  $2  million  in  Samsung  technology 
and  Microsoft''  software  for  the  school  of  your  choice.  Just  like  Aly  &  AJ,  Samsung 
believes  that  the  finest  education  begins  with  the  finest  educational  tools.  Which  is  why 
our  Hope  For  Education  program,  with  help  from  Microsoft,  has  donated  over  $5  million 
in  technology  and  software  to  schools  nationwide  since  2004.  To  find  out  how  you  can 
enter  the  online  essay  contest,  please  visit  www.hopeforeducation.com  by  July  22, 2007. 
Samsung's  Hope  For  Education  -  because  a  little  hope  can  make  a  big  difference. 
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iSamsung  Electronics  America,  Inc  All  rights  reserved.  Samsung  is  a  registered  trademark  of  Samsung  Electronics.  Co..  Ltd.  Microsoft  and  the  Microsoft  logo  are  either  registered  trademar1<s  or 
irks  ol  the  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 

base  necessary  to  enter  or  win  In  Samsung's  2007  Hope  For  Education  Essay  Contest,  Open  to  legal  residents  of  the  50  US  &  DC.  A  minor  should  have  a  parent's  or  legal  guardian  s  permission  to  enter, 
lere  prohibited.  Contest  begins  4/11/07,  ends  7/22/07.  For  full  Official  Rules  and  judging  criteria,  visit  www.hopeforeducation.com 
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A  Storm  over 
Offshoring 

Our  Cover  Story  sparked  a  lively  debate  on 
measuring  domestic  growth,  by  Michael  mandel 


BusinessWeek 


In  the  Cover  Story  "The  Real  Cost  of  Offshoring"  (June 
18, 2007),  I  argued  that  the  official  statistics  understate 
the  impact  of  offshoring  on  the  U.S.  economy.  The 
responses— on  our  Web  site,  by  e-mail,  and  across  the 
blogosphere— were  roughly  balanced  between  agreement 
and  disagreement.  Based  on  the  comments,  though,  I 
wonder  whether  the  story's  implications  could  have  been 
expanded  a  bit.  J  The  story  looked  inside  the  statistical  machinery  and  found 
that  import  growth,  adjusted  for  inflation,  is  faster  than  the  official  numbers 
show.  That  means  more  of  the  gain  in  living  standards  in  recent  years  has 
come  from  cheap  imports  than  we  thought,  and  less  from  an  increase  in 


our  own  ability  to  produce  things  at 
home.  In  other  words,  the  reported 
growth  of  real  gross  domestic  product 
(GDP)  contains  what  I  called  "phantom 
GDP,"  which  does  not  correspond 
to  domestic  production.  Given  the 
importance  of  offshoring,  anything  that 
biases  the  numbers  could  be  a  big  deal. 

The  reaction  from  economists  to  the 
story  was  split:  They  generally  conceded 
that  the  phantom  GDP  effect  existed,  but 
downplayed  its  importance.  "We  think 
the  effect  identified  by  BusinessWeek  is 
real,"  wrote  economists  at  Goldman 
Sachs  &  Co.  "That  said,  we  think  the 
estimated  size  of  the  effect,  $66  billion 
in  2006  dollars,  is  on  the  high  side." 

The  Bureau  of  Economic  Analysis, 
which  calculates  GDP,  responded  to  the 
story  on  its  Web  site.  It  acknowledged 
the  flaw  in  the  statistics,  calling  it  "a 
manifestation  of  an  old  and  difficult 
problem  in  price  measurement."  But 
the  BEA  argued  that  its  analysts  "do  not 
think  that  there  is  a  significant  bias  on 
measured  GDP  or  productivity  growth." 

This  skepticism  is  healthy  My 
reporting  and  analysis  suggests  that 
phantom  GDP  could  be  quite  important. 
But  the  current  lack  of  good  data,  as 
noted  in  the  story,  makes  it  hard  to 
know  for  sure. 

More  disturbing,  several  people 
chastised  me  for  putting  a  negative 
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spin  on  a  positive  story  about  rising 
consumption.  "Your  article  seems  to  say 
that  we  enjoy  an  even  better  deal  from 
imports  than  we  realized,"  wrote  Kevin 
Furr  of  Austin,  Tex.,  in  a  comment  on  my 
blog.  "But  that's  somehow  bad  for  us  in 
a  way  that  you  certainly  fail  to  explain." 

Viewed  from  this  perspective, 
the  statistical  problem  identified  by 
BusinessWeek  means  that  the  benefits 
Americans  get  from  trade  are  actually 
being  understated.  A  similar  sentiment 
came  from  Robert  E.  Hall,  a  Stanford 
University  economist.  "It's  just  as 
important  to  give  U.S.  consumers  access 
to  cheap  foreign  goods  as  it  is  to  make 
real  GDP  bigger,"  he  wrote  in  an  e-mail. 

Hall  and  the  other  commenters  have 
a  valid  point.  And  it  may  very  well  be 
that  real  GDP  and  domestic  productivity 
are  no  longer  the  best  guide  for  policy. 
Still,  it's  clearly  important  to  measure 
correctly  the  growth  of  our  domestic 
production,  which  is  what  GDP 
represents.  Indeed,  the  sustainable  rate 


of  real  GDP  growth  seems  to  be  a  tti 
concern  of  the  Federal  Reserve.       i 

What  I  take  away  from  the  comn 
is  that  I  should  have  explored  the 
broader  implications  of  our  greatei' 
than-realized  reliance  on  cheap  inn; 
For  example,  future  gains  in  U.S.  lil 
standards  may  depend  in  part  on  tij 
ability  of  foreign  factories  to  boost  t 
output  and  cut  costs.  Tax  collection! 
may  be  less  closely  tied  to  the  grow 
of  domestic  production.  And  somee 
workers  may  be  better  positioned  1 1 
others  to  benefit  from  the  increasee 
importance  of  global  supply  chain; 

Finally,  it  is  imperative  that  we  tii( 
offshoring  better.  The  combined  bui 
of  the  BEA  and  the  Bureau  of  Labor 
Statistics,  which  tracks  productivity 
import  prices,  have  lagged  the  grow 
of  the  domestic  and  global  econom- 
in  recent  years.  Whether  you  behev 
phantom  GDP  or  not,  some  extra  m 
for  better  statistics  is  something  we 
can  agree  on. 


k 


.IK 


As  the  global  economy  changes,  'capturing  the 
shift  from  domestic  to  foreign  production.. .and 
its  associated  impact...  is  at  the  forefront  of  the 
methodological  challenges  we  face.' " 

-from  "The  Real  Cost  of  Offshoj\ 
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picent  set  of  articles  in 
essM^e^... suggests  that  the 
ost  of  offshoring  has  been 
stated....  However,  analysts  at  the 
iiu  of  Economic  Analysis— who 
►ntinuously  updating  the  official 
ates  to  reflect  the  impact  of 
lization— do  not  think  that  there 
ignificant  bias  on  measured  GDP 
nductivity  growth....  This  is  a 
testation  of  an  old  and  difficult 
;m  in  price  measurement. 
ireau  of  Economic  Analysis  response, 
bea.gov 


Ithink  the  effect  identified  by 
essWeek  is  real....  That  said,  we 
the  estimated  size  of  the  effect,  $66 
i  in  2006  dollars,  is  on  the  high  side. 
man  Sachs  U.S.  Economics  Research 
June  11, 2007 


B  article,  and  the  comments, 
ly  an  astonishing  ignorance 
vthe  U.S.  and  world  economy 
.....  Innovation,  offshoring, 
arcing— they're  all  part  of  the 
bal  remaking  of  our  economy  and 
credible  progress  we've  made  in 
fSt  200  years. 
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What  does  phantom 
GDP  mean  for 
policymakers?  If 
domestic  productivity 
growth  has  been  overstated 
. .  .that  suggests  the  nation's 
long-term  sustainable 
growth  rate  may  be  lower 
3ian  thought,  and  the 
Fed  may  have  less  leeway 
to  cut  rates." 

—from  "The  Real  Cost  of 
Offshoring'' 

than  we  realized,  but  that's  somehow 
bad  for  us  in  a  way  that  you  certainly  fail 
to  explain. 

Kevin  Furr 

Austin,  Tex. 

(comment  on  Economics  Unbound  blog) 


_r  article  seems  to  say  that  we 
to  even  better  deal  from  imports 


»  The  conclusion  is  straightforward. 
The  state  of  U.S.  manufacturing  is  worse 
than  we  thought,  and  diis  means  that 
a  lot  of  other  economic  indicators  are 
worse  than  we  thought. 

Daniel  Secrest 

Detroit 

(comment  on  Economics  Unbound  blog) 


»  It  seems  so  obvious  our  measurement 
system  is  broken.  In  the  electronics 
sector,  so  much  has  gone  overseas.  (I 
was  a  manufacturing  engineer  for  25 
years,  but  recently  retrained  at  50+  to  be 
a  nurse  after  being  laid  off  three  times 
due  to  offshoring.)....  What  worries  me 
the  most  is  that  U.S.  management  does 
not  value  the  centuries  of  experience 
in  manufacturing  we  have  given  our 
competitors  for  free. 

Screen  name:  EngineerTurnedNurse 


»  The  real  cost  of  offshoring  is  the 
intellectual  and  material  damage 
caused  by  the  pathetic,  ideologically 
driven,  anti-free-trade  (anti- 
globalization)  mindset  produced  on 
the  part  of  those  who  have  no  sense  of 
reality  or  justice. 

Screenname:  Jose 


»  I'm  very  glad  you,  or  any  major 
respected  business  publication,  gave 
this  story  its  overdue  headline  coverage. 
However,  I  fault  you  for  being  so  late  to 
the  conference.  In  bits  and  pieces,  these 
facts  have  been  reported  for  several  years 
in  many  different  stories. 

David  Horn 
Oakland,  Calif. 


»  I  think  the  fear  of  losing  their  jobs  is 
catching  up  with  BusinessWeek  writers. 
Screen  name:  statistician 


»  Sure,  let's  revise  how  GDP  is 
computed,  but  I  suspect  that  this  single 
overall  measure  of  the  U.S.  economy 
will  only  continue  to  decay  into  further 
irrelevance  as  a  "hard"  tool  for  economy 
policymaking....  The  question  is  how  to 
provide  business  executives,  managers, 
and  investors  with  information  that  they 
can  use  in  their  own  decision-making. 

Jack  Krupansky 

Bellevue,  Wash. 

(comment  on  Economics  Unbound  blog) 


»  What's  so  important  about  national 
boundaries  that  would  cause  a 
supply  chain  to  notice?  And  why  is  an 
improvement  through  trade  somehow 
less  worthy  than  improvement  through 
investment?  In  either  case,  the  jobs 
are  gone  and  the  supply  chain  is  more 
productive. 

John  Layden 
Indianapolis 


*All  comments  signed  by  screen  names 

that  are  not  otherwise  identified  are  from 

BusinessWeek.com. 
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Welcome  to 
Apple  World 

The  company's  partners  gain  brand 
hipness— but  lose  a  little  independence 
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BY  PETER  BURROWS 

STEVE  JOBS  HAD  PLENTY 
of  problems  to  contend  with 
as  he  sauntered  onstage  for 
his  first  speech  after  return- 
ing to  the  top  of  Apple  in 
1997.  He  faced  a  shrinking 
market  for  his  Mac  comput- 
ers, bloated  costs,  and  a  severe  short- 
age of  cash.  But  on  that  day,  Jobs  chose 
to  talk  to  the  Mac  faithful  mostly  about 
another  problem;  Apple's  growing  isola- 
tion. Despite  the  company's  reputation 
for  making  the  world's  finest  PCs,  very 
little  software  or  add-on  gear  worked 
vdth  the  Mac.  "Apple  lives  in  an  ecosys- 
tem, and  it  needs  help  from  other  part- 


ners," said  Jobs.  "And  it  needs  to  help 
other  partners." 

To  drive  the  point  home,  Jobs  then  did 
the  unthinkable,  inviting  arch-nemesis 
Bill  Gates  to  join  him  on  stage  via  video- 
conference  to  announce  details  of  a  deal 
to  forget  any  patent  claims  in  exchange 
for  $150  million,  and  ensure  that  Micro- 
soft Corp.  continued  to  make  Mac-com- 
patible versions  of  its  ubiquitous  Office 
software. 

Today,  that  Apple  Inc.  ecosystem  has 
morphed  from  a  sad  litde  high-tech  shtetl 
into  a  global  empire.  Once  known  for  de- 
fining the  digital  future  but  never  fully 
capitalizing  on  it,  Apple  has  been  trans- 
formed into  tech's  most  influential  hit- 


InfoTech 


Innovation 


Once  known  for  defining  the  digital  future  but  never  fiilly  capitj^ 


maker.  With  Mac  sales  growing  at  three 
times  the  PC  industry  rate,  more  than 
200,000  software  makers,  including  gi- 
ants such  as  gamemaker  Electronic  Arts 
Inc.  and  fast-growing  corporate  supplier 
VMware,  have  returned  to  the  Mac  fold 
in  the  past  year.  Apple's  online  iTunes 
Music  Store  has  become  the  world's 
third-largest  music  retailer  after  Best  Buy 
Co.  and  Wal-Mart  Stores  Inc.  A  cottage 
industry  of  iPod  accessories  continues 
to  blossom  into  something  far  more  sub- 
stantial. Consider  that  by  next  year,  some 
70%  of  new  cars  will  come  with  iPod 
connectors  built  in,  and  about  100,000 
airline  seats  will  have  the  same. 

JOINING  THE  JOBS  CLUB 

WITH  THE  JUNE  29  debut  of  the  iPhone, 
Apple  seems  poised  to  extend  its  reach 
even  further.  A  new  flock  of  partners, 
from  AT&T  Corp.  to  Salesforce.com  Inc., 
is  waiting  to  jump  on  the  bandwagon 
for  the  slick  phone/Web  browser/music 
player/camera.  Sure,  the  hype  prior  to 
iPhone's  launch  bordered  on  ridiculous 
(Comedy  Central's  Stephen  Colbert  joked 
that  the  iPhone  launch  is  the  second  most 
important  event  in  human  history,  after 
the  birth  of  Christ).  But  phonemakers 
such  as  Nokia  and  Motorola,  and  carri- 
ers like  Verizon,  are  waiting  nervously  to 
see  if  Apple  can  remake  the  U.S.  cellular 
business  by  determining  what  services 
consumers  get  and  leaving  the  carriers 
out  of  the  loop. 

As  long  as  Apple  stays  on  its  game, 
leading  providers  of  everything  from 
silicon  chips  to  Hollywood  flicks  will  feel 
pressure  to  strike  deals  to  Jobs'  liking. 
Apple  can  confer  brand  hipness  on  its 
partners.  And  its  ascendence  in  markets 
like  cell  phones  and  who  knows  what 
else  in  the  future— say,  Apple-branded 
TVs— may  impose  a  new  focus  on  more 
consumer-friendly  parts,  software,  and 
services.  But  to  be  part  of  the  Jobs  club, 
you  give  up  a  certain  amount  of  inde- 
pendence on  everything  from  design  to 
identity  to  pricing. 

In  the  process.  Jobs  is  upending  two 
decades  of  conventional  wisdom  about 
the  nature  of  competition  in  digital  mar- 
kets. Since  the  rise  of  Microsoft  and  In- 
tel's "Wintel"  PC  standard  in  the  1980s, 
the  assumption  has  been  that  markets 
would  be  dominated  by  those  that  could 
set  technical  standards— say,  Microsoft  in 
operating  systems  or  Intel  in  micropro- 
cessors—and then  benefit  as  thousands 
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of  others  competed  to  build  products  on 
top  of  that  "platform." 

But  Apple's  strategy  is  far  simpler: 
Focus  on  making  the  best  product,  and 
rewards  will  follow.  In  fact,  Apple's  new 
partners  are  signing  up  in  spite  of,  rather 
than  because  of.  Jobs'  rules  of  engage- 
ment. Apple  makes  litde  pretense  of 
building  a  level  playing  field,  but  rou- 
tinely picks  favorites— such  as  Google 
for  building  mapping  and  video  applica- 
tions for  the  iPhone.  And  rather  than  aim 
for  the  most  partners,  Apple  focuses  on 
attracting  the  best  ones.  As  a  result,  the 


» 


complex  menus,  to  the  inability  toi 
contact  while  on  a  call. 

Spin  it  out  a  few  years,  and  if  s  nc 
to  see  why  many  companies  want  tc 
Apple's  side.  Visitors  to  an  Apple  stc 
now  sign  up  for  an  AT&T  celliilar  pa; 
In  the  future,  who  is  to  say  they  woi' 
be  able  to  sign  up  for  all  the  broa 
and  data  services  needed  to  makwl 
Apple  products  work  together,  from^ 
to  laptops  to  Apple  TV  set-top  be 
whatever  is  next  (can  you  say:  "I  wy 
Apple  iHomeTheater"?).  That  womi 
to  Apple's  strength— making  the  ca 
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Mac  and  iPod  feel  more  like  a  gated,  elit- 
ist community,  with  Apple  keeping  close 
watch  over  who  gets  in.  "The  notion  of 
a  platform  is  a  very  PC-oriented  way  of 
looking  at  the  world,"  says  Silicon  Valley 
financier  Roger  McNamee.  "Consumers 
just  want  a  great  experience.  They  don't 
buy  platforms." 

Consider  how  Apple  changed  expec- 
tations about  portable  music  devices. 
There  were  plenty  of  MPS  players  around 
before  the  iPod  arrived  in  2001.  Now, 
if  the  iPhone  works  as  advertised,  it 
could  similarly  redefine  the  mobile- 
phone  experience.  As  any  BlackBerry  or 
Treo  owner  knows,  all  of  the  25  million 
smartphones  sold  last  year  offer  similar 
capabilities,  such  as  Web  browsing  and 
e-mail.  But  none  has  captured  the  heart 
of  the  mainstream  consumer.  And  on 
paper,  at  least,  the  iPhone  erases  myriad 
frustrations  faced  by  hundreds  of  mil- 
lions of  phone  users— from  maddeningly 


simple.  "What  you  end  up  with  is  a 
Apple  archipelago— this  cluster  oft 
in  this  big  digital  sea  that  are  greati 
to  hang  out,"  says  Paul  Saffo  of  thi 
tute  for  the  Future. 

Of  course,  Apple's  products  hi! 
continue  to  delight— a  real  questi 
the  iPhone,  which  doesn't  even 
physical  keyboard.  But  if  Apple  suo 
it  could  raise  itself  and  its  ecoii 
above  the  cacophony  of  industry^^  * 
now  batding  to  "own"  the  digifct  "jP' 
sumer.  The  telephone  and  cable  < 
nies  try  to  take  advantage  of  their  < 
of  customers'  access  to  video,  da  i 
voice  content.  Google  Inc.  and 
Inc.  want  to  leverage  the  fact  th 
are  the  online  concierge  for  mill 
consumers.  Apple  comes  at  it  fr( 
device  perspective:  If  it  can  cont , 
gadget  you  use  to  connect  with  ali: 
other  platforms,  it  can  control  wlj 

pay  (99<t  a  song,  for  example).  ^ 
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Apple  is  now  tech's  most  influential  hitmaker 


ere  are  lots  of  phone  carriers  and 
companies,  each  with  fairly  similar 
ngs.  Google  and  Yahoo  are  pow- 
in  their  own  right,  but  they  can't 
y  control  their  destiny  since  Web 
I  are  a  click  away  from  using  another 
'  h  engine  or  portal.  For  now,  though, 
' ;  is  head  and  shoulders  above  others 
,  iking  the  actual  machines  you  use 
,11  up  Web  pages,  music,  TV  shows, 
ts,  and  soon,  perhaps,  phone  con- 
tions.  Says  David  Sanderson,  head 
lin  &  Co.'s  global  media  practice: 
•e  moving  from  a  distributor-driven 


than  hurt  Mac  sales,  as  some  feared,  this 
opened  the  floodgates  on  iPod  sales  by 
making  the  device  usable  by  the  98%  of 
computer  users  who  ran  Windows.  An- 
other milestone  came  when  the  company 
switched  from  PowerPC  processors  made 
by  IBM  to  Intel's  far  more  popular  chips. 
This  made  it  possible  for  Macs  to  run 
Windows  (an  important  insurance  policy 
to  many  Mac  newbies)  and  made  it  far 
easier  for  software  developers  to  adapt 
their  programs  for  Apple's  products. 

Consider  the  perspective  of  one  big 
video-game  producer.  Electronic  Arts. 


yPPLIERS 


ACCESSORIES 


he  two  things 
lokfor:  big  orders 
nomentum.  For 
ipple  will  buy  19%  of 
D  "flash"  memory 
/component  in  the 
and  in  the  iPhone) 
/orldwide  this  year, 
iking  a  big  bet  on 
i;ns.  And  nearly  a 
fware  developers  are 
pgrams  for  Apple 
26%  from  last  year. 

IPD  Group  inc..  iSuppii  Corp. 
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A  $1  billion-plus  industry  of 
independently  sold  iPod 
accessories  has  sprung  up, 
everything  from  toilet-paper- 
holder  docking  stations  to 
shoulder-bag  boom  boxes. 
Apple  says  70%  of  all  2007  U.S. 
car  models  are  offering  iPod 
connectivity.  It  is  teaming  up 
with  six  airlines  to  let 
passengers  charge  iPods  and 
watch  video  on  seat  backs. 
More  than  1,000  iPhone 
products  are  already  being 
advertised. 
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Major  TV  networks,  from 
Warner  Bros,  to  CBS,  Fox,  and 
MTV,  have  sold  about  50  shows 
through  Apple's  iTunes  software 
in  the  past  two  years,  for  total 
sales  of  about  $100  million. 
Also,  some  2  million  movies 
have  sold  in  the  past  year. 
Apple  has  sold  about  2.5  bil 
songs  from  labels  including 
EMI,  Universal,  and  Sony  It 
sells  an  estimated  80%  of  all 
digital  music  and  ranks  as  the 
third-largest  seller  of  music,  in 
any  format. 


lion 


igm  to  a  consumer-driven  para- 
-and  Apple  gets  consumers." 
i  not  just  any  consumers,  but  those 
will  pay  a  premium.  The  Mac  is 
jg  share  despite  an  average  price 

$1,400,  nearly  twice  that  of  the 
1  PC.  iPod  shoppers  still  paid  an 
;e  price  of  $l8l  in  May,  15%  above 
music  players.  The  iPhone  is  even 
audaciously  priced.  The  $499  base 
©mpares  with  an  average  $66  for  a 
r  phone,  or  $160  for  a  smartphone 
IS  a  BlackBerry  or  Treo,  says  NPD 

Inc.  analyst  Stephen  Baker. 

;OMPATABILITY  FACTOR 

OF  THIS  WOULD  have  come  about 
5  hadn't  had  his  epiphany  about 
^g  out  beyond  the  insular  world  of 
^c.  The  Office  deal  was  a  symbolic 
ip,  but  the  real  wake-up  call  came 
le  2003  decision  to  do  a  Windows- 
tible  version  of  iTunes.   Rather 


=" 
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In  the  early  1980s,  about  half  of  the 
people  working  at  EA's  Redwood  City 
(Calif)  campus  were  Apple  alumni.  Yet 
EA  stopped  making  Mac-compatible 
games  later  in  the  decade,  when  Apple 
turned  its  attention  to  corporate  markets. 
EA  co-founder  Bing  Gordon  recalls  his 
shock  when  Apple's  then-CEO  John  Scul- 
ley  said  in  1987  that  "there  is  is  no  home 
computer  market."  Says  Gordon:  "They 
were  working  so  hard  to  get  respect,  the 
last  thing  they  wanted  was  for  people 
who  wore  suits  to  think  of  the  Mac  as  a 
toy."  Predictably,  game  sales  on  the  Mac 
plummeted,  making  it  even  less  worth- 
while for  EA  to  make  the  big  investments 
to  adapt  its  PC  games  to  run  on  the  Mac's 
unique  innards. 

But  because  today's  Intel-based  Macs 
don't  look  much  different  from  any  Win- 
dows PC  from  EA's  perspective,  Gordon 
says  it  should  be  cheaper  to  chum  out 
Mac  games  than,  say,  adapting  them  to 


game  consoles  like  the  Sony  PlayStation 
or  Nintendo  Wii.  With  the  Mac  rapidly 
gaining  share  with  younger  shoppers,  EA 
has  announced  plans  to  release  its  new 
Hairy  Potter  game  and  three  other  games 
on  the  Mac  this  summer. 

Another  rarely  mentioned  advantage 
is  Apple's  so-called  developer  program. 
Once  iPod  sales  began  skyrocketing  in 
2003,  the  company  worked  with  makers 
of  portable  speakers,  music-player  cases, 
and  other  add-on  gadgets.  Now  Apple  is 
working  on  the  most  mobile  platform  of 
all.  Since  BMW  first  added  an  optional 
iPod  connector  in  the 
glove  compartment  of 
many  of  its  2004  mod- 
els, carmakers  includ- 
ing Chrysler,  Ford,  and 
Honda  have  followed 
suit.    General    Motors 
Corp.'s  2008  Cadillac 
CTS  will  come  with  a 
center  console  that  fea- 
tures the  iPod's  "rotate 
and    click"    interface, 
not   only   for    pulling 
music  off  an  iPod  but 
also  for  playing  the  ra- 
dio or  hstening  to  CDs 
or  satellite  radio.  "It's 
about  getting  to  your 
music,  not  having  to 
learn  a  new  set  of  tricks 
to  each  service,"  says 
James  Grace,  the  27- 
year-old  GM  manager 
who  leads  the  project. 

Apple  may  be  even  more  aggressive 
in  courting  partners  for  the  iPhone.  On 
June  11,  it  announced  that  any  Web  2.0 
program  designed  to  work  with  Ap- 
ple's Safari  browser  would  work  on  the 
iPhone.  That  means  such  popular  sites  as 
MySpace,  Digg,  or  Amazon.com  will  be 
able  to  adapt  their  services  to  take  advan- 
tage of  the  device— say,  by  adding  a  vir- 
tual button  on  their  sites  so  that  iPhone 
users  could  actually  place  a  phone  call 
with  a  fellow  Netizen,  rather  than  just 
send  an  e-mail  or  instant  message. 

To  be  sure,  many  developers  gripe  that 
this  approach  is  a  far  cry  from  letting 
them  create  applications  designed  from 
the  ground  up  to  work  directly  with  the 
iPhone.  That's  a  privilege  Apple  has  con- 
ferred on  only  a  few  partners,  such  as 
Google.  But  "it's  a  good  first  step,"  says 
Digg  Chairman  Jay  Adelson,  who  expects 
Apple  to  become  more  inclusive  as  time 
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goes  by.  "For  now,  if  s  a  very  strange  kind 
of  controlled  system— because  they  have 
these  insanely  high  bars  [for  reliability  and 
user  experience]  that  they  want  to  hit." 

Many  partners  won't  wait  for  a  formal 
invite.  Despite  doubts  about  the  iPhone's 
usefiilness  to  serious  businesspeople, 
Salesforce.com  plans  an  iPhone  version 
of  its  sales  management  software.  "If  s 
not  just  about  market  share,  if  s  about 
showing  what  is  possible  and  what  is 
cool,"  says  CEO  Marc  Benioff.  And  more 
than  150  developers  have  registered  to 
attend  an  ad  hoc  "iPhone  Developers 
Camp"  in  San  Francisco  on  July  6,  to 
trade  ideas  and  create  new  applications. 

But  if  the  Apple  orchard  is  growing,  it  is 
still  no  Eden.  For  those  partners  that  make 
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the  cut,  Apple  enforces  a  brutal  perfection- 
ism. "The  stereotype  is  that  they're  this 
loosey-goosey  CaJifomia  company,  but 
nothing  could  be  further  from  the  truth," 
says  Gary  Johnson,  the  former  CEO  of 
chipmaker  PortalPlayer  Inc.,  which  roared 
to  prosperity  by  providing  the  electronic 
brains  of  the  first  generations  of  iPods. 
Johnson  says  that  whenever  a  project 
fell  off  track  or  a  part  fell  short  of  Apple's 
needs,  its  engineers  were  demanding 
"root  cause  analysis"  and  explanations 
within  12  hours.  "You  could  pacify  other 
customers  by  putting  10  engineers  on  a 
plane  to  see  them.  Not  Apple." 

'AN  UNREASONABLENESS' 

WORXING  WITH  APPLE  can  be  exhaust- 
ing. Johnson  says  the  company  almost 
never  issued  documents  outlining  its 
technical  requirements,  preferring  to 
keep  things  oral  to  avoid  a  paper  trail 
that  might  be  leaked.  And  no  supplier 
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was  given  a  full  picture  of  what  exactly 
Apple  was  working  on:  Everything  was 
on  a  "need  to  know"  basis.  "There's 
an  unreasonableness,"  says  Johnson. 
"Ifs  as  though  your  entire  reason  for 
being  is  to  serve  them."  Yet  he  adds 
he  has  no  hard  feelings:  "It  wasn't  a 
malicious  thing.  Ifs  almost  machine- 
like. You  may  have  friendships  or  busi- 
ness relationships,  but  they  don't  really 
count."  Johnson  found  that  out  on  an 
April  morning  in  2006,  when  he  learned 
that  Apple  had  decided  not  to  use  a  chip 
that  had  been  under  development  for 
more  than  a  year  and  that  was  expected 
to  bring  in  half  of  PortalPlayer's  sales. 
The  company's  stock  crashed  50%  when 
Johnson  told  Wall  Street  a  few  days  later. 


Video-content 

providers 

aren't  eager 

to  duplicate 

the  iTunes 

experience  and 

sell  cheap  fuel 

for  Apple 

players 


Seven  months  later,  it  was  purchased  by 
Nvidia  Corp.  for  $357  million— half  of 
its  peak  market  cap. 

Suppliers  of  TV  shows,  movies,  and 
other  video  content  have  their  own  rea- 
sons for  being  wary  of  joining  the  Apple 
ecosystem.  They  know  what  happened  in 
the  music  industry.  Jobs  created  a  kind  of 
reverse  razor-and-blades  model  with  the 
iPod,  where  Apple  sells  lucrative  razors 
(music  players)  and  the  studios  are  stuck 
selling  cheapo  blades  (music).  Holly- 
wood so  far  has  resisted  Jobs'  vision  for 
placing  movies  on  the  iPod  and  iPhone. 
So  far,  only  movies  from  Walt  Disney 
Co.  (where  Jobs  is  the  largest  individual 
shareholder)  and  Paramount  Pictures 
have  licensed  movies  to  iTunes.  The  52 
million  TV  shows  and  movies  sold  so 
far  by  Apple  amounts  to  fewer  than  two 
videos  per  iPod. 

This  makes  Apple's  newest  partner- 
ship vdth  AT&T  for  iPhone  service  all  the 
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more  intriguing.  Since  the  iPhone 
announced  in  January,  many  obser 
have  wondered  if  Jobs  pulled  anc  j 
fast  one,  using  his  consumer  cred  to 
unprecedented  influence  over  the  ! 
billion    cellular-phone   business, 
mally,  carriers  in  the  U.S.  control 
cell-phones  are  priced  and  marbl 
right  down  to  deciding  whether  they 
turn  on  capabilites  built  into  the  phc 
such  as  wareless  music  downloading 
thaf  s  not  how  Apple  rolls.  Apple  del 
the  16  services  that  are  highlighted  o 
home  page,  and  users  sign  up  for  t  fij] 
via  iTUnes,  not  on  AT&T's  homepagi   , 
in  its  stores.  jUl 

Has  AT&T  set  itself  up  to  be 
ginalized?  The  carrier  stands  to 
subscribers  from  its  rivals;  CEO  Ran 
L.  Stephenson  said  on  June  19  thn 
1.1  million  people  who  had  inqiji 
about  the  iPhone,  40%  were  notti 
rendy  signed  up  with  AT&T.  But  anajj 
say  Apple  will  earn  a  luxurious  35%  g 
margin  on  each  of  the  $500  de 
AT&T  is  offering  a  $59  base  pi: 
phone  and  data  services— roughly 
less  than  the  cost  for  other  devices 
sides  taking  a  bite  out  of  AT&T's  mar; , 
this  could  cause  its  other  handset  ma 
to  demand  sweeter  deals,  too. 

But  the  real  test  will  be  whether 
can  change  the  way  consumers  t 
about  a  phone.  This  is  Apple's  first  £ 
into  a  preexisting  mass  market,  and  t 
other  phone  manufacturers  can't 
to  let  him  revidre  things  to  suit  Ap 
strengths.  Some  already  have  rollec 
cheaper  products  that,  if  not  exacti 
capable  as  iPhone,  may  be  close  enou ' 
Will  most  consumers  eventually  chit 
to  save  money,  even  at  the  expense) 
bit  of  elegance?  History  says  they  < 
according  to  Harvard  Business  S6 
professor  Clayton  M.  Christensen 
world  always  ends  up  thanking  innj '! 
tors  for  their  cool  products— but  v  J 
pay  for  them.  There  are  forces  of  gra 
at  work." 

Now'  there's  a  match-up  worth  wt* 
ing:  Steve  Jobs  vs.  gravity.  ■ 

-With  Arik  Hesseldahl  in  New-y 
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ONLINE:  A  slide  show  assessing  the  financial  w 
system  that's  grown  up  around  the  iPod  and  K 
How  the  iPhone  stacks  up  against  the  Treo  an*  fO:, 
BlackBerry.  The  spread  of  Apple  designers  tO'  i  leir 
industries.  An  inten/iew  with  Bruce  Tognazzini 
Apple's  first  Human  Interface  Designer 
Go  to  businessweek.com/extras. 


TELEVISION:  To  see  the  frenzy  of  consumers 
ing  iPhones  as  they  are  released,  watch  our  w 
TV  show.  BusinessWeek  Weekend.  To  see  vicfc.ijn 
clips  or  find  your  local  station  and  airtime  by  2 
Code  go  to  businessweekweekend.com. 
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Celluloid 
Hero  Goes 
tjgital 


Anicolor  is  racing  some 
nble  rivals  to  gain  the 
^d  at  the  multiplex 


icOTT  KIRSNER 

rHE  POPCORN  HADN'T 
yet  begun  popping,  and 
oceans  of  empty  seats 
awaited  ticket  buyers  on 
a  recent  morning  at  The 
Bridge,  a  multiplex  a  few 
miles  north  of  the  Los  An- 
Intemational  Airport.  But  in  a  war- 
)f  hallways  and  projection  booths, 
icians  were  nudging  another  movie 
er  into  the  Digital  Age.  In  a  booth 
e  a  35-millimeter  projector  would 
begin  unspooling  Shrek  the  Third  on 
oid,  a  group  of  electricians  prepared 
[g  for  the  installation  of  two  new  digi- 
rojection  systems  from  Technicolor 
"he  plan  was  to  have  the  new  systems 
;d  running  in  eight  of  The  Bridge's  17 
ction  booths  as  the  summer  movie 
n  got  under  way. 

|e  shift  from  film  to  digital  wall  be  a 
il  test  for  Technicolor,  a  storied  Hol- 
)d  name  that  invented  the  cameras, 
s,  and  film-processing  techniques 
nade  possible  classics  like  The  Wiz- 
fOz.  In  time,  all  theaters  vvdll  likely 
air  movies  in  electronic  bits,  beamed 
teUite,  stored  in  a  theater's  computer 
rs,  and  shovm  with  high-resolution 
J  projectors.  That  vvdll  cut  out  the 
nt  process  of  making  60  pounds 
n  and  shipping  it  to  multiplexes  in 
•ed  metal  cans.  Technicolor  is  the 


world's  biggest  supplier  and  distributor 
of  those  film  prints,  with  a  revenue  stream 
estimated  to  be  worth  about  $900  mil- 
lion by  Screen  Digest,  a  London  research 
firm.  That  business  is  expected  to  vanish 
slowly  over  the  next  decade,  which  is  why 
the  company  is  so  focused  on  making  the 
transition  to  digital. 

But  Technicolor,  which  was  bought  in 
2000  by  Thomson  of  France  for  $2.1 
billion,  is  up  against  an  aggressive  new 
entrant.  Access  Integrated  Technologies 
(AccessIT),  as  well  as  Digital  Cinema 
Implementation  Partners  (DCIP),  a  joint 
venture  of  the  three  biggest  theater  chains. 
Regal  Entertainment,  AMC  Theatres,  and 
Cinemark.  This  summer  could  be  the  tip- 
ping point  in  the  digital  transition,  as  the 
number  of  U.S.  theaters  capable  of  show- 
ing movies  in  digital  form  finally  exceeds 
10%  of  the  35,000  U.S.  screens.  "This  is  a 
disruptive  technology  en- 
vironment," says  AccessIT 
CEO  A.  Dale  "Bud"  Mayo. 

Technicolor  was  founded 
in  Boston  in  1915.  Swash- 
buckler Douglas  Fairbanks 
was  enchanted  by  the  pos- 
sibility of  making  a  pirate 
movie  in  color  and  relied 
on  Technicolor's  cameras 
to  shoot  The  Black  Pirate 
in  1926.  The  company  re- 
ceived   important    boosts 


By  summer, 
more  than 
10%  of  U.S. 
theaters 
should  be 
digital-ready 


from  Jack  Warner,  Warner  Bros,  co- 
founder,  and  Walt  Disney.  By  the  1940s 
the  phrase  "Color  by  Technicolor"  in  a 
film's  marketing  campaign  could  boost 
ticket  sales  as  much  as  30%.  But  in  the 
'50s,  Eastman  Kodak  Co.  introduced  a 
less  expensive  film  stock  that  could  run 
through  any  camera.  That  forced  Techni- 
color into  the  business  of  processing  film 
and  manufacturing  prints. 

FALSE  START 

so  TECHNICOLOR  is  no  Stranger  to 
evolving  technology,  and  the  arrival  of 
digital  cinema  hasn't  taken  it  by  surprise. 
If  anything,  the  company,  now  based  in 
Camarillo,  Calif,  expected  the  change- 
over to  happen  more  quickly.  For  almost 
eight  years  it  has  worked  and  reworked  its 
digitaJ  strategy  to  appeal  to  the  six  major 
studios,  as  well  as  to  theater  operators.  In 
2000,  just  a  year  after  Star 
Wars:  Episode  I  made  its 
debut— an  event  generally 
regarded  as  the  first  major 
digital  release— -Technicol- 
or formed  a  joint  venture 
with  Qualcomm  Inc.  A  year 
later,  they  announced  plans 
to  convert  1,000  theaters  to 
digital  projection. 

But  theater  owners 
balked  at  paying  for  new 
equipment,    and    studios 
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decided  to  form  a  committee  to  make 
sense  of  the  incompatible  systems  being 
installed.  The  number  of  movies  re- 
leased in  digital  form  slowed  to  a  rivialet. 
After  setting  up  equipment  in  about  60 
theaters,  Technicolor  laid  off  most  digi- 
tal cinema  employees  in  2002. 

By  the  time  digital  installations  re- 
sumed in  2005,  AccessIT  had  dived  in. 
The  Morristovm  (N.J.)  company,  with  an- 
nual revenues  of  $16.8  million,  has  built 
the  nation's  biggest  network  of  digital 
cinemas,  with  systems  in  2,700  individ- 
ual theaters  and  plans  to  have  4,000  in- 
stalled by  October.  (A  basic  system  costs 
about  $100,000.)  Last  year.  Technicolor 
resuscitated  its  digital  cinema  group,  in- 
stalling industry  veteran  Curt  Behlmer  as 
chief  operating  officer.  It  plans  to  digitize 
15,000  screens  in  the  next  decade. 

DRIVES  ON  TRUCKS 

FOR  NOW,  THERE  IS  Still  a  tremendous 
amount  of  manual  labor  and  physical 
transportation  in  digital  distribution. 
For  the  latest  Pirates  of  the  Caribbean 
sequel.  Technicolor  packed  about  1,000 
500-gigabyte  hard  drives  containing  the 
movie  in  foam  padding,  placed  the  8-lb. 
drives  in  orange  plastic  briefcases,  and 
shipped  them  on  DHL  delivery  trucks 
to  theaters.  There  the  hard  drive  was 
plugged  into  a  server  and  the  movie 
loaded— a  process  that  takes  about  as 
long  as  the  movie  itself  A  few  films  are 
transmitted  by  satellite  today,  a  method 
most  expect  to  dominate  once  dishes 
are  installed  atop  enough  theaters.  Ac- 
cessIT now  uses  satellite  for  60%  of  its 
distribution.  Technicolor  is  just  starting. 
"Ifs  certainly  not  efficient  today,"  says 
Behlmer.  "But  over  time  we  should  be 
able  to  take  advantage  of  the  efficiencies 
digital  distribution  creates." 

The  player  who  assembles  the  biggest 
network  of  digital  screens  may  not  find 
a  treasure  chest  waiting.  Theater  own- 
ers don't  pay  the  equipment's  full  cost 
up  front  (some  seem  reluctant  to  pay 
anything).  Instead,  studios  help  finance 
gear  over  a  10-year  term  by  paying  a  fee 
each  time  they  send  a  new  movie  to  play 
on  it.  Those  fees  start  at  about  $1,200 
and  drop  over  time  to  zero.  That's  when 
studios  start  saving  money. 

Technicolor  hopes  to  profit  from  digi- 
tal services  such  as  producing  and  en- 
crypting the  movie  file  and  then  sending 
it  to  theaters.  In  any  case.  Technicolor 
CEO  Lanny  Raimondo  says  he  won't 
mourn  the  death  of  film  if  it  is  replaced 
by  satellite-delivered  streams  of  bits. 
"What  we  would  bemoan,"  he  says,  "is 
if  we  didn't  make  the  transition."  ■ 
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A  Web  That 
Thinks  Like  You 

'Semantic  Web'  software  from  startup 
Radar  Networks  could  help  transform  the  ^ 


BY  HEATHER  GREEN 

GROWING  UP  IN  ARTSY 
Watertown,  Mass.,  with 
a  prize-winning  poet 
for  a  mother  and  sculp- 
tor/inventor for  a  father. 
Nova  Spivack  was  fas- 
cinated by  technology 
and  the  brain.  As  a  teenager,  he  and  his 
two  best  friends  would  cruise  the  early 
Internet  with  an  Apple  II  looking  for  net- 
works to  hack.  And  over  long  walks  near 
his  grandparents'  log  cabin  in  Estes  Park, 
Colo.,  Spivack  talked  about  philosophy, 
politics,  and  business  with 
Peter  F.  Drucker,  his  grand- 
father and  one  of  the  tower- 
ing management  thinkers  of 
the  20th  century.  Drucker's 
first  great  contribution  to 
organizational  theory  was  to 
make  sense  of  a  massive  and 
complex  company,  General 
Motors  Corp. 

Today  Spivack,  38,  is  try- 
ing something  similar,  but 
for  a  far  more  vast  and 
complicated  stnicture:  the 
Internet.  His  San  Francisco 
startup.  Radar  Networks, 
is  one  of  several  outfits 
launching  products  that 
use  "Semantic  Web"  technology  to  let 
computers  understand  the  nuances  and 
relationships  in  information  they  en- 
counter—in a  way,  say,  that  a  human 
knows  the  difference  between  a  baseball 
batter  and  cake  batter. 

Later  this  summer.  Radar  will  launch 
a  private  test  of  its  service.  A  public  ver- 
sion should  follow  in  the  fall  and  is  cer- 
tain to  draw  close  scrutiny  from  Web  te- 
chies.  The  company  isn't  revealing  many 
details,  but  it  does  confirm  that  the  ser- 
vice uses  Semantic  technologies  to  help 
individuals  and  communities  mine  and 
share  information  from  Internet  sites. 


DRUCKER  His  views 

on  vast  organizations 
influenced  his 
grandson's  thinking 


blogs,  and  social  media  services,  su 
YouTube.  Built-in  artificial  intellij 
v^dll  continually  learn  as  people  us 
service  and  computers  troll  for  si) 
information.  Says  Spivack:  "We  wa: 
use  networks  to  make  people  sman 


IVIAKING  CONNECTIONS 

THE  SEMANTIC  WEB  has  long  be 
sort  of  Holy  Grail  for  Internet  scieii 
The  problem  wdth  the  way  the 
works  today  is  that  for  all  its  aut 
tion,  the  actual  information  that's  1 
sorted  in  a  typical  search  is  struc 
so  that  it  is  most  u; 
standable  to  people; 
machines.  Semantic 
tems  use  a  standard 
mat  to  classify  all  the  \ 
information,  whether 
airline  flight  tables  anc 
senger  data,  biographi 
drug  lab  results,  so  t) 
can  be  read  by  compi 
And  unlike  today's  si 
engines.  Semantic 
technologies  are  desi 
not  simply  to  look  up  i 
mation  but  to  under!' 
its  meaning. 

It's  a  daunting  chall 
and  one  that's  being 
sued  >by  such  big  companies  as 
Google,  and  Oracle,  as  well  as  tiny 
ups.  Experts  predict  that  in  the  nex 
10  years,  companies  will  use  the  Se 
tic  Web  to  build  smarter  search  en; 
automate  everyday  Web  tasks  sui 
comparison  shopping,  and  identifj 
nections  between  information  stor 
far-flung  corporate  databases.  In 
a  consortium  led  by  Web  architect 
Bemers-Lee  set  Semantic  Web  stanc 
such  as  how  to  tag  information. 

A  number  of  large  organization 
eluding  Citigroup  and  Eastman  i 
Co.,  have  already  started  using  Se 


u 


r,-' 


for  Tomorrow 

nantic  software  could  allow  search  engines  to  find  the 
st  relevant  data  when  you  type  in  a  term 


:  WAY  IT  WORKS  NOW...  THE  WAY  IT  COULD  WORK.. 


1  you  type  in  a  search  term  on 

:le-the  word  "sting,"  say-a 
)uter  server  sends  out  a  request 
ig  for  that  combination  of  letters  on 
sites  around  ttie  world.  The  computer 
rs  in  the  popularity  of  different  Web 
to  try  to  dish  up  the  most  relevant 
:s,  but  it  doesn't  really  know  if  you're 
!Sted  in  information  about  Sting  the 
:ian.  a  bee  sting,  or  the  classic  1970s 
Mewman-Robert  Redford  movie. 


The  search  would  involve  the  same 
typed  command,  but  software  woulc 
know  to  look  for  data  that's  tagged  Sting, 
the  person,  or  sting,  the  action  that  a  bee 
performs.  It  could  even  ask  which  type  of 
query  you're  interested  in.  Or  the  search 
service  could  go  a  step  further;  Using 
information  it  knows  from  your  past 
actions  or  from  a  stored  profile,  it  could 
decide  whether  you're  more  interested  in 
a  1980s  musician  or  a  1970s  film. 


SPIVACK  Fascinated 
with  the  universe 
as  an  enormous 
computing  system 


tic  technology 
to  make  better 
sense  of  their 
own  data.  Citi- 


group IS  exper- 
imenting with  using  it  to  help  analysts, 
traders,  and  bankers  sift  through  data 
to  pinpoint  trends.  And  the  explosion  of 
personal  photos,  videos,  and  blog  posts 
that  people  identify  with  little  tags  on 
services  such  as  Flickr  or  YouTube  pro- 
vides a  trove  of  data  that  startups  such 
as  Radar  and  Metaweb  Technologies  Inc. 
can  use  to  jump-start  their  databases. 

LIKE  GRANDPA,  LIKE  GRANDSON 

HOW  QUICKLY  THE  future  unfolds  de- 
pends on  whether  people  like  Spivack 
can  create  a  workable  classification  sys- 
tem. He  has  been  thinking  about  it  since 
the  summer  after  his  sophomore  year  at 
Oberlin  College  when  he  became  fasci- 
nated with  the  notion  of  the  universe  as 
a  vast  computing  system.  That  dovetailed 
with  research  Spivack  was  doing  on  the 
mind  and  discussions  he  was  having  with 
his  grandfather  about  organizations  and 
why  communities  work  or  fail.  Spivack 
says  Drucker,  who  introduced  the  idea  of 
decentralized  organizations  in  the  1940s 
and  viewed  them  as  human  communities, 
never  really  understood  the  Internet.  But 
his  ideas  about  organizations  were  time- 
less, Spivack  felt,  and  he  applied  them  to 
his  ovm  work.  Drucker  died  in  2005. 

A  more  practical  lesson  came  courtesy 
of  the  dot-com  crash.  In  1994,  Spivack 
co-founded  a  community  Web  site  for 
tech  developers  called  EarthWeb.  The 
company  went  public  at  the  height  of  the 
Internet  frenzy  in  1999,  and  Spivack's 
net  worth  approached  $20  million.  But 
EarthWeb  eventually  was  delisted  and 
taken  over  by  its  banks.  Still,  the  few  mil- 
lion dollars  in  stock  options  that  Spivack 
says  he  managed  to  cash  out  came  in 
handy  when  he  started  working  on  Ra- 
dar in  2001.  Today  it  has  20  employees 
and  is  funded  by  investors  that  include 
Microsoft  co-founder  Paul  Allen. 

Radar's  launch  will  no  doubt  fuel  the 
debate  among  experts  about  how  much 
structure  the  Web  can  handle.  Some  ar- 
gue that  computers  still  need  a  lot  of  help 
understanding  what  people  mean  by  the 
words  they  choose.  Projects  that  try  to 
infer  too  much  or  don't  look  to  humans 
for  help  are  doomed,  says  Clay  Shirky,  a 
consultant  and  adjunct  professor  in  New 
York  University's  graduate  Interactive 
Telecommunications  Program.  He  says: 
"How  much  structure  can  you  overlay 
without  everything  getting  brittle  and 
breaking?  Not  much,  I  would  argue."  ■ 
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Finance  Emerging  Markets 

Microf  inance  Draws 
Mega  Players 

Hedge  funds,  VCs,  and  other  big  investors  are 
seeing  the  huge  profit  potential  m  tiny  loans 


without  some  indicator  of  credit  c 
many  won't  invest.  "Doors  will 


m^ 


i 


BY  KEITH  EPSTEIN 

IF  YOU  THINK  MICROFINANCE 
is  the  exclusive  domain  of  do- 
gooders  seeking  a  free-market 
cure  to  global  poverty,  think  again. 
While  much  of  the  money  flowdng 
into  loans  for  the  working  poor 
is  indeed  ponied  up  by  people 
with  high-minded  goals,  these  days  if  s 
coming  increasingly  from  those  with  a 
sharp  eye  for  the  bottom  line— raising 
new  questions  over  how  to  balance  the 
altruistic  mission  of  microfinance  with 
the  pursuit  of  profits. 

The  high  interest  paid  on  microloans 
makes  the  operations  surprisingly 
profitable.  So  hedge  funds,  venture  capi- 
tal firms,  and  other  big  investors  are  an- 
gling to  get  into  the  business.  "This  is  not 
a  charitable  activity,"  says  Scott  Budde,  a 
managing  director  at  U.S.  pension  colos- 
sus TIAA-CREF,  which  aims  to  invest 
$100  million  in  such  outfits.  "We're  look- 
ing to  produce  competitive  returns." 

There's  no  shortage  of  demand  for 
microloans.  Consultancy  McKinsey  &  Co. 
estimates  that  as  many  as  half  of  the  globe's 
3  billion  poor  people  may  be  eligible 
for  loans— typically  just  a  few  hundred 
dollars  at  interest  rates  that  average  31% 
a  year.  A  June  19  report  by  Standard  & 
Poor's  notes  that  the  $15  billion-plus  in 
microloans  currently  on  the  books  pales 
next  to  the  potential  of  some  $150  bUlion 
in  lending.  Microfinance  "is  emerging  out 
of  the  acne  phase  and  getting  ready  for 
the  junior  prom,"  says  Brenton  Kessel, 
president  of  Abacus  Wealth  Partners, 
which  has  funneled  about  $6  million  into 
the  $23  million  Unitus  Equity  Fund,  one  of 
nearly  100  investment 
ftinds  now  focused  on 
microfinance. 

Even  more  money 
may  soon  start  pouring 
into  the  sector.  By 
September,  Standard 


BHAGYAMMA 

A  microloan 
from  SKS 
helped  her  to 
buy  two  buffalo 


&  Poor's  aims  to  establish  global 
standards  for  the  business  and  expects 
to  rate  some  20  microlenders,  a  move 
sought  by  retirement  funds  and  others 
eager  for  the  high  returns  the  segment 
can  offer.  Although  defaults  are  rare. 


once  investors  have  a  better  set 
the  risk,  says  Gary  Kochubka,  d 
of  the  emerging  markets  group  a 
which,  like  BusinessWeek,  is  a  unit  ( 
McGraw-Hill  Companies. 

Some  aren't  waiting.  In  May,  N 
Stanley  packaged  small  loans  wort!  5 
million  from  a  dozen  for-profit  I 
into  a  tradable  security  with  yields 
to  77%.  Two  other  industry  heavywi 
are  planning  to  jump  in  this  year,  o^ 
a  total  of  $500  million  in  secrt 
S&P  says.  And  TIAA-CREF  in  Septjl 
bought  a  $43  mUlion  stake  in  Fran 
based  ProCredit  Holding,  which  c( 
microlenders  in  20  countries,  n 
Ecuador  to  Sierra  Leone.  Prop 
promises  investors  a  return  on  eqt 
as  much  as  15%. 

Some  expect  even  richer  ret3 
perhaps  as  high  as  35%— which  isN 


!l 
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ames  in  venture  capital.  In  March, 
)ia  Capital,  known  for  backing  the 
)f  Google  and  YouTube,  snapped  up 
1.5  million  stake  in  SKS  Microfinance, 
in  Hyderabad,  India.  Since  it  was 
ed  in  1998,  SKS  has  made  loans  at 
of  24%  to  30%  to  731,000  Indians. 
e  village  of  Bhongir,  Gandavola 
l/amma  has  used  SKS  loans  to 
wo  water  buffalo.  Fellow  villager 
andula  UrmUa  bought  a  loom  to 
?  sUk  for  saris  with  her  $150  loan, 
ig  her  famil/s  monthly  income,  to 
Six  months  ago  I  didn't  even  know 
.d  take  a  loan,"  Urmila  says.  "I'm 
;d  if  s  brought  me  this  far." 

I THE  SHARKS 

■lUSH  OF  money  into  microfinance 
Kaised  questions  about  the  hefty 
)  some  microlenders  earn.  One, 
o's  Banco  Compartamos,  made  a 
ji  in  April  when  it  staged  an  initial 
oflFering  and  saw  its  shares  jump 
m  the  first  day.  A  June  11  report  by 
)nsultative  Group  to  Assist  the  Poor 
),  a  consortium  of  agencies  that 
microlenders,  faulted  the  bank  for 
St  rates  that  reach  100%  annually, 
report  questioned  Compartamos' 
return  on  equity  and  found  an 


"obvious  conflict"  between  the  welfare 
of  clients  and  investors.  "If  you  want  to 
attract  private  capital  you  have  to  show 
high  profits,"  says  Richard  Rosenberg,  the 
report's  author.  "But  they  don't  have  to  be 
this  high."  Compartamos  says  it  hopes  to 
lower  rates,  but  adds  that  high  expenses 
compel  it  to  charge  what  it  does. 

There's  littie  agreement  on  what  a 
reasonable  rate  is,  since  lenders'  costs  vary 
dramatically.  For  poor  people  with  scant 
access  to  credit,  though,  microlenders  are 
preferable  to  borrowing  from  loan  sharks, 
who  often  charge  far  more. 


Some  say  rates,  and  returns,  may  fall 
with  competition.  Sky-high  returns  are  "a 
temporary  phenomenon,"  says  Matthew 
J.  Bannick,  who  heads  Omidyar  Network, 
backed  by  eBay  Inc.  founder  Pierre  M. 
Omidyar.  Bannick  figures  even  investors 
who  only  want  to  do  well  for  themselves 
will  do  good  by  helping  microlenders 
reach  more  people.  "Is  it  better  to  serve 
100  million  poor  people  and  break  even," 
he  asks,  "or  to  serve  2  billion  poor  people 
and  make  a  modest  profit?"  ■ 

-With  Geri  Smith  in  Mexico  City  and 
Nandini  Lakshman  in  Hyderabad 


LOBAL  FINANCE 


Vhere  Venture  Capital 
lever  Ventured  Before 


r  he  fishermen  from 
the  Indian  village 
of  Chidambaram 
live  a  hard  life.  They 
sleep  most  of  the 
\  then  spend  the  night  out  on 
water.  For  light  during  those 
k  hours,  they  have  long 
jended  on  wobbly  kerosene 
ips  that  were  easily  blown 
or,  worse,  toppled  by  the 
d,  risking  a  deadly  fire  on 
ir  boats.  But  these  days, 
kerosene  lamps  have  been 
laced  with  MightyLights, 
)  solar-powered  fixtures, 
ave  100  rupees  [$2.50]  a 
nth  on  kerosene  alone,"  says 
animuri,  a  fisherman's  wife 
JalsousestheMightyLight 


in  her  makeshift  kitchen. 

Kanimuri  and  her  fellow 
villagers  may  not  know  it,  but 
the  change  in  their  fortunes 
is  rooted  in  global  finance. 
MightyLights  are  the  brainchild 
of  New  Delhi-based  Cosmos 
Ignite  Innovations,  a  startup 
that  aims  to  provide  simple 
products  for  the  world's  poorest 
people.  And  Cosmos  got  its 
start  with  backing  from  Vinod 
Khosia,  a  veteran  Silicon  Valley 
venture  capitalist.  Now  Cosmos 
is  in  talks  with  other  groups 
including  London-based  3i  and 
eBay  Inc.  founder  Pierre  M. 
Omidyar  for  a  second  round  of 
funding.  "For  us,  it's  not  just  the 
light,  but  using  a  sustainable 


model  to  effect  social  change," 
says  Matthew  Scott,  chief 
executive  of  Cosmos. 

Just  a  few  years  ago,  most 
venture  capital  funds  focused 
on  pure  technology  companies 
operating  in  industrialized 
countries.  But  now,  VCs  are 
starting  to  look  for  opportunities 
in  the  developing  world.  "The 
base  of  the  pyramid  is  often 
ignored  but  offers  a  tremendous 
opportunity,"  says  Katie  Hill, 
the  India  representative  of 
Acumen  Fund,  an  $8  million 
fund  backed  by  the  Cisco 
Systems  Foundation  and  the 
Rockefeller  Foundation.  Acumen 
has  put  $1.5  million  into  Ziqitza, 
a  Mumbai-based  ambulance 


company  that  offers  deep 
discounts  on  its  service  for 
residents  of  the  city's  vast  slums. 

The  trend  is  due  in  part  to 
the  amount  of  money  chasing 
deals.  VCs  these  days  are  forced 
to  "invest  in  less  fished  areas," 
says  Sumir  Chadha,  managing 
director  of  Sequoia  Capital 
India,  an  arm  of  the  Silicon 
Valley  VC  firm.  But  don't  mistake 
such  investments  as  charity. 
Santa  Monica  (Calif  )-based 
Clearstone  Venture  Partners 
has  put  $5  million  into  DigiBee 
Microsystems,  which  expects 
to  pocket  handsome  profits  by 
selling  low-end  mobile  phones  to 
poor  Indians.  And  two  California 
VC  funds  are  considering  a  $5 
million  investment  in  Novatium, 
a  Chennai  company  that  has 
developed  a  $100  PC  and 
expects  to  sell  3  million  of  them 
by  2010.  Says  Novatium  CEO 
Alok  Singh:  "We  have  always 
been  market-driven  and  make 
money." 

-Nandini  Lakshn^an 
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The  French  Lesson 
In  Health  Care 

The  nation's  system  isn't  quite  as  superb 
as  Sicko  maintains,  but  it  s  pretty  good 


BY  KERRY  CAPELL 

ICHAEL  MOORE'S 
documentary  Sicko 
trumpets  France  as 
one  of  the  most  ef- 
fective providers 
of  universal  health 
care.  His  conclu- 
sions and  fist-in-your-gut  approach 
may  drive  some  Americans  up  the  wall. 
But  w^hatever  you  think  of  Moore,  the 
French  system— a  complex  mix  of  pri- 
vate and  public  financing— offers  valu- 
able lessons  for  would-be  health-care 
reformers  in  the  U.S. 


In  Sicko,  Moore  lumps  France  in 
with  the  socialized  systems  of  Britain, 
Canada,  and  Cuba.  In  fact,  the  French 
system  is  similar  enough  to  the  U.S. 
model  that  reforms  based  on  France's 
experience  might  work  in  America.  The 
French  can  choose  their  doctors  and 
see  any  specialist  they  want.  Doctors 
in  France,  many  of  whom  are  self- 
employed,  are  free  to  prescribe  any  care 
they  deem  medically  necessary.  "The 
French  approach  suggests  it  is  possible 
to  solve  the  problem  of  financing  uni- 
versal coverage... [without]  reorganiz- 
ing the  entire  system,"  says  Victor  G. 


Rodvdn,  professor  of  health  police  fc 
management  at  New  York  Universi  ma 

France  also  demonstrates  that  y(W  iCa 
deliver  stellar  results  with  this  n^  |e 
public  and  private  financing.  In  a  r  I  ifo 
World  Health  Organization  health!  fet< 
ranking,  France  came  in  first,  whiii  ipii 
U.S.  scored  37th,  slightly  bettem  bk 
Cuba  and  one  notch  above  Slox)  iilv 
France's  infant  death  rate  is  3.?(  ijli 
1,000  live  births,  compared  wath  7  ^'1  (si 
U.S.,  and  average  life  expectancy  ifi  fc 
years,  two  years  more  than  in  th«l  lej 
The  country  has  far  more  hospitalal  u 
and  doctors  per  capita  than  Am!  sb 
and  far  lower  rates  of  death  from  c  i 
tes  and  heart  disease.  The  differei 
deaths  from  respiratory  disease,  i 
preventable  form  of  mortality,  is  pa 
larly  striking:  31.2  per  100,000  peo  | 
France,  vs.  61.5  per  100,000  in  the ' 

Thaf  s  not  to  say  the  French  have  i 
aU  health-care  riddles.  Like  every 
nation,  France  is  wTesding  with  rui  I 
health-care  inflation.  That  has  led  to 
hefty  tax  hikes,  and  France  is  now  [ 
sidering   U.S.-style   health-mainte 
organization  tactics  to  rein  in  costs  I 
some  65%  of  French  citizens  express  | 
faction  with  their  system,  comparec  ^ 
40%  of  U.S.  residents.  And  France  s 
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10.7%  of  its  gross  domestic  prod- 
)n  health  care,  while  the  U.S.  lays 
16%,  more  than  any  other  nation. 
3  grasp  how  the  French  system 
ks,  think  about  Medicare  for  the 
rly  in  the  U.S.,  then  expand  that 
icompass  the  entire  population, 
ch  medicine  is  based  on  a  wide- 
!ld  value  that  the  healthy  should 
for  care  of  the  sick.  Everyone  has 
ss  to  the  same  basic  coverage 
ugh  national  insurance  funds, 
'hich  every  employer  and  em- 
ee  contributes.  The  government 
s  up  the  tab  for  the  unemployed 
cannot  gain  coverage  through  a 
ly  member. 

ETYNET 

THE  FRENCH  SYSTEM  is  much 
;  generous  to  its  entire  popu- 
n  than  the  U.S.  is  to  its  se- 
Unlike  with  Medicare,  there 
10  deductibles,  just  modest  co- 
tients  that  are  dismissed  for  the 
nically  ill.  Additionally,  almost 
rench  buy  supplemental  insurance, 

ar  to  Medigap,  which  reduces  their 
)f-pocket  costs  and  covers  extra  ex- 
es such  as  private  hospital  rooms, 
lasses,  and  dental  care. 

France,  the  sicker  you  get,  the 
you  pay.  Chronic  diseases,  such  as 

:tes,  and  critical  surgeries,  such  as 
ironaiy  bypass,  are  reimbursed  at 
Cancer  patients  are  treated  free 
large.  Patients  suffering  from  colon 
er,  for  instance,  can  receive  Genen- 
llnc.'s  Avastin  without  charge.  In  the 
I  a  patient  may  pay  $48,000  a  year. 
ance  particularly  excels  in  prenatal 
iarly  childhood  care.  Since  1945  the 
itry  has  built  a  widespread  network 
iiousands  of  health-care  facili- 
Icalled  Protection  Maternelle  et 


A  Tale  of  Two  Countries 

Americans  pay  more  for  less 

U.S. 

FRANCE 

HEALTH  SPENDING 

16.5%  of 
GDP 

10.7%  of 
GDP 

COVERAGE 

43.6  million 
uninsured 

universal 

OUT-OF-POCKET 
SPENDING  PER  CAPITA 

$803 

$239 

DOCTORS  PER  1,000 
POPULATION 

2.4 

3.4 

LIFE  EXPECTANCY 

75  years  for 
men;  80  for 
women 

77  years  for 
men;  84  for 
women 

INFANT  DEATHS 

PER  1,000  LIVE  BIRTHS 

7 

4 

MOORE  His  recent 
.,    ,       ^  ,  movie  lumps  France 

iitile  (PMI),  to  ensure  that  every    jp  ^vith  socialized 
ler  and  child  in  the  country    systems 
ives  basic  preventive  care.  Chil- 


Data:  CDC:  Commonwealth  Fund:  Blue  Cross  &  Blue  Shield:  OECD  Health  Data,  2005 

dren  are  evaluated  by  a  team  of  private- 
practice  pediatricians,  nurses,  midwives, 
psychologists,  and  social  workers.  When 
parents  fail  to  bring  their  children  in 
for  regular  checkups,  social  workers  are 
dispatched  to  the  family  home.  Mothers 
even  receive  a  financial  incentive  for  at- 
tending their  pre-  and  post-natal  visits. 

A  typical  PMI  can  be  found  in  Goutte 
d'Or,  a  poor  neighborhood  at  the  foot  of 
Montmartre  that  has  been  home  for  the 
past  20  years  to  a  sweUing  population 
of  immigrants  from  Africa  and  Southeast 
Asia.  On  Rue  Cave,  a  tidy  modem  building 
is  given  over  entirely  to  caring  for  expect- 
ing mothers,  infants,  and  young  children. 
The  place  usually  is  bustling  with  kids 
scrambling  over  toys, 
while   mothers,  often 
immigrants  in  colorful 
headdresses  and  with 
babies  strapped  to  their 
backs,  talk  to  their  doc- 
tors as  part  of  twice- 
monthly  evaluations. 

PMI  and  other  such 
programs  are  starting 
to  get  attention  in  U.S. 
health-care  circles.  "If 
we  really  want  to  en- 
sure that  no  child  is 
left  behind,  then  the 
PMI  system  is  a  good 
way  to  do  it,"  says 
Daniel  J.  Pedersen, 
president  of  the  Buf- 
fett  Early  Childhood 
Fund.  "It's  based  on 
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the  practical  idea  that  high-quality 
investments  made  at  the  start  of  a 
child's  life  will  pay  huge  dividends 
to  both  the  child  and  society  in  the 
ftiture." 

To  make  all  this  affordable,  France 
reimburses  its  doctors  at  a  far  lower 
rate  than  U.S.  physicians  would  ac- 
cept. However,  French  doctors  don't 
have  to  pay  back  their  crushing  stu- 
dent loans  because  medical  school  is 
paid  for  by  the  state,  and  malpractice 
insurance  premiums  are  a  tiny  frac- 
tion of  the  $55,000  a  year  and  up  that 
many  U.S.  doctors  pay.  That  $55,000 
equals  the  average  yearly  net  income 
for  French  doctors,  a  third  of  what 
their  American  counterparts  earn. 
Then  again,  the  French  government 
pays  two-thirds  of  the  social  security 
tax  for  most  French  physicians— a 
tax  that's  typically  40%  of  income. 

Specialists  who  have  spent  at  least 
four  years  practicing  in  a  hospital 
are  free  to  charge  what  they  want, 
and  some  charge  upwards  of  $675 
for  a  single  consultation.  But  American- 
style  compensation  is  rare.  "There  is  an 
unspoken  and  undefined  limit  to  what 
you  can  charge,"  says  Dr.  Paul  Benfredj, 
a  gastroenterologist  in  Paris. 

Many  French  doctors,  in  fact,  earn 
more  by  increasing  their  patient  load, 
or  by  prescribing  more  diagnostic  tests 
and  procedures— a  technique,  also  pop- 
ular in  the  U.S.,  that  inflates  health-care 
costs.  So  far  France  has  been  able  to  hold 
down  the  burden  on  patients  through  a 
combination  of  price  controls  and  in- 
creased government  spending,  but  the 
latter  effort  has  led  to  higher  taxes  for 
both  employers  and  workers.  In  1990, 
7%  of  health-care  expenditures  were 
financed  out  of  general  revenue  taxes, 
and  the  rest  came  from  mandatory  pay- 
roll taxes.  By  2003,  the  general  revenue 
figure  had  grown  to  40%,  and  it's  still 
not  enough.  The  French  national  insur- 
ance system  has  been  running  constant 
deficits  since  1985  and  has  ballooned  to 
$13.5  billion. 

That's  why  France  is  gearing  up  to 
make  changes.  It  already  requires  pa- 
tients to  register  with  a  general  prac- 
titioner before  visiting  a  specialist,  or 
else  agree  to  a  lesser  reimbursement, 
much  like  many  U.S.  insurance  plans. 
But  France  isn't  likely  to  make  major 
changes  to  a  system  most  citizens  say 
they  like.  Why  would  they?  Says  Shanny 
Peer,  policy  director  at  the  independent 
French -American  Foundation:  "France 
gets  better  results  for  less  money  and 
everyone  is  covered."  ■ 
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Health  Quality  of  Care 


The  Doctor  Will  See  You- 
In  Three  Months 


The  health-care  reform  debate 
is  in  full  roar  with  the  arrival  of 
Michael  Moore's  documentary 
Sicko,  which  compares  the  U.S. 
system  unfavorably  with  single- 
payer  systems  around  the  world.  Critics  of 
the  film  are  quick  to  trot  out  a  common 
defense  of  the  American  way:  For  all  its 
problems,  they  say,  U.S.  patients  at  least 
don't  have  to  endure  the  endless  waits  for 
medical  care  endemic  to  government-run 
systems.  The  lobbying  group  America's 
Health  Insurance  Plans  spells  it  out  in  a 
rebuttal  to  Sicko:  "The  American  people 
do  not  support  a  government  takeover  of 
the  entire  health-care  system  because 
they  know  that  means  long  waits  for 
rationed  care." 

In  reality,  both  data  and  anecdotes 
show  that  the  American  people  are  already 
waiting  as  long  or  longer  than  patients 
living  with  universal  health-care  systems. 
Take  Susan  M.,  a  54-year-old  human 
resources  executive  in  New  York  City.  She 
faithfully  makes  an  appointment  for  a 
mammogram  every  April,  knowing  the  wait 
will  be  at  least  six  weeks.  She  went  in  for  her 
routine  screening  at  the  end  of  May  then 
had  another  because  the  first  wasn't  clear. 
That  second  X-ray  showed  an  abnormality, 
and  the  doctor  wanted  to  perform  a  needle 
biopsy,  an  outpatient  procedure.  His  first 
available  date:  mid-August.  "I  completely 
freaked  out,"  Susan  says.  "I  couldn't 
imagine  spending  the  summer  with  this 
hanging  over  my  head."  After  many  calls 
to  five  different  facilities,  she  found  a 
clinic  that  agreed  to  read  her  existing 
mammograms  on  June  25  and  promised 
to  schedule  a  follow-up  MRI  and  biopsy  if 
needed  within  10  days.  A  full  month  had 

HOW  THE  U.S.  STACKS  UP 

ABLE  TO  GET  APPOINTMENT  SAME 
OR  NEXT  DAY  FOR  MEDICAL  PROBLEM 

NEWZEAUND 

GERMANY 

BRITAIN 

AUSTRALIA       ,ii  I'tftlflKlTiii"'''"" 

U.S. 

CANADA  I 

Data:  Commonwealth  Fund 
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passed  since  the  first  suspicious  X-rays. 
Ultimately,  she  was  told  the  abnormality 
was  nothing  to  worry  about,  but  she 
should  have  another  mammogram  in  six 
months.  Taking  no  chances,  she  made  an 
appointment  on  the  spot.  "The  system  is 
clearly  broken,"  she  laments. 

It's  not  just  broken  for  breast  exams.  If 


you  find  a  suspicious-looking  mole  and 
want  to  see  a  dermatologist,  you  can 
expect  an  average  wait  of  38  days  in  the 
U.S.,  and  up  to  73  days  if  you  live  in  Boston, 
according  to  researchers  at  the  University 
of  California  at  San  Francisco  who  studied 
the  matter.  Got  a  knee  injury?  A  2004 
survey  by  medical  recruitment  firm  Merritt, 
Hawkins  &  Associates  found  the  average 
time  needed  to  see  an  orthopedic  surgeon 
ranges  from  8  days  in  Atlanta  to  43  days 
in  Los  Angeles.  Nationwide,  the  average  is 
17  days.  "Waiting  is  definitely  a  problem 
in  the  U.S.,  especially  for  basic  care,"  says 
Karen  Davis,  president  of  the  nonprofit 
Commonwealth  Fund,  which  studies  health- 
care policy. 

All  this  time  spent  "queuing,"  as  other 
nations  call  it,  stems  from  too  much 
demand  and  too  little  supply.  Only  one-third 


i 
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of  U.S.  doctors  are  general  practitioners, 
compared  with  half  in  most  European 
countries.  On  top  of  that,  only  40%  of 
U.S.  doctors  have  arrangements  for 
after-hours  care,  vs.  75%  in  the  rest  of  the 
industrialized  world.  Consequently,  some 
26%  of  U.S.  adults  in  one  survey  went  to 
an  emergency  room  in  the  past  two  years 
because  they  couldn't  get  in  to  see  their 
regular  doctor,  a  significantly  higher  rate 
than  in  other  countries. 

There  is  no  systemized  collection  of 
data  on  wait  times  in  the  U.S.  That  makes  iti 
difficult  to  draw  comparisons  with  countrie!( 
that  have  national  health  systems,  where 
wait  times  are  not  only  tracked  but  made 
public.  However,  a  2005  survey  by  the 
Commonwealth  Fund  of  sick  adults  in  six 
nations  found  that  only  47%  of  U.S.  patienti^ 
could  get  a  same-  or  next-day  appointmentr  J 
for  a  medical  problem,  worse  than  every     ^ 
other  country  except  Canada. 

The  Commonwealth  survey  did  find 
that  U.S.  patients  had  the  second-shortest  It 
wait  times  if  they  wished  to  see  a  specialist  .t 
or  have  nonemergency  surgery,  such  as      jn 
a  hip  replacement  or  cataract  operation        ■ 
(Germany,  which  has  national  health  care,  ,  [[]( 
came  in  first  on  both  measures).  But  Gerarct 
F  Anderson,  a  health  policy  expert  at 
Johns  Hopkins  University,  says  doctors  in 
countries  where  there  are  lengthy  queues 
for  elective  surgeries  put  at-risk  patients 
on  the  list  long  before  their  need  is  critical. 
"Their  wait  might  be  uncomfortable,  but  it 
makes  very  little  clinical  difference,"  he  sayi 

The  Commonwealth  study  did  find  one 
area  where  the  U.S.  was  first  by  a  wide 
margin:  51%  of  sick  Americans  surveyed 
did  not  visit  a  doctor,  get  a  needed  test, 
or  fill  a  prescription  within  the  past  two 
years  because  of  cost.  No  other  country 
came  close. 

Few  solutions  have  been  proposed        j^, 
for  lengthy  waits  in  the  U.S.,  in  part,  say 
policy  experts,  because  the  problem  is 
rarely  acknowledged.  But  the  market  is 
beginning  to  address  the  issue  with  the  ris^ 
of  walk-in'medical  clinics.  Hundreds  have  • 
sprung  up  in  CVS,  Wal-Mart,  Pathmark, 
and  other  stores-so  many  that  the 
American  Medical  Assn.  just  adopted 
a  resolution  urging  state  and  federal 
agencies  to  investigate  such  clinics  as  a 
conflict  of  interest  if  housed  in  stores  witht^L| 
pharmacies.  These  retail  clinics  promise 
rapid  care  for  minor  medical  problems, 
usually  getting  patients  in  and  out  in  30 
minutes.  The  slogan  for  CVS's  Minute 
Clinics  says  it  all:  "You're  sick.  We're  quicio  j 
-By  Catherine  Am;{  ^^ 
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fernment  Intellectual  Property 


3ok  Who's  Fighting 
atent  Reform 

5  trade  groups,  and  universities  have  taken 
the  fight  against  Big  Tech 


IRRAiN 

; 


IRRAiNE  WOELLERT 

INCE  THE  mid-1990s, 
America's  largest  comput- 
er and  software  companies 
have  been  trying  to  rewrite 
U.S.  patent  law.  The  goal 
was  to  stem  the  tide  of  pat- 
ent litigation,  much  of  it 
ited  by  inventors  and  small  com- 
I  trying  to  protect  their  intellectual 
ty.  But  each  time  Big  Tech  iried  to 
ingress  on  reform,  it  ran  into  an 
lightier  constituency:  Big  Pharma. 
lakers  had  no  problem  with  the 
It  system,  and  they  had  the  ear  of 
lican  leaders. 

V  Democrats  are  in  charge,  the 
ndustry  has  fallen  out  of  political 
and  lawmakers  backed  by  the  likes 
trosoft,  Intel,  and  Hewlett-Packard 
it-tracking  a  new  plan  to  overhaul 
itent  system.  But  they  still  aren't 
I  an  easy  ride.  The  past  few  weeks 
rought  an  unexpected  surge  of  op- 
)n  from  what  one  lobbyist  calls  the 
nation  ecosystem"— a  sprawling 
rk  of  entrepreneurs,  venture  capi- 
trade  groups,  drug  and  medical 
nent  manufacturers,  engineering 


societies,  and  research  universities  in- 
cluding Northwestern  and  Wisconsin.  All 
of  them  agree  that  the  legislation  would 
weaken  the  value  of  patents,  deal  a  blow 
to  innovation,  and  send  shock  waves 
through  the  knowledge  economy.  "New 
companies  use  patents  to  protect  the  only 
thing  they  really  have:  their  ideas,"  says 
Hans  Sauer,  associate  general  counsel  for 
the  Biotechnology  Industry  Organiza- 
tion, a  trade  group. 

This  band  of  innovators  has  taken  up 
Big  Pharma's  fight  because  it  shares  a 
similar  business  model.  Startups  rely  on 
the  temporary  monopoly  a  patent  confers 
to  establish  a  foothold  in  a  market.  And 
for  a  pharma  company,  a  single  patent 
on  a  blockbuster  drug  can  hold  generic 


THE  STAT 


2,700 

Patent  lawsuits  filed  in  2006 


Data:  Federal  Judicial  Caseload  Statistics  for  fiscal  year  ended 
Mar  31,  2007 


products  at  bay  and  guarantee  high  profit 
margins.  In  contrast,  big  technology  inte- 
grators are  often  less  dependent  on  a  mo- 
nopoly position.  They  tend  to  pool  and 
trade  patents  with  other  technology  sup- 
pliers to  create  complex  products  such 
as  laptops,  printers,  network  sv^dtches, 
or  cell  phones.  These  goods  must  battie 
it  out  Math  other  such  products  on  the 
basis  of  design,  features,  or  marketing 
advantages,  while  intellectual  property  is 
shared  through  licensing  deals. 

Big  Tech  says  reform  is  overdue.  Con- 
gress hasn't  seriously  updated  patent  law 
since  1952,  long  before  the  davm  of  the 
Silicon  Age.  Since  then,  rapid  innova- 
tion in  information  technology,  materi- 
als science,  biotech,  and  other  areas  has 
resulted  in  a  tsunami  of  patent  grants. 
In  2006  the  Patent  &  Trademark  Of- 
fice received  443,652  applications,  more 
than  double  the  tally  in  1996,  and  the 
office  granted  183,187  of  these,  up  from 
116,875  awarded  10  years  ago. 

WHOSE  INNOVATION? 

HARDLY  ANYONE  DISPUTES  that  the 
chronically  understaffed  patent  office 
has  been  approving  far  too  many  low- 
quality  patents  in  recent  years.  One 
result:  Large  manufacturers  have  trou- 
ble figuring  out  whether  or  not  the  com- 
plex products  they  sell  contain  any  bits 
of  innovation  patented  by  others.  That's 
why  so  many  major  companies  have 
landed  on  the  losing  side  of  big-dollar 
legal  judgments. 

Legislation  sponsored  by  Senate  Judi- 
ciary Committee  Chairman  Patrick  Leahy 
(D-Vt.)  and  Senator  Orrin  G.  Hatch  (R- 
Utah)  seeks  to  improve  patent  quality 
by  allowing  the  public  to  challenge  the 
validity  of  a  patent  application  before  it 
wdns  final  approval.  The  bill  also  would 
curb  damage  awards  in  infringement 
suits  through  a  simple  trick.  It  would  al- 
low courts  to  force  infringing  companies 
to  pay  royalties,  as  they  do  today.  But  the 
law  would  limit  those  sums  to  the  value 
the  patented  component  adds  to  the 
overall  product,  instead  of  calculating 
royalties  based  on  the  value  of  the  entire 
product.  Similar  legislation  is  moving 
through  the  House,  and  both  chambers 
could  vote  before  August. 

Small  patent-holders  say  the  reforms 
would  make  it  even  more  difficult  to 
defend  their  ideas  against  infringers. 
But  T.  Andrew  Culbert,  associate  general 
counsel  at  Microsoft  Corp.,  downplays 
the  doomsday  rhetoric.  "The  last  time 
there  was  patent-reform  legislation  was 
before  I  was  born,"  he  says.  "It's  time  to 
make  a  tweak."  ■ 
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SciTech  Developments  to  Watch 


EDITED  BY  ADAM  ASTON 


INNOVATIONS 


Of  Methuselah 
neurons 
and  Merlot 

»  A  calorie-restricted  diet 
leads  to  longer  lifespans  in 
some  species,  but  scientists 
still  don't  know  why.  The  key, 
says  Massachusetts  Institute 
of  Technology  biologist 
Leonard  P.  Guarante,  may 
be  in  the  mind-specifically, 
the  neurons  that  regulate 
metabolism.  His  team  found 
that  when  these  neurons 
were  killed  in  the  brains  of 
underfed  worms,  they  lived 
no  longer  than  well-fed 
worms.  The  link  between 
calorie  restriction  and 
longevity  hasn't  been  proved 
inhumans.  But  if  it  exists, 
the  neural  connection  is 
probably  present,  Guarante 
writes  in  Nature,  and  could 
lead  to  new  targets  for  anti- 
aging  drugs. 


»More  good  news  on  wine. 
Earlier  studies  found  that 
the  nectar  of  the  gods  can 
lower  the  risk  of  cancer  and 
heart  disease;  the  latest 
research  says  it  may  also 
prevent  tooth  decay  and 
sore  throats.  Scientists 
from  the  University  of 
Pavia  in  Italy  report  in  the 
Journal  of  Agricultural  & 
Food  Chemistry  that  they 
removed  the  alcohol  from 
red  and  white  wines  and 
then  tested  the  samples  in 
a  lab,  where  they  showed 
antibacterial  activity  against 
a  number  of  microbes  known 
to  cause  cavities  and  some 
types  of  throat  infections. 
Human  experiments  are  now 
underway.  Volunteers? 

-Cafher/ne  Arnst 


'CROWDGAMING' 

YOU  ARE THE CURSOR 


INTERACTIVE  advertising 
has  arrived  at  a  strange 
new  frontier,  called 
"crowdgaming."  Computer 
systems  equipped  with 
video  cameras  and  motion- 
capture  software  track  the 
movements  of  a  crowd 
and  use  them  to  control  a 
cursor  on  a  giant  screen.  "It 
turns  a  crowd  into  a  human 
joystick,"  explains  Sam 
Mazur,  creative  director  at 
SS-i-K,  an  ad  agency  that 
developed  a  crowdgame 


WATER 


HARVESTING 
DEW  EVEN  IN 
ARID  LANDS 


AT  NIGHT  the  air  is  full  of 
water,  even  in  arid  regions. 
This  moisture  condenses  on 
surfaces,  where  it  evaporates 
in  the  morning  sun.  Inspired 
by  the  way  dew  accumulates 
on  spider  webs,  inventors 
from  the  Technion-Israel 
Institute  of  Technology 
have  devised  a  low-tech  way 
to  harvest  this  water  vapor 
for  drinking. 

Designed  by  Joseph  Cory 
and  Eyal  Malka,  graduate 
students  in  architecture 


to  promote  MSNBC's 
NewsBreakerGame.com 
site.  In  a  recent  trial,  movie 
patrons  leaned  and  waved  in 
unison,  trying  to  direct  a  ball 
bouncing  on  the  big  screen 
to  knock  bricks  out  of  a  stack. 
Each  time  a  brick  fell,  news 
headlines  flashed  on  the 
screen.  The  crowd's  response 
quickly  evolved  from 
random  waving  to  somewhat 
synchronized  swaying— and 
much  yelling.  View  the  action 
at  http://tinyurl.com/2qtyea. 


and  building  planning,  the 
contraption,  called  WatAir, 
resembles  a  20-foot-wide 
tent  turned  upside  down. 
At  night,  water  vapor 
gathers  on  its  sloping 
panels.  Droplets  form— up 
to  12  gallons'  worth  by 
morning— and  roll  down 
into  a  bucket  at  the  bottom. 


MATERIALS 

PLASTIC  TH/I 
SEALS  ITS 
OWN  CRACK!! 


PLANTS  AND  animals  can 
repair  themselves  thank  j 
circulatory  systems  that 
healing  agents  to  wounc  j 
tissue.  Researchers  at  th 
Univ.  of  Illinois  have  ere 
a  new  plastic  that  fixes  it  I 
the  same  way.  The  mate)  I 
is  embedded  with  chann  I 
about  as  wide  as  a  huma 
hair.  Each  microtube  ho! 
liquefied  precursor  to  pi; 
that,  when  released  by  a 
crack,  bonds  with  a  seco 
liquid  in  the  vessel's  coa 
to  reseal  the  break.  In  eal 
trials,  the  researchers  us 
microcapsules.  But  once  I 
these  emptied,  the  matei^ 
could  no  longer  repair 
itself  at  that  breach.  FresJ 
plastic  in  the  minivasculi] 
system,  in  contrast,  can 
fil  the  same  crack  up  to 
seven  times.  Nancy  Sottdj 
professor  of  material  sciq 
and  engineering,  says  l 
material  could  someday  | 
airplanes  or  space  vehiclil 
themselves.  —  MichaelA 


Water  gathered  this  waj 
naturally  free  of  earthbt 
pathogens.  WatAir,  whin 
can  be  made  from  recyci 
materials,  canvas  sheet't 
other  fabrics,  is  designen 
to  be  light  enough  to  aiii 
to  remote  regions  and 
compact  enough  to  fit  0( 
urban  rooftops. 
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■  ■  Consider  for  a  moment  that  Americans  spend 
90%  of  their  time  indoors.  The  built  world  surrounds 
us.  It  covers  the  landscape  and  gets  bigger  every  day: 
Schools,  homes,  and  office  towers  are  totems  to  our 
civilization.  To  know  this  is  to  understand  the  enormous 
implications  of  the  shift  toward  environmentally 
sustainable  construction. 

In  the  U.S.,  35%  of  the  total  energy  supply  and  60%  of 
annual  electricity  production  goes  to  operate  buildings. 
Society  is  quickly  recognizing  that  if  buildings  are  energy- 
efficient,  use  environmentally  sustainable  materials,  and 
reduce  impact  on  the  planet,  they  are  indeed  better  buildings. 
A  new  generation  of  buildings  — residential,  commercial, 
and  industrial— employs  advanced  materials  technology, 
better  energy  management,  and  improved  building  processes, 
and  therefore  uses  less  energy,  costs  less  to  operate,  and 
enhances  comfort. 

While  transportation  may  leap  to  mind  with  the  mention 
of  energy  use  or  environmental  security,  the  U.S.'s  81  million 
buildings  consume  more  energy  than  any  other  sector  of 
the  national  economy  The  design,  construction,  operation, 
and  maintenance  of  buildings  take  enormous  amounts 
of  energy  water,  and  materials— whether  for  a  single-family 
home  in  Phoenix  or  a  Manhattan  skyscraper.  Even  after 
a  large-scale  building  is  sited  and  built,  the  structure  can 
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generate  large  quantities  of  waste  and  air  and  water  polhl 
by  virtue  of  its  energy  use. 

On  a  global  scale,  a  recent  United  Nations  Environm 
Program  report  states  that  more  than  one  fifth  of  presei^ 
energy  consumption  and  up  to  45  million  tons  of  carl 
dioxide  per  year  could  be  saved  by  applying  more  amb( 
standards  to  new  and  existing  buildings.  By  some  con 
vative  estimates,  the  building  sector  worldwide  could  d 
emission  reductions  of  1 .8  billion  tons  of  CO2,  and  a  m( 
aggressive  energy  efficiency  policy  could  deliver  close  t 
three  times  the  amount  scheduled  to  be  reduced  unc 
the  Kyoto  Protocol. 

"Given  that  the  power  sector  of  the  energy  market 
generates  more  than  40%  of  CO2  emissions,  there  are  ^ 
areas  of  opportunity  to  make  an  impact,"  says  Lee  Edwv(  \g^ 
president  and  CEO  of  BP  Solar  International  Inc.  "Thefi 
is  power  generation:  Can  v^e  improve  the  overall  carbq  fg, 
footprint  of  electricity  generation?  The  second  is  powewl  \^^ 
sumption:  Can  we  be  more  efficient  with  the  energy  wrt  i^^ 
use  on  a  daily  basis?  The  significance  of  the  second  sh 
not  be  underestimated." 


The  Green  Business  Case 

As  the  effects  of  energy  use  become  clearer,  experts  pi. 
that  trends  in  "bigger"  will  transform  to  "better"  Green 
buildings  constructed  to  the  standards  in  place  today  l 
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less  electricity,  26%  less  natural  gas,  and  36% 
:otal  energy  than  traditional  buildings, 
'he  green  business  case  is  also  being  helped  by 
2  policy  Homeowners  can  now  receive  tax  credits 
srtain  home  improvements,  including  adding 
ation,  energy-efficient  windows,  and  some  types 
ating  and  cooling  equipment.  In  both  the  residential 
lommercial  arenas,  says  Harvey  Bernstein,  vice 
dent,  industry  analytics,  alliances,  and  strategic 
ives,  for  McGraw-Hill  Construction,  "It  is  not  surpris- 
lat  energy  efficiency  has  maintained  the  focus  as  a 
i\  driver  of  green  building.  It  is  the  largest  controllable 
of  a  building,  and  the  paybacks  are  much  more 
measurable  than  productivity  improvements." 
he  world  of  green  building  includes  the  renovation 
sting  buildings  as  well  as  new  construction.  The 
et  for  materials,  consultants,  and  new  products  is 
for  both,  and  each  has  its  own  dynamic, 
co-friendly  buildings  are  an  increasingly  large 
Df  the  trillion-dollar  U.S.  new-construction  industry. 
1  together,  2005  and  2006  were  a  turning  point 
len  building,  as  more  and  more  builders  began 
Dve  toward  greener  building  techniques.  A  2006 
■aw-Hill  survey  found  that  in  2005  the  number  of 

jrgy  efficiency.. .is  the  largest 
itrollabie  cost  of  a  building, 
1  the  paybacks  are  much  more 
ily  measurable  than  productivity 
)rovements." 

irvey  Bernstein,  vice  president,  industry 
alytics,  alliances,  and  strategic  initiatives, 
zGraw-Hill  Construction 

)  builders  producing  green,  environmentally 
ftnsible  homes  grew  by  20%.  If  trends  continue, 
n  0  up  to  1 0%  of  new  residential  and  commercial 
traction  starts  will  be  green.  The  residential 
et's  share  alone  would  translate  to  roughly 
)illion,  not  counting  remodeling, 
major  goal  for  the  21  st  century  is  the  concept 
t-zero  energy— meaning  that  over  the  course  of  a 
building,  for  example,  consumes  no  more  energy 
t  produces.  While  an  open  rooftop  may  absorb 
and  reflect  it  back  into  the  atmosphere,  the  roof  of 
ding  can  be  thought  of  as  an  open  canvas  waiting 
solar  installer's  opus.  The  integration  of  renewable 
iologies— building  integrated  photovoltaics  and 
hot  water,  for  starters— is  the  first  step  toward  a 
3ro  energy  building. 

he  value  of  building  integrated  solar  power  lies  is 
Dncept  of  "peak  load."  Solar  power  technologies 


BASFs'eco-efficiency  analysis  hefps  this  globaTclTemicar 
leader  demonstrate  which  products  and  processes  are  both 
economically  and  environmentally  superior  BASF  communicates 
regularly  about  the  importance  of  sustainability  and  incorporates 
it  into  every  aspect  of  its  business.  In  2007,  BASF,  with  global 
headquarters  in  Germany,  was  designated  Europe's  most  socially 
responsible  company,  according  to  Manager  Magazine's  Good 
Company  Ranking. 

In  2006  this  international  bank  incorporated  an 
innovative  "thermal  ice  storage-based"  cooling  system  into  its 
building  in  Manhattan.  The  system  has  lowered  the  building's 
peak  energy  usage  by  over  900  kilowatts,  saving  about  one  million 
dollars  a  year  Credit  Suisse's  overall  goals  are  energy  savings, 
improved  plant  resiliency,  and  environmental  consciousness.  The 
bank  is  "greening  up"  all  its  facilities  with  the  latest  in  energy- 
saving  systems. 

Known  around  the  world  for  its  office  furniture  and 
architectural  interiors,  this  Holland  (Mich.)  company  has  been  a 
long-time  advocate  for  corporate  environmental  responsibility  The 
company  integrates  sustainable  design  and  materials  into  its  prod- 
ucts and  processes,  and  more  than  90%  of  the  products  Haworth 
sells  in  North  America  are  Greenguard-certified  for  indoor  air  quality 

Combining  healthy  materials  and  efficient  systems 
with  a  resource-saving,  modular  fabrication  process,  LivingHomes, 
based  in  Santa  Monica,  Calif.,  contributes  to  cleaner  air,  water, 
and  soil  by  using  natural  and  nontoxic  materials  and  systems.  The 
model  home  recently  achieved  "platinum"  certification  by  the 
USGBC's  LEED  for  Home  program,  making  it  the  first  home  in  the 
nation  to  be  certified  platinum. 

This  30,000-student  institution,  in 
Pensacola,  Fla.,  chose  to  lower  maintenance  and  energy  costs 
through  a  partnership  with  Trane.  Some  of  the  technical  design 
features  include  such  improvements  as  a  gas  backup  system, 
new  chilled  water  systems,  and  control  system  modifications. 
The  improvements  guarantee  a  minimum  of  $650,000  in  cost 
savings  and  through  a  unique,  phased  approach  will  have  a  major 
positive  impact  on  the  college  operating  budget. 

This  New  York-headquartered 
company  has  completed  41  LEED-certified  projects  and  has 
completed  or  is  currently  working  on  more  than  82  additional 
projects  that  are  registered  with  the  USGBC.  Among  other  initia- 
tives. Turner  has  joined  the  U.S.  Environmental  Protection  Agency's 
climate  leaders  program  and  is  pledging  to  reduce  its  company- 
wide  greenhouse  gas  emissions. 

This  federal  facility  in  New 
Jersey  recently  signed  an  energy  savings  contract  with  Trane  to 
create  high-performance  building  environments.  The  unique  project 
uses  liquid  waste  from  a  nearby  sanitary  district  to  cool  and  heat 
the  base,  plus  such  energy  conservation  measures  as  the  replace- 
ment of  18,000  lighting  fixtures. 

The  5,600-store  drugstore  chain,  based  in  Deerfield, 
III.,  closely  monitors  energy  use  at  each  store,  installing  optimized 
HVAC  equipment  and  adjusting  light  and  climate-control  fixtures 
to  maximize  benefit.  Walgreens  also  uses  the  latest  in  energy- 
efficiency  technologies  in  new  stores  and  retrofits  energy-using 
components  to  reduce  the  energy  costs  at  older  locations. 

The  companies  above  were  selected  by  independent  consultants 
and  the  Energy  Series  2007  Board  of  Advisors.  The  selection 
process  did  not  involve  BusinessWeek  editors  or  staff. 


This 

investment 
is  a 
win-win. 


Energy  security  begins  at  home.  We're  investing  $15  billion 
over  the  next  decade  to  find  and  produce  new  energy  supplies 
in  the  Gulf  of  Mexico.  We're  also  investing  up  to  $4.6  billion 
in  Wyoming  and  in  Colorado's  San  Juan  Basin  to  increase 
production  of  clean  burning  natural  gas. 
It's  a  start. 
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BP 

A  Trusted 
Partner 
for  Green 
Building 


Green  is  tine  new  black.  Not  only  del 
trendsetters  consider  environmentfi! 
building  "hot,"  but  many  vendors 
are  motivated  to  join  the  market  b^ 
the  profit  potential  in  environments 
friendly  products.  For  consumers 
ready  to  use  green  building  tech- 
niques or  retrofit  existing  structure; ,; 
for  energy  efficiency,  however 
the  challenge  lies  in  selecting  the    ;  fe 
right  partner  ;C: 

"In  choosing  supply  sources  for  aW  v 
native  energy  sources  and  produdt 
it's  vital  to  look  for  a  track  record  0(  ipor 
reliability,  quality,  and  trust,"  caution  ie 
Lee  Edwards,  president  and  CEO  olc-  ntht 
BP  Solar  International  Inc.  "BP  hastj  ifyni 
name  and  brand  that  people  recog^ 
and  respect  in  this  new  and  emerg 
marketplace."  The  company,  which 
has  30  years'  experience  using  the 
sun's  energy  to  produce  solar  electric^ 
is  a  division  of  global  energy  giant  BRI^  a  si 

BP  Solar  is  creating  innovative 
products  that  can  be  used  to  incorft-jicon 
rate  solar  technology  into  new  arMass 
existing  buildings.  Green  products  fip;-,. 
such  as  integrated  roofing  tiles 
are  designed  to  reduce  the  overall 
installed  cost,  improve  aesthetics,  a  . 
provide  consumers  with  more  cho 
in  their  solar  projects.  Products 
are  designed  and  manufactured  at 


facilities  in  the  U.S.,  Spain,  India, 
Australia,  and  China. 


lallov 
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In  addition,  BP  Solar  is  supportingpjicg; 
collaborative  design  projects  for 
next-generation  products.  By  brii 
ing  together  materials  suppliers 
enterprises  in  the  roofing  industry,, 4 ,(, 
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s  home  in  Davis,  CA  show- 
!es  BP  Solar's  EnergyTile  roof- 
jgrated  solar  electric  system, 
)roving  the  appearance  of 
jitional  solar  electric  systems. 

hitects,  and  technologists  in 
solar  community,  the  company 
)es  to  continue  expanding  how 
hsumers  can  use  solar  energy. 

^porting  BP  Solar's  collaborative 
lative  is  a  recent  research  grant 
n  the  U.S.  Department  of  Energy. 

funds,  which  are  part  of  the 
E's  three-year  Solar  America 
ative,  will  be  matched  by  BP  and 
d  in  conjunction  with  1 6  partner 
npanies  who  have  teamed  with 
in  this  effort.  Yet  this  funding  is 

a  small  portion  of  BP  Solar's 
3-term  research  and  develop- 
it  investment.  By  collaborating 
1  corporate  partners  and  leading 
/ersities  around  the  world,  the 
ipany  hopes  to  drive  innovation 

will  meet  consumer  demand 
•r\ore  secure,  clean,  and  efficient 
rgy  solutions. 

ving  solar  mainstream  requires 
ing  designs  and  engineering 
allow  products  to  be  incorpo- 
d  effectively,"  Edwards  says. 
3  business  case  for  going  green 
creasingly  clear.  By  producing 
Wative  solar  building  products, 
are  not  only  meeting  our 
'pation  to  shareholders  but 
ig  good  for  our  world." 


This 

investment 
is  a 
wind-wind. 


BP  is  investing  in  wind  to  provide  cleaner  electricity.  Our 
wind  power  project  in  Colorado,  to  be  completed  this  year,  is 
expected  to  generate  enough  electricity  to  power  120,000  homes. 
When  operating,  wind  power  produces  zero  carbon  emissions. 
It's  a  start. 
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produce  the  most  power  in  the  middle  of  the  day,  when 
energy  use  is  highest.  When  solar  power  is  integrated  into 
a  building,  the  need  for  additional  power  plants  brought 
on  line  to  deal  with  peak  power  is  significantly  reduced. 

One  example  of  the  interest  in  this  area  is  the 
Department  of  Energy's  Solar  Decathlon,  a  two-week 
event  on  the  National  Mall  in  which  20  university  teams 
build  the  ultimate  in  energy-efficient  housing.  The  2007 
event  is  planned  for  October.  "As  a  major  sponsor  of  this 
event  since  its  inception,  we  feel  a  great  sense  of  pride 
from  helping  get  the  next  generation  of  creativity  and 
innovation  working  on  practical  solutions,"  says  BP  Solar's 
Edwards.  "It's  a  huge  dose  of  reality  to  see  creative,    ' 
unique,  aesthetically  pleasing  designs  being  created  by 
the  next  generation  of  architects  and  engineers... and 
how  much  more  energy-efficient  a  structure  can  be  versus 
what  is  typically  out  there  today." 

Turning  Old  into  Green 

While  much  of  the  green  building  conversation  focuses 
on  new  buildings,  the  number  of  existing  buildings  dwarfs 
new  construction.  The  potential  for  making  a  difference 
in  terms  of  environmental  impact  is  much  greater  in  the 
world  of  retrofits  and  improvements. 

The  home  improvement  market  alone  is  massive. 
Americans  spent  about  $224  billion  on  home  remodeling 
and  repair  in  2004.  Since  buildings  are  responsible  for  40% 
of  worldwide  energy  flow  and  material  use,  green  remod- 
eling is  becoming  an  ever-bigger  piece  of  the  pie.  The 
green  building  products  market  stands  at  about  $8  billion, 
more  than  10  times  the  2000  total.  Estimates  are  that  by 
201 0  the  market  will  be  worth  about  $32  billion  and  will 
cover  everything  from  flooring  to  windows  to  light  bulbs 
and  on-site  energy  systems.  Low-E  windows,  compact 
fluorescent  light  bulbs  (CFLs),  and  the  coming  revolution  in 
solid-state  lighting  will  all  transform  our  indoor  experience. 
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Babson  College  in  Wellesiey.  Mass.,  installed 
SolarOne  Solutions'  solar-powered  lighting  to  avoid 
disruptive  trenching  and  to  save  on  energy. 
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One  company  in  particular  that  sees  great  opportunity      ^^ 
in  the  move  toward  greener  buildings  is  Trane,  the  make.^ 
of  what's  known  as  "indoor  comfort  systems,"  such  as 
heating,  ventilating,  and  air  conditioning  (HVAC)  productaL^; 
and  services.  Its  varied  client  list  speaks  to  the  breadth  c 
the  market  of  cleaner,  greener  building.  "Around  the  wor^ 
customers  tell  us  that  they  want  an  HVAC  partner  who  gi 
provide  integrated  systems  and  services  that  make  their^j  |^ 
buildings  work  better  for  life,"  says  Craig  Kissel,  presideiij 
of  Trane's  commercial  business.  "We  know  that  meeting* 
our  customers'  needs  requires  HVAC  solutions  with  ma)8[  |, 
mum  efficiency  and  minimal  impact  on  the  environment. :, 
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A  Materials  World  ^J^, 

As  green  construction  has  gone  mainstream,  the  world  I,  ^ 
of  green  materials  and  products  has  followed  closely 
behind.  Whether  building  a  new  project  or  renovating  ani^ 
old  one,  materials  are  essential.  The  universe  of  things 
that  go  into  green  building  include  products  made  from 
environmentally  attractive  materials,  such  as  salvaged 
products,  or  those  that  are  made  with  post-consumer  oii 
post-industrial  content.  Other  items  include  certified  woi 
products,  rapidly  renewable  products,  products  made 
from  agricultural  waste  material,  and  natural  or  minimailyi 
processed  products. 

Green  building  professionals  are  also  incorporating 
products  that  reduce  the  environmental  impact  of  buildi 
operation,  such  as  building  components  that  reduce  he* 
ing  and  cooling  loads,  equipment  that  conserves  energy; 
and  renewable  energy  and  fuel  cell  equipment.  Fixtures 
and  equipment  that  conserve  water  and  products  with 
exceptional  durability  or  low  maintenance  requirements 
are  used  to  meet  goals  tied  to  lowering  impact 

BP  Solar's  Edwards  says  his  company  is  working  or  'f"" 
ways  to  make  lower-impact  energy  solutions  a  mainstre: , 
choice  as  well:  "We're  working  to  increase  solar  power'; 
cost-effectiveness  by  ensuring  designs  and  engineering 
that  will  allow  solar  to  be  btiilt  in  to  new  construction 
projects.  The  next  step  for  all  of  us  is  to  come  up  with  mod 
efficient,  cost-effective  solutions  to  bring  distributed  pov«i|((i, 
to  the  marketplace 
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It's  Good  to  be  Green 

While  interest  and  investment  in  the  green  building  spac 
grow,  many  are  recognizing  the  multiple  wins  each  new 
green  project  represents.  The  advantages  are  rolled  up  i 
a  number  of  issues,  both  macro  and  micro,  that  includei< 
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ing  global  warming,  reducing 
sndence  on  foreign  sources  of 
gy,  decreasing  the  innpact  on 
Dgical  habitats,  and  just  plain 
and  working  healthier 
'he  green  building  universe  is 
.nding  at  an  accelerating  rate, 
is  good  business  and  a  good 
to  be  in  this  business,"  says  BP 
''s  Edwards.  "We're  able  to  apply 
lologies  that  are  available  today 
rate  sufficient  growth  prospects 
ie  future,  create  value  for  our 
3holders,  and  bring  all  of  it  to  a 
dening  segment  of  the  popula- 
It's  a  great  time  to  be  building 
jture." 

•rom  university  students  to  global 
orations,  the  growing  demand  in 
the  residential  and  commercial 
19  is  transforming  not  only  an 
jtry,  but  a  way  of  life— and  a  way 
isiness  life. 
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EVERY   BUILDING 
HAS  A    RESPONSIBILITY. 


When    it   comes   to    high    performance 

BUILDINGS,  TRANE  BELIEVES  ENERGY 
EFFICIENCY  AND  SUPERIOR  DESIGN  GO 
HAND  IN  HAND  WITH  ENVIRONMENTAL 
RESPONSIBILITY.  THAT'S  WHY  TRANE  PROVIDES  SYSTEMS 
AND  SERVICES  THAT  MINIMIZE  THE  COMBINED  IMPACT 
UPON  OZONE  DEPLETION  AND  GLOBAL  WARMING.  FOR 
INSTANCE,  OUR  EARTHWISE™  SYSTEMS  LEAD  THE  INDUS- 
TRY WITH  SUPERIOR  PERFORMANCE,  A  "NEAR  ZERO" 
REFRIGERANT  EMISSIONS  LEVEL,  AND  AT  THE  SAME  TIME 
ARE  FAR  MORE  ENERGY  EFFICIENT  THAN  COMPARABLE 
SYSTEMS.  It's  TRANE'S  way  OF  NOT  JUST  CONTRIBUTING 
TO    BETTER    BUILDINGS    BUT  TO   A   BETTER    WORLD. 
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Parker  on  Wine 


BY  ROBERT PARKER 


Dry^  Sophisticated 
—and  Pink 


i^ 


SALES  OF  ROSE  HAVE  BEEN  CLIMBING  over  the  past  few  years  as  consumers 
discover  that  pink  wine  can  be  crisp  and  dry,  not  just  sugary  plonk.  Chilli 
to  between  55F  and  6OF5  most  roses  generally  are  food-friendly  but  equai 
enjoyable  as  aperitifs.  They're  meant  to  be  drunk  in  their  first  6  to  12 
months,  so  the  recommendations  below  are  all  from  the  2006  vintage. 


Dominio  de  Eguren  Protocolo 
Rosado 

88  points.  A  knockout  Spanish  rose  with  a 
bouquet  of  cranberries  and  raspberries,  the 
wine  is  equal  parts  bobal  and  tempranillo.  It's 
light  in  body,  hot  pink  in  color,  and  a  terrific 
value.  $6 

Celler  de  Cap^anes  Mas  Donfs 
Rosado 

89  points.  This  rose  from  Spain,  a  blend  of 
80%  garnacha,  10%  syrah,  and  10%  merlot, 
is  a  medium-pink  color.  It  offers  gobs  of  ripe 
cherry  flavor  buttressed  by  excellent  acidity 
for  a  great  price.  $9 

Hugues  de  Beauvignac  Syrah  Rose 
Vin  de  Pays 

87  points.  This  100%  syrah  from  France's 
Languedoc  region  shows  a  light-pink  color 
and  an  excellent  nose  of  sweet  cherry  and 
heady  strawberry  notes  with  some  pepper 
and  flowers.  Dry  and  silky  but  wonderfully 
fresh,  this  is  a  delightful  wine  at  an 
unbelievable  price.  $9 

Bodegas  Muga  Rioja  Rosado 

90  points.  This  is  one  of  Spain's  best  roses, 
showing  wonderful  sweet  cherry  notes  with 
some  flowers  and  touches  of  lavender  and 
Provengal  herbs.  While  light  in  color,  the  wine 
has  intense  flavors  that  will  stand  up  to  an 
assortment  of  foods.  $10 

Chateau  Grande  Cassagne  Rose 
Costieres  de  NTmes 
87  points.  A  perennial  favorite  of  mine,  this 
ros6  from  France  has  a  deep-pink  color 


SPANISH  STAR  Bodegas  Muga  has  hints  of  cherries, 
flowers,  lavender,  and  Provengal  herbs 


and  a  big,  exuberant  nose  of  kir  (white  wine 
mixed  with  creme  de  cassis),  strawberry, 
and  raspberry  It's  dry,  medium-bodied,  and 
flavorful,  with  a  quintessential  finish.  "Pretty" 
and  "elegant"  are  the  operative  words  here.  $12 

Iron  l-iorse  Rosato  di  Sangiovese 
Alexander  Valley 
88  points.  This  California  winery  makes  a 
delicious  rose  from  the  sangiovese  grape. 


It  is  herbal,  earthy  and  spicy  in  n 
character,  and  has  good  acidity) 
a  long  finish.  $15 

Andre  Neveu  Sancerre  RA 
89  points.  The  color  is  delicate,  i, 
almost  a  watery  pink,  but  don't  k 
that  fool  you.  This  wine  from  Frar 
Loire  Valley  has  beautifully  perfu' 
strawberry  and  raspberry  notes 
and  more  flavor  intensity  than  oi 
might  suspect.  It  is  a  dry,  refresi 
nuanced,  and  high-class  ros6  fon 
those  with  sophisticated  palates? 

Mitolo  Sangiovese  Jester 
Rose 

89  points.  This  bone-dry,  mediu 
bodied  Australian  ros6  exhibits  a 
atypically  dark  colon  It  has  elega? 
sweet  cherry  and  currant  flavors 
mixed  with  hints  of  saddle  leathr 
and  earth,  $18 


Domaine  de  la  Mordor^e 

Cotes  du  Rhone  Ros^  La 

Dame  Rousse 

88  points.  From  one  of  the  souti 
Rhone  Valley's  great  producers,  this  is  a  bl 
of  grenache,  syrah,  cinsault,  carignan,  anc 
mourv^dre.  It  displays  a  slight  pink/orangf 
and  an  excellent  nose  of  orange  rind,  licori 
sweet  cherries,  and  strawberry  jam.  $18 1 

Robert  Parker  is  the  world's  most  influent'u 
wine  critic.  Visit  eRobertParker.com  to  see 
of  thousands  of  tasting  notes,  buy  his  book 
subscribe  to  his  newsletter,  The  Wine  Advoc 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
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srsonalFinance  I  Q&A 

In  Defense 

OfHedge 

Funds 

A  high-net-worth  investment  adviser  takes  on 
those  who  say  the  glory  days  are  over 


HEDGE  FUND  ASSETS  COULD  hit  $2  triUion  this 
year,  a  staggering  number  that  has  many  in- 
vestment pros  saying  there's  too  much  mon- 
ey chasing  too  few  opportunities  and,  thus, 
these  private  partnerships  have  seen  their  best 
days.  Ed  Easteriing,  47,  founder  and  presi- 
dent of  Crestmont  Research  in  Dallas,  takes 
issue  with  the  critics.  After  working  20  years  in  private  equity, 
Easteriing  estabUshed  his  firm  in  2000  to  select  hedge  fiinds  for 
high-net-worth  investors.  He  also  teaches  a  course  on  hedge  funds 
at  Southern  Methodist  University's  Cox  School  of  Business.  East- 
ering  spoke  with  BusinessWeek  correspondent  Aaron  Pressman. 


Is  it  right  to  say  hedge  funds  failed  in 
2006  because  they  trailed  the  S&P  500 
on  average? 

No.  The  idea  behind  a  hedge  fiind  is  to 
control  downside  risk.  If  you've  done 
that,  you  don't  need  nearly  as  much  of 
the  upside  to  just  match  market  returns 


over  time.  Let's  say  you  could  break  even 
in  months  when  stocks  go  down.  What 
share  of  the  upside  during  up  months 
would  you  need  to  match  market  returns 
over  time?  Most  people  think  it's  close 
to  two-thirds  but  it's  just  30%.  Last  year 
some  people  said  hedge  funds  didn't 


work  because  they  got  a  12%  retui 
15%  market  environment.  That  wi ' 
you  can  also  avoid  the  downside. 

Do  hedge  fund  indexes  overstate  av 
returns  because  bad  funds  can  dro| 
whenever  they  want  to? 

Hedge  fiinds  list  their  returns  in 
databases  voluntarily,  so  investoi 
see  them.  The  databases  act  like  a  ( 
service.  We've  found  that  some  of  tl 
funds  don't  report  because  they're 
to  new  investors.  Some  leave  the 
bases  if  they're  performing  well  b< 
they  no  longer  need  the  exposure, 
ies  have  shown  that  twice  as  many 
vdthdraw  from  index  databases  fo) 
performance  than  drop  out  for  bad 

Many  people  also  see  the  fees  on  heil 
funds  and  complain  that  they're  too) 
Are  they? 

People  grew  very  fee-conscious  : 
'90s,  and  if  s  probably  causing  thi 
adopt  hedge  ftmds  slowly.  As  witif 
fessional  fields,  there  is  often  a 
relationship  between  the  level  oi 
formance  and  level  of  compensatiiiKit 
manager  skill  is  the  source  of  the  1 1  Iks 
well,  you  get  what  you  pay  for. 

Keep  in  mind  that  in  general,  th( 
jority  of  hedge  ftind  fees  are  profilfi 
ing,  which  makes  the  fees  self-adjij( 
If  performance  declines,  so  will  tid^  ii 
And  the  fees  are  in  line  with  otheii  jjie{ 
of  alternative  investments.  If  we  1 1 
private  equity,  venture  capital,  real  iK  riti 
timber,  and  so  forth,  the  overall  1( 
fees  is  consistent. 

Don't  hedge  funds  use  a  lot  of  borroiftro 
money,  which  creates  more  risk? 

Most  hedge  funds  employ  modest-^' 
leverage,  and  relatively  few  use  lev#liSi 
to  boost  returns  from  general  n 
exposure.  Actually,  most  ftmds  usen 
age— under  a  loose  definition  of  th.li|tep 


ten 


lb 


.TERLING  says  that 
|ge  funds  limit 
i'nsiderisk,  making 
;  11  long-term  winners 


dd  hedges  to  the  portfolio  in  order 
ace  risk. 

u  concerned  that  the  hedge  fund 
fry  has  become  too  big? 

presumably  the  concern  would  be 
(returns.  If  you  look,  despite  record 
and  a  record  numbers  of  hedge 
they  had  great  returns  in  2006.  It 
ntinued  into  this  year, 
ggregate,  even  if  there  is  $2  trillion 
!e  funds,  the  markets  within  which 
articipate  are  more  than  $100  tril- 
0  hedge  funds  still  represent  less 
^%  of  global  financial  assets.  The 
s  sound  big,  but  the  key  is  that  the 
hey  operate  in  are  even  bigger. 

iconvertible  arbitrage  funds  suffer 
'ears  ago  from  too  much  money? 

a  great  example  of  what  happens 
too  much  money  goes  into  one 
People  didn't  lose  a  lot  of  money, 


but  the  returns  diminished  significantly. 
Then  money  came  out,  and  it  has  been  a 
terrific  strategy  over  the  past  year  or  so. 

Hedge  fimds,  because  of  the  way  they 
operate,  can  lead  to  overinvestment  in  cer- 
tain markets.  Yet,  as  we  saw  with  converts, 
the  markets  will  ultimately  correct.  Even 
then,  it  didn't  cause  a  major  blowup. 

Financial  markets  are  not  always  ef- 
ficient and  perfectly  priced,  and  the  ac- 
tions of  hedge  funds  will  help  iron  out 
the  inefficiencies  and  get  them  back  in 
line.  Over  time,  we'll  see  continued  pro- 
liferation of  new  investment  styles.  Any 
time  a  new  market  gets  active,  whether 
its  energy  futures  or  weather  derivatives, 
hedge  funds  come  in.  That  enables  the 
industry  to  expand  without  the  kind  of 
concentration  that  crimps  returns. 

Do  you  agree  when  people  say  hedge 
funds  are  lightly  regulated? 

No.  It's  another  myth.  Hedge  funds  are 


required  to  comply  with  every  rule,  regu- 
lation, and  law  that  affects  virtually  all 
investors  in  the  financial  markets.  Then 
there  are  a  variety  of  investor-related 
laws  and  regulations  that  impact  who 
can  invest  with  hedge  fiands.  There  are 
state  and  federal  laws  that  require  some 
managers  to  register  as  investment  ad- 
visers—which adds  additional  regula- 
tions and  requirements,  including  peri- 
odic examinations  and  filings. 

Why  are  there  so  many  myths,  in  your 
view,  around  hedge  funds? 

Laws  and  regulations  preclude  hedge 
funds  from  discussing  their  activi- 
ties publicly,  so  they  appear  exclusive 
and  elusive,  though  not  necessarily  by 
choice.  When  the  underinformed  view 
an  unfamiliar  process  that  operates 
with  different  principles  and  objec- 
tives, the  natural  result  is  m5^h  and 
misunderstanding.  ■ 


Jars  of  experience  can  have  that  effect. 


Call  your  broker,  or  visit 
hartfordinvestor.com. 

Mutual  Funds 
401(k) 

Annuities 
Life  Insurance 


Prepare  to  Live 


The1_ 
Hartford 
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PersonalFinance  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

WILL  WARREN  BUFFEH  UP  HIS  STAKE  IN  BELEAGUERED  USG? 

KAYDON  FEELS  BRISK  WINDS  BLOWING  ITS  WAY. 

THE  ROBUST  RESULTS  COULD  CONTINUE  AT  UNITED  RETAIL. 


'W     ^ 


USG:  Fresh  Blueprints 

Buzz  THAT  WARREN  BUFFETT  may  hike  Berkshire 
Hathaway's  17%  stake  in  USG  (USG),  the  world's 
No.  1  maker  of  gypsum  wallboard,  is  heating  up.  "We 
think  Buffett  will  act  soon,  before  the  housing  cycle  turns," 
says  Michael  Metz,  chief  investment 
strategist  at  Oppenheimer.  The 
housing  slump  has  pounded  USG, 
whose  stock  has  sagged  from  58 
in  February  to  48  on  June  27  Sales 
slowed,  and  analysts  scaled  back  their 
earnings  estimates.  But  Metz  sees  the 
stock  at  70  in  12  months,  when  he 
expects  a  housing  upturn  to  begin. 
Most  analysts  are  down  on  USG,  but 
Daniel  Scalzi  of  Matrix  USA  tags  it  a 
buy,  based  on  its  solid  balance  sheet 
and  7.5%  return  on  capital.  Despite 
the  housing  mess,  sales  continue  to  rise,  but  more  slowly, 
says  Scalzi.  He  also  expects  Buffett  to  raise  Berkshire's 
stake.  "That's  what  he  does  when  he  favors  a  company," 
says  Scalzi.  "Buffett  trusts  USG's  management."  Jim  Barrett, 
research  director  at  CL  King  &  Associates,  predicts  a  12% 
drop  in  USG's  2007  sales.  Even  so,  he  rates  it  a  "strong  buy," 
with  a  12-month  target  of  67.  "The  time  to  buy  high-quality 
cyclicals  is  when  uncertainty  is  greatest,"  says  Barrett. 
USG  is  for  investors  with  "the  patience  to  buy  prior  to  what 
we  think  Avill  be  an  inevitable  improvement  in  investor 
sentiment."  A  Buffett  spokeswoman  said  Berkshire  doesn't 
discuss  portfolio  activities. 
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Wafting  Higher 
On  Wind  Turbines 


WIND  POWER  is  hot  as  alternative  energy,  and  it 
is  attracting  investors  to  Kaydon  (KDN),  a  maker 
of  precision  components,  including  anti-friction 
bearings  for  wind  turbines.  Kaydon's  products  are  engineered 
for  robotics,  aerospace,  and  other  industrial  uses,  but  "the 
big  driver  of  growth  will  be  the  exploding  demand  for  its 
bearings  for  wind  power  equipment,"  says  Wallace  Jones 
of  GreenTech  Research,  which  owns  shares.  Its  stock  has 
cHmbed  from  39  in  December  to  51.96  on  June  27.  Jones 
figures  it  will  hit  65  in  a  year.  Wind  turbine  makers  can't 
keep  up  with  demand,  which  bodes  well  for  Kaydon,  says 
Jones.  He  sees  sales  of  wind  gear  jumping  from  $35  million 
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in  2008  to  $100  million  by  2010. 
Jones  forecasts  profits  of  $2.35  a 
share  in  2007  on  sales  of  $445  million 
and  $2.65  in  2008  on  $500  million. 
He  says  private  equity  groups  may 
propose  a  management-led  buyout 
with  its  strong  cash  flow  and  $300 
million  on  the  balance  sheet.  Holden 
Lewis  of  BB&T  Capital  Markets,  also  a 
bull,  says  CEO  James  O'Leary  "aims  to 
bring  new  eyes  to  the  M&A  objective." 
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Are  the  Figures  Improving 
At  United  Retail? 

SUMMER  USUALLY  BRINGS  sunshine  to  sales,  and  I 
United  Retail  Group  (URGI),  which  caters  to  the  "L 
woman"  market  that  produced  sales  of  $18.5  billio 
year,  expects  to  beat  the  Streef  s  forecasts  this  time  aroui 
missed  first-quarter  estimates,  driving  the  stock  down  fr' 
16  to  11.75.  But  it  has  since  posted  strong  same-store  salt 
up  4%  in  May,  and  results  in  the  next  few  months  shoulc 
be  favorable,  says  Erin  Moloney  of 
Merriman  Curhan  Ford,  who  rates 
United  a  buy.  Its  apparel,  including  the 
Avenue  label,  is  for  women  wearing 
size  14  or  over.  Researcher  NPD  Group 
says  the  average  size  of  American 
women  is  14.  United's  long-term 
growth  is  intact,  says  Moloney,  who 
sees  it  earning  72(1;  a  share  in  2007 
on  sales  of  $478  million,  and  $1.06 
in  2008  on  $512  million.  "We  expect 
United  to  post  stronger  same-store 
sales  this  summer  as  warmer  weather 
releases  pent-up  demand  for  apparel  assortments,"  says 
Shaun  Smolarz  of  Sidoti,  who  values  the  stock  at  22.  Am 
credit  United's  staying  power  to  its  management  team, 
having  perfected  fashion  for  the  large-woman  market.l 


BusinessWeek  .com 


ONLINE  The  Company  Insight  Center  lets  you  dig  into  data  on  more  th 
350.000  companies— public  and  private— worldwide.  Find  the  best  corr 
resource  on  the  free  Web  at  investing.businessweek.com 

Gene  Marciai's  Inside  Wall  Street  is  posted  at  businessweek.com/investc 
p.m.  EST  on  the  magazine's  publication  day  usually  Thursdays. 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nort 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  invest 
banking  or  other  financial  relationships  with  them. 
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In  America's  Cup"^IIP?fWWWWWWIHW(P9WPWI?W«WffWWBWng  edge  it  takes 
the  right  combination  of  strategy,  teamwork,  timing  and  knowledge,  moment  by  moment. 
This  is  what  you  can  expect  from  Allianz  -  a  global  leader  in  Insurance  and  Asset  Management. 
That's  why  we  are  the  choice  of  a  large  number  of  Fortune  Global  500*'  companies  and 
individuals  around  the  world,  www.allianz.com/americascup 


Allianz.  Financial  solutions  from  A-Z 


INSURANCE    I    ASSET   MANAGEMENT   |    BANKING 

Thank  you  to  BMW  ORACLE  Racing  and  to  all  teams 
for  great  racing  in  the  32nd  America's  Cup. 


Allianz  @ 


Hianz  is  a  registered  trademark  ot  Allianz  St,  Germany.  Aftianz  Sf  i$the,parcnt  company  of  entities  around  the  world  such  as 
iCF,  Allianz  Global  Investois  and  Dresdncr  Bank.  The  range  of  services  m  different  markets  may  \ia\y. 
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Figures  of  the  Week 


STOCKS 
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COMMENTARY 

Even  a  late  rally  couldn't  lift 
the  markets.  Lennar  and  Pulte 
Homes  fell  by  more  than  5% 
on  disappointing  house  sales. 
Subprime  jitters  hit  Lehman 
Brothers  (-4.6%),  Citigroup 
(-3.0%),  Morgan  Stanley 
(-2.3%),  and  Goldman  Sachs 
(-2.9%).  Rising  energy  prices 
boosted  Exxon  0.8%,  while  J.M. 
Smucker  was  up  10.9%,  aided  by 
strong  peanut  butter  sales. 

Data:  Bioomberg  Financial  Markets,  Reuters 
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52-WEEK  TOTAL  RETURN 
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■I  S&P  500  ■  U.S.  DIVERSIFIED  H  ALL  EQUITY 


%  5         10        15        20        25        30 

Data:  Morningstar  Inc. 


THE  WEEK  AHEAD 


PURCHASING  MANAGERS'  INDEX 

Monday,  July  2, 10  a.m..  EDT  »The 
Institute  for  Supply  Management's 
June  manufacturing  activity  index 
is  expected  to  hold  steady  at 
55.1%,  after  rising  to  55%  in  May. 
That's  the  median  forecast  among 
economists  queried  by  Action 
Economics.  New  orders  have 
picked  up  considerably  in  the  past 
two  months. 
FACTORY  INVENTORIES 
Tuesday  July  3, 10  a.m.  EDT 
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U.S.  MARKETS 

JUNE  27 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P 500 

1506.3 

-0.4 

6.2 

21.6 

Dow  Jones  Industrials 

13,4277 

-0.5 

77 

22.9 

NASDAQ  Composite 

2605.4 

0.2 

7.9 

24.0 

S&PMidCap400 

8973 

-0.2 

11.6 

215 

S&PSmallCap600 

433.7 

-0.3 

8.4 

20.5 

DJWilshireSOOO 
SECTORS 

15,1871 

-0.4 

6.8 

21.9 

BusinessWeek  50* 

858.4 

-0.6 

75 

22.2 

BW  Info  Tech  100" 

488.6 

0.2 

92 

34.0 

S&P/Citigroup  Growth 

691.8 

-0.3 

6.0 

20.6 

S&P/Citigroup  Value 

813.1 

-0.6 

6.4 

22.5 

S&P  Energy 

528.7 

0.3 

16.1 

31.4 

S&P  Financials 

489.8 

-1.5 

-1.1 

15.3 

S&P  REIT 

186.3 

-0.4 

-6.3 

13.7 

S&P  Transportation 

282.3 

0.1 

70 

3.5 

S&P  Utilities 

199.9 

0.5 

71 

24.5 

GSTI  Internet 

NA 

NA 

NA 

NA 

„^    951.4 

0.3 

8.7 

24.3 

GLOBAL  MARKETS  june27  week 

S&P  Euro  Plus  (U.S.  Dollar)  2165.7  -2.8 

London  (FT-SE 100)  6527.6  -18 

Paris  (CAC  40)  5941.7  -2.5 

Frankfurt  (DAX)  7801.2  -3.6 

Tokyo  (NIKKEI  225)  17,8493  -2.0 

Hong  Kong  (Hang  Seng)  21,705  6  0.1 

Toronto  (S&P/TSX  Composite)  13.741.9  -1.7 

Mexico  City  (IPC)  30.804.2  -2.4 


%   ' 

YEART: 

DATEt    gi 

m 

4.9 


87 
16.5 


•Match  19, 1999=1000   -February  7,  2000=1000 


FUNDAMENTALS  jm26 

S&P  500  Dividend  Yield  1.80% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  176 

S&P  SCO  P/E  Ratio  (Next  12  mos.)*  15.3 

First  Call  Earnings  Revision*  0.14% 

TECHNICAL  INDICATORS  june26 

S&P  500  200-day  average  1426.6 

Stocks  above  200-day  average  610% 

Options:  Put/call  ratk)  0.97 

Insiders:  Vickers  NYSE  Sell/buy  ratio  5.37 


WEEK  AGO  •■ 

1.75%"^  iS 
18.1  §4 
15.8  :| 

031% 


WEEK  AGO 

1421.5:||p 
69.C 
0.78  ^' 

5.38  N 


W 


T 


m 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH  % 


WORST-PERFORMING  ^^^^ 

MONTH  % 


Automobiles 

16.5 

Tires  &  Rubber 

215.6 

Photographic  Products 

121 

Divstd.  Metals  &  Mining 

1027 

Oivsfd.  Metals  &  Mining 

10.0 

Fertilizers  &  Ag.  Chems. 

70.8 

Fertilizers  &  Ag.  Chems. 

91 

Internet  Retailers 

55.3 

Trading  Cos.  ADistribs. 

9.0 

Constr.  Materials 

53.6 

GROUPS 
Homebuilding 

Coal 

Home  Furnishings 
Agricultural  Products 
Leisure  Products 


-14.8 

-97 
-91 
-8.6 
-7.9 


Gold  Mining  Ji 

Agricultural  Products  b 
Homebuilding  fi 
Home  Furnishings 
Airlines 


m 


EQUITY  FUND  CATEGORIES 


4WEEK  TOTAL  RETURN 
LEADERS 


%        52-WEEK  TOTAL  RETURN 
LEADERS 


PadficAsiaex-JapanSili. 

KT 

70.2 

Diversified  Emerging  Mkts. 

3.8 

Pacific/Asia  ex-Japan  Stk. 

64.3 

Diyersified  Pacific/Asia 

3.5 

Diversified  Emerging  Mkts. 

537 

Latin  America  Stock 

LAGGARDS 

2.4 

Foreign  Small/Mid  Growth 

LAGGARDS 

364 

Spedatty-Real  Estate 

-4.7 

Bear  Market 

-172 

Specialty-Health 

-3,4 

Muni  Single  State  Short 

3.0 

Specialty-Utinties 

-3.0 

Muni  Natkxial  Short 

3.2 

Long  Government 

-2.6 

Inflation-Protected  Bond 

37 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 
LEADERS 

iShatesFTSEXha.Ch.25Mx.  12.5 

Columbia  Greater  China  Z  115 

Columbia  Greater  China  A  11.5 

Columbia  Greater  China  C  114 

LAGGARDS 

iShare$DJU.S.HonieConsb^.  -15.3 

SPDRS&PHomebuildersETF  -139 

ProFundsRealEsLSvc  -8.1 

ProFunds  Real  Est  Inv.  -80 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

DireXn.Lat.Am.Buil2Xlnv.  148.8 

ProFds.UltraEmrg.Mkts.lnv.  1121 
ProFds.  UltraEmig.  Mkts.  Svcl09.9 
Dreyfus  Prem.Grtr  China  I     103  8 

LAGGARDS 

AnwfHorlmesbnent  -667 

ProFds. UltSh.En¥g.lVI<ts.Svc  -610 
ProM5.UltSh.Eni»Mds.Siic-60.6 
DireXn.  Emrg.  Mkts.  Bear  2X  -58.3 


INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS  «  U 


Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


General  Obligations 


lO-yR,  BOND 

4.15% 


Taxable  Equivalent 


5.93 


Insured  Revenue  Bonds 


1.34 


Taxable  Equivalent 


» Manufacturing  inventories 
probably  increased  by  0.3% 
during  May,  after  a  0.5%  jump 
in  April.  Inventory  growth  should 
rise  at  a  faster  pace  now  that 
stockpiles  are  more  in  line  with 
sales  and  stronger  demand. 
NONMANUFACTURERS'  INDEX 
Thursday,  July  5, 10a.m.  EDT 
»The  Institute  for  Supply 
Management's  June 
nonmanufacturing  activity  report 
probably  eased  to  58%  after 


jumping  to  a  better-than-expected 
59.7%  in  May. 

EMPLOYMENT  Friday,  July  6, 
8:30  a.m.,  EDT » June  nonfarm 
payrolls  are  forecast  to  have 
increased  by  135,000  workers, 
although  manufacturers  probably 
cut  payrolls.  Businesses  added 
157,000  jobs  in  May.  The  jobless 
rate  most  likely  held  at  4.5%  for 
a  third  consecutive  month,  and 
June  average  hourly  earnings 
most  likely  grew  by  0.3%. 


6.20 

The  Sus/nessWeek  productiow     '' 
improved  to  307.4  for  the  weeMf^W 
June  16,  a  9%  gain  from  a  yeaM 
Before  calculation  of  the  four-w 
moving  average,  the  index  fellH 
309.7. 


mi.smossWock  .com 


ONLINE  The  Company  lnsigt< 
Center  lets  you  dig  into  data  t^ 
than  350.000  companies-fx  '* 
and  private— worldwide.  Find ' 
company  resource  on  the  fref 
at  investlng.businessweel(XiMi 

For  the  BW50,  more  investme 
data,  and  the  components  of 
the  production  index  visit 
buslnessweek.com/extras. 


116  I  BusinessWeek  I  July  9  &  16,  2007 


t« 


m 


11 

fcitj 


)mpany  Index 

dex  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
ice  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
.  Companies  listed  only  in  tables  are  not  included. 


ealth  Partners 

(AIXD)93 
h20 

und97 
p30 
ial2 
)30 

^MZN)70,88 

rtainment  93 

D)38 

(AMR)  70 

MGN)80 

PL)  88 

s(APPB)12 

i\RB)20 

eSl 

ipacific 

IS  64 

Computer  38 

>2,70,88 
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cKenzie42 
;apital  26 
mpartamos96 
Tierica  (BAG) 

BCS)21 

)italll4 

jsearch  56 

rns(BSC)21, 

28 

Iners  10 

roup  49 

Hathaway 

14 

BBY)44, 

e  Group  (BX) 

}2,126 

g34 

as(BNPQY)26 
1  Hamilton  80 
4,41 
China  10 

'ers(BMY)80 


;ological 

)4 

curities70 

Mountain 

>64 


Cantor  Fitzgerald  28 
Captura  14 
CassadaySl 
CBS  (CBS)  88 
CCW(0MC)70,79 
Challenger  Gray  & 

Christmas  52 
Chevron  (CVX)  24 
China  Motor  10 
Chrysler  (DCX)  88 
CIBC(CM)26 
Cinemark(CNK)93 
Cisco(CSCO)70,97 
Citigroup  (C)  28, 94 
Clayton  Dubilier  126 
Clearstone  Venture  97 
CL  King  114 
CNBC  34, 122 
CNN(TWX)34 
Coca-Cola  (KG)  70 
Cohen  &Grigsby  10 
CohenMilstein9 
Comedy  Central  (VIA) 

88 
Common  Sense 

Advisory  14 
CondeNast34 
Cone  14 
ConocoPhillips(COP) 

24,41 
Cosmos  Ignite  97 
Costco  (COST)  54 
Credit  Suisse  (CS) 

26,30 
Crestmont  Research  112 
Cubit  Media  70 
CVS/Caremark  (CVS) 

100 
CyberAlert70 


D 

DCIP93 
Debenhamsl2 
Delahaye70 
Delessert  Financial  60 
Del  Monte  (DLM)  9 
Delphi  (DPHIQ)  24 
Deutsche  Bank  (DB)  26 
Digg88 
DigiBee97 

Dollar  General  (DG)  26 
Dow  Jones  (DJ)  9, 24, 
34 


eBay  (EBAY)  38, 58, 
96,97 

Echo  Research  70 
Edelman79 
EHealth54 
Electronic  Arts  (ERTS) 

88 
Elitegroup  Computer  38 
EMI  88 

Epstein  Becker  9 
Ernst  &  Young  70, 80 
Euro  Pacific  Capital  26 
Extend  Benefits  54 
ExxonMobil  (XOM)  24, 

41,70,80 


F 

Factiva  70 
Family  Wealth 

Management  51 
Fantesca  60 
FedEx  (FDX)  54 
Financial  Engines  49, 56 
Fleishman-Hillard(OMC) 

70,79 
Flickr(YH00)94 
Ford  (F)  70, 88 
Foreclosure.com  26 
Foreign  Tire  Sales  9, 24 
Fox  (NWS)  34, 88 
Fred  Meyer  (KR)  54 


G 

Gartner  (IT)  38 
Gazprom  24, 41 
GE(GE)34,60,70,80 
Genentech(DNA)98 
Geographic  Expeditions 

64 
GM(GM)10,16,24,44, 

49,88,94 
Goldman  Sachs  (GS)  24, 

26,28,86 
Google  (GOOG)  16, 20, 

38,88,94,96,124 
Greely  Automotive  10 
GreenTech  Research  114 


Eagle  Creek  Winery  60 
Eastman  Kodak  (EK) 
93,94 


H 

HangzhouZhongce 

Rubber  9, 24 
Health  Quote  USA  54 
Hearst  60 
HebeiZhongxing 

Automotive  10 
Hewlett-Packard  (HPQ) 

101 
Honda  (HMC)  16, 88 


Horizon  Wealth 
Management  49 


I,  J 

IBM  (IBM)  88, 94 
lntel(INTC)18,38,40, 

88,101 
James  Mead  80 
J&J(JNJ)70 
JPMorgan  Chase  (JPM) 

21,26,28 


Kaydan  Group  49 
Kaydon(KDN)114 
KDPaine70 
Khosia  Ventures  97 
Kraft  (KFT)  20 
Kurt  Salmon  12 


Lehman  (LEH)  26, 
28,60 

Lennar(LEN)21,24 
Lenovol8 

Lippincott  Mercer  70 
Liz  Claiborne  (LIZ)  24 


M 

Macy's(M)126 
Martha  Stewart  Living 

(MS0)24 
Matrix  USA  114 
McGraw-Hill  (MHP)  26, 

34,96 
McKinsey96 
Merck  (MRK)  80 
Merrill  (MER)  26, 28 
MerrimanCurhanFord 

(MEM)  114 
Merritt  Hawkins  100 
Metaweb94 
Microsoft  (MSFT)  70, 

88,94,101 
Miller  Brewing  70 
Moody's  (MCO)  26 
Morgan  Stanley  (MS)  96 
Momingstar(MORN)49 
Motorola  (MOT)  40, 88 
Movaya  10 
MSNBC  102 
MTV  (VIA)  88 
MySpace(NWS)88 


New  York  Life  56 
New  York  Times  (NYT) 

34 
Nintendo  (NTDOY) 

16,88 
Nokia  (NOK)  88 
Nomadic  Expeditions  64 
Novatium97 
NPD  Group  88, 114 
Nvidia  (NVDA)  88 


Office  Depot  (ODP)  14 
Omidyar  Network  96 
Omnicom  (CMC)  70, 79 
0ppenheimer(0PY)114 
Oracle  (ORCL)  94 
Otis(UTX)70 


P&G(PG)20,70,80 
Panera  Bread  (PNRA)  12 
Paramount  (VIA)  88 
Pathmark(PTMK)100 
PDVSA24,41 
Pearson  (PSO)  34 
Pemex  41 

Peninsula  Hotels  40 
PepsiCo  (PEP)  70 
PFC  Energy  41 
Pfizer  (PFE)  70 
pfmbonsai.com  60 
Philip  Morris  (MO)  30 
PortalPlayer  88 
Pratt  &  Whitney  (UTX) 

70 
ProCredit  Holding  96 
Publix(PUSH)12 


Qualcomm(QCOM) 
38,93 

Radar  Networks  94 
Regal  Entertainment 

(RGC)93 
RegentAtlantic56 
Remote  River 

Expeditions  64 
Reuters  (RTRSY)  34 
Royal  Dutch  Shell  (RDS) 

41,70 


N 

NComputing38 
News  Corp.  (NWS) 
34,38 


S 

SABMiller70 
Safeway  (SWY)  12 
Samsung  18 
S&P(MHP)21,24, 

26,96 
SAP  (SAP)  70 
Screen  Digest  93 
Sequoia  Capital  96, 97 
Seven  Squared  56 
SidotilM 
Sikorsky  (UTX)  70 


SKSMicrofinance96 
Sony(SNE)88 
Southwest  (LUV)  70 
Starbucks  (SBUX)  60 
Statoil(STO)24 


Target  (TGT)  14, 54, 79 

Technicolor  93 

Technomicl2 

Tellabs(TLAB)30 

thebigspacel2 

Thomson  (TMS)  93 

Thomson  (TOC)  34 

Thomson  Safaris  64 

3i97 

Time  Warner  (TWX)  9 

Toshiba  18 

Total  (TOT)  24 

Toyota  (TM)  10, 16 

Trader  Joe's  54 


U 

UBS  (UBS)  26 
Unilever  20, 70 
United  (UAUA)  70 
United  Retail  (URGI)  114 
United  Technologies 

(UTX)  70 
Unitus  Equity  Fund  96 
Universal  Music  88 
UPS  (UPS)  54, 70 
U.S.  Foodservice  (AHO) 

24 
USG(USG)114 


Valero  Energy  (VLO)  80 
Verizon  (VZ)  18, 88 
Vulcan  Portals  18 


W,X 

Walk  Japan  64 
Wal-Mart  (WMT)  12, 54, 
79,88,100 

Walt  Disney  (DIS)  88 
Wamer  Bros.  (TWX) 

88,93 
Washington  Post  (WPO) 

34 
Wells  Fargo  (WFC)  24 
Wildwater  Expeditions 

64 
Williams  &  Hall  64 
W.W.Norton  60 
Xerox  (XRX)  120 


Y,Z 

Yahoo!(YH00)24,88 
YouTube(GOOG)10, 

94,96 
Ziqifza97 
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www.businessweek.com/classifiedc 


For  Ad  Rates  and  informatl 
Phone:  (312)  464-0500 
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Internet  TV  -  Positive  Programming 


What's  New  and  Exciting 
on  the  Internet? 


w  yy  w.S  up/ar/j  sJVJrJsis/T  V.£;dj/J 


Watch  Live 
Online! 


24-Hours  a  Day 
on  Internet  TV 


Featuring  Pot itive,  Inspirational  and  Entertaining  Programs 

•  Words  of  Wisdom  •  Noteworthy  News 


■  * 


•Vegetarian  Cooldng 
Selected  Movies 


•A  JoumeyThrough  Aesthetic  Realms 

•  International  Entertainment  Pro-ams,  etc 


Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 
Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bw 


Property  for  Sale 


BEACHFRONT  LOTS 
YUCATAN,  MEXICO 

Unspoiled  Beaches,  History  &  Nature 
in  colonial  Campeche.  Large  Sea 
Ranch  lots  from  $75,000,  Beachfront 
from  $125,000. 

www.SantillanaSeaRanch.com 

SantlllanaSeaRanch@gmail.com 

800-517-8340 


Office  Furniture 


FREE  SHIPPINQ 

Absolutely  No  Hidden  Costs  or  Fees  &  No  Minfmums, 


31% -47% 
Off  Retail  on  all 


File  Cabinets 


xten$li/e  Online  Catalog    . 

Inclucfing^DesksvChairs/Files,  Tables  &  Bookcase^ 


Setting  the  Standard  for  Online  Office  Furniture 

®PLAIMET 

/7\     OFFICE  FURNITURE 

www.PlanetOfficeFurniture.com 
fge^^  1-866-380-4978 

Authorized  Online  Dealer  for  l-IEI|\| 


Fall  Protection 


DO  THE  RIGHT  THING! 

gW|  Through 
^^^  Skylights 

with 

F4£.LGUARD^ 

^%  SKYLIGHT 
^"^  ^  SCREENS 


OSHA  29  CFR  1926.501  Considers 
Skylights  to  Be  "HOLES"  in  Roofs. 


Q  PLASTECO,  Inc. 

800-231-6117  X307 
www.plasteco.com 


Business/Career  Opportunities 


AN  INCREDIBLE  INVENTION 


Proven  to  cut  electricity  costs 
by  up  to  40%. 

Manufacturer  seeks  USA  &  overseas 
distributors  for  this  top  quality  higti  tech 
product  with  amazing  consumer  demand. 

Tel: +44  (0)1872  223  000 

Contact:  www.somars.com 

for  further  information 


Rated  One  of  the 

TOP  BUSINESSES 

for  2007 


Business  Loans  •  Equipment  Leases 

OWN  YOUR  OWN 
BUSINESS  LOAN  COMPANY 

No  experience  needed,  we  support  youl 

•  Arrange  business  loans  and  leases 
from  $10k  -  SIC  million. 

•  Work  directly  with  national  lenders. 

•  Unlimited  earning  potential  and 
residual  income 


all  now  to  receive  a  FREE 
DVD  Seminar  and  Brochurel 


.800-336-3933 


^       ^     www.viewbfccom 
The  Loan  Gmsultants,  Inc,  since  1 983 


Education/Instruction 


Franchise  Opportunitii 


Real  Estal 

Franchise  Opportuniii 

Europe -Middle  East -USI 


BuySell 


I  •t-397.26.2l 

BuyS«IICy| 

I  frandiltaOtiuyMlicni 


wUcypJH 


Financial  Services  s 


ASSET  PROTECTI 


Offshore  &  Swiss  Banh 
Accounts/Credit  &  Debit  C( 
Offshore  Corporations  &  T|1 


604-608-6177  ' 

BarberFinancialAdvisors.! 


Financial  Plann^ 
STOCK  GUIDD 


Call  900-448-1 1C 

Cost  $3.00  per  call 
Must  be  18  or  older 


iSilEf! 


Business  Services  i  >( 


he, 


CHINA  RECRUITMP 


CEO,  GM,  Operations  Dir.,  CR^  jj^. 
Mgr,  etc.,  All  industries,  20  yrs  in  ir 
12  yrs  in  recruiting  for  multinatd  M( 
Aust.  passport  holder,  Chinese* 
able  to  find  you  the  right,  high-Ci'  ' 
candidates  professionally,  cost'4  mj, 
tively,  and  with  long-term  perspii 

^,«ie 


Alfred  Shum:  86-1360  1099  872 
Email:  ashum@onpresslnt.( 


Marketplace  Advertise 


The  BusinessWei 
MarketPlace...lt  Wof 

•  Advertise  in  the  Sus/nessli  (jj 
Marketplace  and  reach  /. 

5  million  responsive  readertl  ^ 

•  Reaching  more  business  l*  |fef[( 
professionals  than  any  otll^  u. 
business  magazine...        ; 

caii312-464-050W 

additional  Marketplace  adverf< 
Information  and  rates,  or  ei}< 

MMiller@classifiedinc.l 

(For  customer  service/subscria 
call  1-800-635-1200)    i 


■     I  BusinessWeek  I  »«, 

iarketPlace 


For  more  advertiser  information,  log  onto 
www.businessweek.com/classifieds 

P,  For  Ad  Rates  and  Information 

Phone:  (312)  464-0500 
J  Email:  MMiller@classlfiedinc.com 


Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


IE  IS  IT.  Over  92%  of  people  who  own  exercise  equipment 
i  88%  of  people  who  own  health  club  memberships  do  not 
TCise.  A  4  minute  complete  workout  is  no  longer  hard  to 
'ieve  for  all  the  people  who  since  1990  have  bought  our 
ellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
3  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 

health  benefits  experienced 
ing  that  tryout,  and  the  ROM 
formance  score  at  the  end  of 
h  4  minute  workout  that  tells  the 
ry  of  health  and  fitness 
(rovement.  At  under  20  cents  per 

the  4  minute  ROM  exercise  is 
least  expensive  full  body 
nplete  exercise  a  person  can  do. 
V  do  we  know  that  it  is  under  20 
its  per  use?  Over  90%  of  ROM 
chines  go  to  private  homes,  but 
have  a  few  that  are  in  commercial 
'  for  over  12  years  and  they  have 
lured  over  80,000  uses  each, 
lout  need  of  repair  or  overhaul. 

ROM  4  minute  workout  is  for 
pie  from  10  to  over  100  years  old 

highly  trained  athletes  as  well. 


The  ROM  adapts  its  resistance  every  second  during  the  workout 
to  exactly  match  the  user's  ability  to  perform  work.  It  balances 
blood  sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to 
be  true?  Get  our  free  video  and  see  for  yourself.  The  best  proof 
for  us  is  that  97%  of  rentals  become  sales.  Please  visit  our 
website  at:  www.FastExercise.com. 


The  typical  ROM  purchaser  goes  through  several  stages: 

Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

Reading  the  ROM  literature  and  reluctantly  understanding  it. 

Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 

Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 


Order  a  FREE  DVD  or  video  from  vvww.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:   ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319    •    Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  REiNTAL  APPLIES  TO  PURCHASE. 


IdeasBooks 


The  Science  of  'Aha!' 

SMART  WORLD  Breakthrough  Creativity  and  the  New  Science  of  Ideas 

By  Richard  Ogle;  Harvard  Business  School  Press;  303pp;  $29.95 


:i-r.".--"- 


Talk  to  the  R&D  directors  or  CEOs  of 
innovative  companies,  and  they  will  tell 
you  that  most  of  their  breakthroughs 
come  from  just  a  few  key  individuals. 
Or  look  at  history's  great  leaps,  from  the 
printing  press  to  the  personal  computer, 

which  were  also  made  by  a  crucial  core.  Why  them?  And  can 
mere  mortals  learn  from  them  to  be  more  creative? 

Consultant  Richard  Ogle  boldly  claims  to  have  the  answers 
in  his  provocative  but  frustrating  new  book,  Smart  World: 
Breakthrough  Creativity  and  the  New  Science 
of  Ideas.  "The  central  claim  of  this  book  is 
that...  we  can  gain  radically  new  insight 
into  how  creative  breakthroughs  happen," 
he  asserts.  Moreover,  he  adds,  "this  new 
understanding  can  help  you  transform  your 
ovvn  business  or  profession." 

Spinning  a  wide  variety  of  tales,  with 
characters  ranging  from  Gutenberg,  Steve 
Jobs,  and  Watson  and  Crick  to  the  Barbie 
doll  and  Pablo  Picasso,  Ogle  arrives  at  nine 
laws  that  "crack  the  code  of  creativity."  The 
one  he  stresses  the  most  is  the  notion  that 
innovation  doesn't  come  from  a  brilliant 
mind  toiling  alone.  Instead,  the  real 
genius  is  in  making  sense  of  what  is  often 
a  tumult  of  already  existing,  if  separate, 
developments  and  ideas. 

Take  the  printing  press.  Ogle  persuasively 
argues  that  all  the  elements  were  in  place 
when  Gutenberg  came  along.  There  was  a  big  potential 
market  to  be  tapped— pious  Catholics  hungry  for  everything 
from  Bibles  to  church  documents.  The  grow^  of  trade  and  a 
merchant  class  meant  that  capital  was  available  to  invest  in  a 
costly  new  process.  And  the  existing  technology  for  stamping 
out  coins  en  masse  provided  the  basic  printing-press 
mechanism.  By  Gutenberg's  time,  printing  was  an  invention 
waiting  to  happen,  observes  the  author.  Similarly,  Francis 
Crick  and  James  Watson  did  litde  themselves  to  discover  the 
structure  of  DNA,  he  contends:  Rather  than  the  scientists, 
he  argues,  it  was  an  ethereal  interplay  of  ideas  circulating 
around  the  field  that  "was  doing  the  thinking." 

So  you  shouldn't  try  to  come  up  with  the  Next  Big  Thing 
via  deep  thinking  alone,  he  advises:  "Don't  waste  time 
inventing.  ...What  you  need  is  already  out  there.  Just  find  it 
and  integrate  it." 

That's  just  the  start,  though.  Ogle  points  out  that  Xerox 
created  a  far  more  capable  minicomputer  than  the  more 
successful  Altair  and  Apple  II  machines,  yet  the  Xerox 
device  went  nowhere.  The  reason:  Xerox  had  no  links 
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to  suppliers  or  to  the  initial  niche  market  of  enthusiast 
needed  to  make,  use,  and  improve  its  invention.  "It  wa 
quite  literally,  out  of  the  loop."  Here,  Ogle  draws  an  ob 
lesson:  "In  order  to  survive  and  prosper,  breakthrough 
innovations  must  be  integrated  into  the  mainstream." 

But  that  only  gets  you  part  of  the  way.  Why  did  Wai  *: 
and  Crick  get  to  the  finish  line  ahead  of  Linus  Pauling 
Why  was  it  Gutenberg  who  created  the  first  printing  p  ,;„, 
and  not  someone  else?  Ogle  finds  the  answer  in  someKk 
that  "has  long  had  a  bad  rap"— the  imagination.  jir 

"Imagination  is  not  the  poor  cousin  of  reason,  ...but 
rather  ...the  very  basis  on  which  intelligent,  sense-mai, 
thought  builds,"  he  writes. 

In  addition  to  such  nuggets  of  wise* 
Smart  World  is  laced  with  colorful 
tales— and  claims— of  breakthroughs 
science,  technology,  art,  and  architect  jif' 
For  instance.  Ogle  calls  British  l8th  a 
19th  century  artist  J.M.W.  Turner  the 
truly  modern  painter."  Why?  He  comti 
"the  abstract,  intangible,  demassifiedc 
world  of  kinetic  forces  proposed  by 
scientists ...  [with]  the  spiritual  dimer 
of  Romanticism...  [creating]  nothings 
than  a  new  space  for  art  to  unfold  injV 
Ogle  writes. 

But  as  this  quote  suggests.  Ogle  toon' 
often  says  simple  things  in  a  complica:^ 
way.  He  also  has  an  annoying  habit  of 
repeating  his  main  points  over  and  OV' 
And  he  overplays  his  conclusions  as  "f 
radical  break  with  the  pasJ 
challenging  some  of  our  n  '"':" 
deeply  held  beliefs  regard 
the  mind's  creative  power 

Sorry,  Richard,  but  this  i  ^.^ , 
plowed  ground,  and  some  vMif, 
beliefs  you  purport  to  overtf  tti 
such  as  the  "conventional  I  •  ^,, 
wisdom"  that  breakthrougl|  j^g; 
don't  draw  upon  a  larger  ca 
are  straw  men  you've  set  U] 
And  while  the  insights  inS^jnti) 
^^^^^^^^^  World  do  have  value,  I  don'*  jm 

^^^^^^^^^  quite  understand  how  peoj»  ifcti 

are  supposed  to  develop  the  type  of  imagination  that  cani  '^ 
transform  a  business  or  a  profession.  Ogle  concludes:  "Al" 
all,  trust  your  imaginative  faculties  as  they  surf  embedded  ts^ 
webs  of  intelligence  near  and  far,  and  have  the  confidena*  ffii 
that. ..the  space  of  ideas,  shaped  by  the  laws  of  network    '  ""o 
dynamics,  will  do  most  of  the  hard  thinking  for  you." 
I  wish  it  were  that  easy.  ■ 

-By  John 


Inventing 
is  overrated, 
savs  Ogle, 
who  claims  to 
have  cracked  * 
the  code  of 
creativity 
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WITH  MARIA  BARTIROMO 


Richardson  on  the  Record 


OF  ALL  THE  DEMOCRATIC  CANDIDATES  for 

President,  no  one  can  compete  with  Bill 
Richardson  for  depth  and  breadth  of  public 
service.  Now  governor  of  New  Mexico,  Rich- 
ardson has  served  as  a  member  of  Congress, 
Energy  Secretary  in  the  Clinton  Adminis- 
tration, Ambassador  to  the  U.N.,  and  Spe- 
cial Envoy  to  North  Korea,  Iraq,  and  other 
hot  spots.  With  the  massive  war  chests  of 
Senators  Hillary  Clinton  and  Barack  Obama, 
wags  have  suggested  that  Richardson  is  run- 
ning for  Vice-President  or  Secretary  of  State. 
But  the  governor,  who  would  be  the  first  La- 
tino in  the  White  House,  is  adamant  that  his 
eye  is  on  the  Presidential  prize  and  he  will  be 
competitive  in  the  early  primaries  of  2008. 


Immigration  reform  is  of  enormous  concern  to  business,  but 
a  fix  seems  to  be  slipping  away.  How  would  you  solve  this 
conundrum? 

The  President  is  on  the  right  track,  but  ...I 
beUeve  five  things  need  to  happen:  Double 
the  border  patrol;  impose  sanctions  on  em- 
ployers that  knowingly  hire  illegal  workers; 
help  Mexico  start  creating  more  jobs  on  its 
side  of  the  border;  increase  H-IB  visas  so 
that  more  high-skilled  workers,  especially  in 
high  tech,  can  come  into  the  country  and  we 
can  remain  competitive;  and  [establish]  a  le- 
galization program  based  on  good  behavior. 
That  means  learning  English,  certifying  that 
a  job  exists  here,  paying  a  fine  for  being  here 
illegally,  and  embracing  American  values. 
This  is  a  sensible  immigration  plan  that  is 
not  amnesty  because  if  you  look  at  the  legislation,  it's  going  to 
take  nine  years  to  get  a  green  card.  Some  individuals  will  pay 
as  much  as  $9,000  in  fines,  and  if  s  going  to  take  12  years  to 
even  apply  for  citizenship.  Those  that  say  this  is  an  amnesty 
are  really  promoting  the  politics  of  fear. 

Would  you  extend  or  make  permanent  the  lower  tax  rate  on 
capital  gains? 

Yes.  I'm  a  pro-grovv^th  Democrat.  As  President,  I  would  use  the 
tax  code  to  incentivize  the  economy.  I  would  give  tax  incentives 
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to  companies  that  pay  over  the  prevailing  wage,  to  techn 
startups,  to  companies  that  move  into  rural  areas.  I 
try  to  get  tax  simplification,  tax  fairness.  I  would  increa; 
incentives  for  the  middle  class.  I  would  expand  the  ea 
income  tax  credit,  which  I  believe  helps  a  lot  of  working 
lies.  I  would  also  have  an  industrial  policy  that  would  i 
government  fiinds  in  two  areas:  critical  infrastructun 
companies  vdth  high  grovith  potential— -renewable-e 
companies,  high-tech  telecommunications,  health. 

What  about  the  dividend  tax  cut?  Would  you  extend  that? 

I  would  look  at  all  the  Bush  tax  cuts  but  not  make  them  p( 
nent.  I  believe  we  have  to  shift:  them  to  the  middle  class. 

So  how  would  you  deal  with  the  deficit,  with  Medicare, ! 
Security?  i  mean,  something's  got  to  give. 

I  would  take  the  following  steps.  First,  a  constitutional  ar 
ment  to  balance  the  budget.  Second,  a  line-item  veto  f< 
President.  I  would  also  institute  pay-as-you-go  policies, 
them  part  of  the  law,  so  if  you're  going  to  have  a  tax  ( 
new  program,  you've  got  to  pay  for  it.  I  would  also  get 
earmarks.  That's  about  $13  billion.  Also,  there's  a  lot  c 
porate  welfare.  I  would  have  a  national  commission  l(l|| 
corporate  incentives  that  I  believe  are  not  needed.  With  .'i 
Security  ...maybe  you  look  at  a  uniii 
pension— a  national  401(k)  with  portfl 
so  when  people  move  fi"om  job  to  job! 
can  keep  their  pension,  which  is  nii 
case  now.  On  Medicare,  you  have  to  1<  I  ifuie 
prevention  when  33%  percent  of  Mei<  if'se 
is  diabetes.  i  ae  n 

test 


How  about  the  AMT,  the  alternative 
minimum  tax  that  each  year  seems  to« 
ensnare  more  and  more  middle-class  ifnn 
Americans?  How  do  you  fix  that? 

We've  got  to  get  rid  of  that  cost-of-l 
provision  that  adversely  affects  the  n(*!st3 
class ...  but  basically  keep  it.  i  Wal 

fitelv. 
Are  you  in  favor  of  taxing  Big  Oil? 
No,  but  it  got  $32  billion  in  subsidies  in  the  last  energi 
which  it  doesn't  need.  I  would  take  those  huge  subsidies  • 
but  I  wouldn't  impose  a  windfall  profits  tax.  I  think  the  1 
for  our  country  is  in  renewables.  It's  in  solar  wind,  bid  tare 
fiael  cells.  I  don't  believe  the  fiiture's  in  fossil  fuels.  That  dc  a'n 
take  oil  out  of  the  equation.  But  at  a  time  when  we  n«it 
become  energy-independent,  it  got  huge  benefits  that»i  ijei 
technologies  needed.  If  s  a  national  security  issue  when  6  ( itior 


ssil  fuel  is  imported  oil.  I  would  have  an  Apollo  program 
uce  that  dependence. 

>rmer  Energy  Secretary,  how  would  you  characterize  this 
ry's  energy  policy? 

ive  no  energy  policy.  The  President  failed  to  acknowl- 
he  science  to  reduce  greenhouse  gas  emissions,  and  he's 
favored  oil,  nuclear,  and  coal  to  the  detriment  of  new^ 
Dlogies.  He's  failed  to  wrork  with  Detroit  to  increase  fuel 
ncy.  It's  been  a  disastrous  energy  policy  that  I  believe  is 
ig  us  more  and  more  vulnerable. 

!  established  New  Mexico  as  a  clean  energy  state.  Would 
newable  energy  standard  work  on  a  national  level? 

Italy.  I  would  propose  that  we  go  to  30%  renewable  elec- 
by  2030.  We're  doing  it  in  California,  New  Mexico,  and 
states.  We're  not  waiting. 

!  negotiated  with  North  Korea.  Are  we  on  the  right  path? 

e  are.  And  I  was  just  there  three  months  ago,  and  the  shift 
cy  is  working.  We've  talked  to  them  directly ...  about  a  long- 
deal  that  involves  them  dismantling  nuclear  weapons  in 
ige  for  getting  sanctions  lifted,  getting  food  and  fuel.  But 
ations  are  going  to  be  difficult,  and  we  have  to  have  stron- 


ger verification  systems  so  they 
don't  cheat.  There's  no  guarantee 
they  won't,  but  what  you  don't 
want  is  what  happened  in  the  last 
five  years  when  North  Korea  buUt 
up  stockpiles  of  uranium  and  plu- 
tonium.  They  maybe  have  five  or 
six  nuclear  weapons.  I'm  a  great 
believer  in  direct  engagement.  I 
would  talk  directly  to  Iran,  to 
Syria,  to  North  Korea,  to  try  to 
seek  common  ground.  By  not 
talking  to  bad-behavior  regimes, 
we're  not  advancing  America's 
interests.  We've  got  to  use  diplo- 
macy, and  if  there's  any  message 
[sent  by]  this  Administration, 
it's  that  they're  trigger-happy. 
They're  military  and  preemption 
first,  diplomacy  second.  I  would 
do  the  opposite. 

And  Russia— friend  or  foe? 

The  reality  is  that  Russia  is  not 
a  friend  or  a  foe.  Russia  is  a 
strategic  competitor  We  need  to 
deal  with  Russia  because  if  s  an 
expanding  economic  power  and 
energy  power.  We  need  Russia's 
support  in  making  sure  Iran 
doesn't  buUd  nuclear  weapons. 
And  we  need  Russian  energy 
supply  in  the  international  mar- 
ket for  stable  financial  prices.  But 
right  now  we're  virtually  starting 
a  new  Cold  War  with  our  pro- 
posal to  build  a  missile  system 
in  the  region.  At  the  same  time, 
Russia  is  moving  toward  fewer 
democratic  freedoms.  It  is  a  very 
erratic  relationship  that  is  based  on  mistrust  of  the  two  leaders. 

You've  called  for  an  immediate  withdrawal  from  Iraq.  Wouldn't 
that  set  off  a  bloodbath? 

There  is  a  bloodbath  now.  My  call  is  for  a  withdrawal  by  the 
end  of  the  calendar  year  with  no  residual  forces,  accompanied 
by  a  strong  diplomatic  plan  to  bring  the  three  groups  in  Iraq 
into  a  coalition  government,  to  have  division  of  oil  revenues, 
and  establish  three  separate  entities,  plus  an  all-Muslim  peace- 
keeping force.  That  would  include  a  dialogue  with  Iran  and 
Syria  to  stabilize  the  region. 

Senators  Obama  and  Clinton  have  raised  more  than  $50 
million  between  them  in  the  first  quarter  alone.  How  can  you 
and  other  candidates,  like  Senators  [Joe]  Biden  and  [Chris] 
Dodd,  stay  in  this  big-money  race  for  much  longer? 

I'll  be  most  likely  exceeding  my  first-quarter  [fund-raising]  to- 
tal. So  I  will  have  enough  to  run  a  strong  campaign  in  the  first 
four  states,  which  are  the  barometers  for  gaining  momentum 
in  the  subsequent  states.  This  race  should  not  be  decided  on 
how  m.uch  money  is  raised,  who  the  wealthiest  candidate  is,  or 
who  the  biggest  rock  star  is.  ■ 

Maria  Bartiromo  is  the  anchor  of  CNBC' s  Closing  Bell. 
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An  Upside  to  Inequality? 

Is  the  American  Dream  dead?  Some  seem  to  think  so.  They  point  to  stud; 
showing  that  income  for  the  rich  is  growing  faster  than  for  the  poor.  In 
this  view,  we've  become  a  class  society  where  a  minority  hves  in  opulenc. 
while  most  struggle  with  little  hope  of  getting  rich  themselves.  But  new 
research  suggests  that  greater  inequality  may  be  both  fair  and  beneficial 


' 


According  to  a  study  by  the  National  Bureau  of  Economic 
Research,  much  of  the  increased  inequality  in  the  past 
generation— including  almost  all  the  gains  among  top 
earners— occurred  because  companies  upped  their  use  of 
performance  pay.  That  is,  inequality  has  risen  for  a  good 
reason:  The  economy  is  increasingly  rewarding  hard  work. 

Of  itself,  inequality  is  neither  positive  nor  negative.  What 
matters  is  why  incomes  are  unequal.  In  a  class-based  society 
where  a  few  families  control  wealth  through  inheritance  or 
coercive  means,  rising  inequality  does  indeed  cause  harm. 
Higher  inequality,  in  17th  century  England  or  in  Saudi  Arabia 
today,  means  increased  hardship  for  most  workers. 

However,  in  a  society  where  most  wealth 
is  earned,  some  greater  inequality  can  benefit 
most  citizens.  Consider  Google  Inc.  founders 
Larry  Page  and  Sergey  Brin,  who  each  worth 
$16  billion,  thanks  to  their  stake  in  the  search 
giant.  Their  success  has  made  America  a 
demonstrably  less  equal  country— who 
wouldn't  want  to  swap  paychecks  with  them?— 
yet  most  people  are  better  off  for  it.  Google's 
services  allow  tens  of  millions  of  Americans  to 
find  what  they  want  fast  on  the  Internet  and  use 
a  quality  e-mail  service  free  of  charge.  Page  and 
Brin  got  rich,  and  thus  increased  inequality,  by 
improving  the  lives  of  others. 

That's  why  it's  dangerous  for  government  to 
intervene  when  hard  work  and  innovation  raise 
inequality.  Instead,  policymakers  ought  to  examine  what 
caused  inequality  before  concluding  it  ought  to  be  rectified. 

One  major  change  in  the  economy  has  been  wider  use  of 
performance  pay  that  bases  workers'  compensation,  at  least 
in  part,  directly  on  their  productivity.  New  technologies  have 
made  it  easier  to  measure  the  performance  of  individual 
workers.  More  employers  use  commissions,  piece-rate  pay,  or 
performance  bonuses  to  compensate  workers.  The  proportion 
of  jobs  with  pay  tied  to  performance  rose  from  30%  to  45% 
from  1976  to  1998.  Half  of  salaried  employees  today  work  in 
jobs  with  at  least  some  performance  pay.  Companies  have 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 
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embraced  this  system  because  it  encourages  employees  t 
work  harder. 

But  performance  pay  increases  inequality  in  two  waysi 
First,  it  rewards  those  who  produce  more.  Imagine  two  c( 
repair  shops:  The  first  pays  every  employee  a  flat  hourly 
wage  for  installing  replacement  wdndshields;  the  second c' 
pays  workers  a  flat  fee  for  each  v^andshield.  The  second 
company  has  a  less  equal  workforce  than  the  first,  becauii 
performance  pay  gives  greater  rewards  to  more  diligent  i 
productive  workers,  meaning  higher  inequality. 

Second,  employees  in  performance-pay  jobs  step  thinp 

a  notch  and  work  harder.  Consequentiy  they  earn,  on  avei 

,  more  than  workers  with  a  set  wage  or  salarjr 

^A/"  r)3.VinS  lOr    higher  wages  for  performance-pay  workers,s' 

^^    ^    •^        ^  not  others,  also  increase  inequality. 

The  NBER  study  by  economists  Thomas 
Lemieux,  W.  Bentiey  MacLeod,  and  Daniel 
Parent  shows  that,  after  controlling  for  facte! 
like  the  increasing  value  of  education,  24%  i' 
the  increase  in  inequality  from  1976  to  1993'; 
occurred  because  of  the  increase  in  performt 
pay  (enjoyed  most  by  managers,  salesmen, 
craftsmen,  and  professionals).  More  striking! 
performance  pay  explains  almost  all  of  the 
increase  in  inequality  for  the  top  20%  of  wa^ 
earners.  The  top  earners  have  made  so  mucl' 
through  hard  work,  not  family  background. 
Many  assimie  that  rising  inequality  means 
people  bom  into  poverty  will  have  a  harder  time  getting  ah' 
Performance  pay,  however,  increases  inequality  and  opporti 
simultaneously:  By  encouraging  employees  to  work  harden 
raises  average  wages.  And  with  performance  pay,  which  rev 
the  best  workers,  race  or  family  background  matters  less. 

Yes,  an  economy  that  rewards  hard  work  generates 
inequality.  But  that  economy  is  indisputably  fair.  That's  v 
rather  than  bemoaning  inequality,  policymakers  must  se^ 
for  ways  to  expand  the  number  of  jobs  that  can  base  pay 
performance  and  allow  more  workers  to  share  in  the  gaim 
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James  Sherk  is  Bradley  Fellow  in  Labor  Policy  for  the  Cm 
for  Data  Analysis  at  the  Heritage  Foundation. 
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Special  Advertising  Section 

\  TOP  COMPANIES:  AVERAGE  112%  RETURN 

Equity  Investor's  Micro-Cap  Review 

licro-Cap  companies  featured  on  this  page  were  among  America's  top  domestically  traded  companies 
narket  capitalizations  from  $20  million  to  $500  million,  in  terms  of  12-month  share  price  performance  for 
jriod  ending  4/30/07.  While  past  performance  is  never  a  guarantee  of  future  results,  these  four  companies 
sent  investment  opportunities  worthy  of  any  Micro-Cap  investor's  close  consideration. 
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12-Month  Share  Price  Performance  for  the  period  ending  4/30/07 
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LJ  International,  Inc. 

Symbol:  JADE  (NasdaqGM) 

Industry:  China  and  Jewelry 
IR  Contact:  Maris  Tajyar 
htajyar@irintl.com 

LJ  International  designs,  manufactures  and 
markets  fine  jewelry.  It  sells  to  jewelry  chains, 
department  stores,  variety  stores  and  home 
shopping  networks  worldwide.  Its  ENZO  retail 
chain  is  now  the  largest  foreign-based  jewelry 
retailer  in  China,  with  over  60  stores  across 
China,  including  Hong  Kong  and  Macau. 

•  MARKET  CAPITALIZATION:  $185.6  Million 

•  REVENUE  (ttm):  $123  Million 

•  QUARTERLY  REVENUE  GROWTH  (year-over-year):  27% 

•  QUARTERLY  EPS  GROWTH  (year-over-year):  78% 

•  SHARE  PRICE  APPREC.  (12  mos.  to  4/30/07):  177% 

Ladenburg  Thalmann  Financial  Services  Inc. 

Symbol:  LTS  (AMEX) 

Industry:  Investment  Banking  and  Asset  Management 

IR  Contact:  Jessica  de  la  Reza 

IR@ladenburg.com 

Principal  operating  subsidiary  Ladenburg 
Thalmann  &  Co.  Inc.,  founded  in  1876  and 
NYSE  member  since  1879,  provides  invest- 
ment banking,  asset  management  and  corporate  finance  services  for 
emerging  growth  companies,  also  a  member  of  the  AMEX,  SIPC. 
Notable  investor  Dr.  Phillip  Frost  serves  as  Chairman  of  LTS,  holds 
|31%  stake. 

•  MARKET  CAPITALIZATION:  $430  Million 

•  LEADING  SPAC  UNDERWRITER:  $2.9  Billion 
•2006  REVENUES:  $46.9  Million 

•  Pt'  2006  REVENUE  GROWTH:  53%  over  prior  year 
•ASSETS  UNDER  MANAGEMENT:  $1.25  Billion 
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NexMed,  Inc. 

Symbol:  NEXM  (Nasdaq) 

Industry:  Specialty  Pharmaceuticals 
IR  Contact:  Mark  Westgate 
mwestgate@nexmed.com 

NexMed  develops  innovative  topical 

treatments  based  on  existing  drugs 

where  safety,  efficacy,  and/or  patient 

compliance  are  issues.  Our  global  licensing  agreement  with  Novartis  is 

for  the  development  and  commercialization  of  a  new  topical  treatment 

for  onychomycosis  (nail  fungus).  NexMed  offers  a  robust  product 

pipeline. 

•  MARKET  CAPITALIZATION:  $109  Million 

•  MARKET  CAPITALIZATION  Doubled  Since  Dec.  2006 

•  CASH  POSITION:  $10.7  million 

•  Novartis  Payments  to  NEXM:  $51  Million,  plus  royalties 

•  Novartis  Phase  3  iaegun  January  2007 

Zix  Corporation 
Symbol:  ZIXI  (Nasdaq) 

Industry:  Softv^/are 
IR  Contact:  Peter  Wilensky 
invest@zixcorp.com 
ZixCorp  is  revolutionizing  the  secure 
and  timely  delivery  of  sensitive  infor- 
mation in  two  markets:  1)  email 
encryption  in  healthcare,  finance,  and  government  with  the  industry's 
largest  hosted  key  directory  and  2)  e-prescribing,  a  mobile  hand-held 
solution  enabling  doctors  to  save  lives,  save  time  and  save  money  by 
electronically  writing  and  sending  prescriptions  to  pharmacies. 

•  MARKET  CAPITALIZATION:  $128.5  Million 

•  2006  REVENUES:  $18.4  Million 

•  REVENUE  GROWTH  (5  YR  CAGR):  82% 

•  Q1  07  BACKLOG:  $27.9  Million 

•  Q1  07  Y-O-Y  EPS  IMPROVEMEJvn":  80% 
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BY  JACK  AND  SUZ  Y  WELCH 


Private  Equity  Redux 


What's  your  opinion  about  all  the  hoopla  surrounding  private 
equity  lately? 

-Dev  Patel,  Chicago 

We  think  it  looks  a  lot  like  a  movie  we've  seen  before,  from  its 
exciting  action  scenes,  to  its  scary  parts,  to  its  larger-than-life 
heroes  and  their  headline-grabbing  foes.  It  even  seems  like 
this  movie  is  going  to  have  the  same  ending:  a  contentious 
climax  and  then  a  swift  resolution  that  leaves  a  few  people 
disappointed  but  most  people  feeling  like  they  got  their 
money's  worth.  In  other  words,  we  think  the  controversy 
surrounding  private  equity  today  is  pretty  dam  similar  to  the 
clamor  that  accompanied  what  was  called  the  LBO  movement 
in  the  late  1980s.  And  that  resemblance  can  only  tell  us  one 
thing— that  capitalism  is  working,  with  its  cycles  and  ever- 
increasing  competitiveness. 

So  to  answer  your  question,  we  think  the  hoopla  is  just 
hoopla,  and  when  the  industry  eventually  cools  off,  most 
people  will  see  the  latest  run  of  private  equity  for  what  it 
was,  a  galvanizing  mechanism  that  directly  made  several 
thousand  companies  more 
productive  and  indirecdy  made 
the  American  economy  more 
competitive  than  ever. 

Now,  that  conclusion  might 
not  sound  surprising  given  our 
typical  pro-business  stance  and 
the  fact  that  one  of  us  (Jack) 
spent  the  '80s  involved  in 
dozens  of  leveraged  buyouts. 
But  our  view  on  private  equity 
today  also  grows  out  of  more 
current  participation:  Over  the 
past  six  years,  Jack  has  worked 
with  the  private  equity  firm 
Clayton,  Dubilier  &  Rice.  That 

experience  has  confirmed  for  us  why  private  equity  deserves 
not  disdain  but  appreciation.  Because  private  equity  almost 
always  creates  thriving  businesses.  It  makes  a  company's 
vision  clear  and  goals  measurable.  It  tighdy  aligns  goals 
with  compensation  systems.  It  creates  an  exciting  ownership 
mentality,  unleashing  renewed  passion  from  employees.  And 
it  does  all  those  things  fast. 

We're  often  asked:  "Can't  regular  companies  do  all  the 
same  things?"  Some  do,  of  course,  but  too  many  do  not  for 
myriad  reasons,  including  entrenched  management,  inertia, 
fear  of  change,  bond  rating  concerns,  and  neglect.  Left  to 
their  own  devices,  too  many  companies  also  fail  to  install  the 
kind  of  governance  you  find  in  private  equity  firms,  where 
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When  all  the 
hoopla  is  done, 
this  wave  of 
LBOswiU 
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America  more 
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owners  and  managers  with  skin  in  the  game  take  the  p  ''| 
of  directors  who  fly  in  every  other  month  to  maintain  tl 
status  quo.  In  private  equity,  board  meetings  center  nol  .| 
questions  like,  "Has  anything  happened  to  embarrass  i 
lately?"  but  on  comments  such  as,  "Forget  the  quarter, 
the  investment."  Put  it  all  together,  and  no  wonder  pri^  | 
equity  makes  companies  so  competitive. 

YES,  THAT  COMPETITIVENESS  has,  in  turn,  made  some  h 
profile  entrepreneurs  very  rich,  like  Steve  Schwarzman. 
whose  Blackstone  IPO  made  billionaires  out  of,  well, 
founders.  But  private  equity  has  also  been  responsible  1 
widespread  wealth  creation.  The  pension  ftinds  of  teac! 
unions  and  all  types  of  employees  in  the  public  and  pri' 
sectors  are  major  beneficiaries.  Indeed,  private  equity  h 
done  more  to  enhance  the  security  of  retirement  fiands 
most  other  kinds  of  investment.  The  winners:  not  only 
several  thousand  bankers  but  millions  of  ordinary  worl 

And  yet,  the  debate  over  private  equity  continues  to 
intensify.  Witness  the  recent  call  for  an  increase  in  the 
industry's  tax  rates.  Incidentally,  thaf  s  a  repeat  scene,  t 
the  late  '80s,  Congress  imposed  a  levy  on  corporate  per 
fund  withdrawals  that  were  being  used  to  fund  LBOs. 

Regardless  of  whether  tax  legislation  occurs  now  or  r 
private  equity  cycle  will  play  out.  Look,  private  equity  th 
when  businesses,  underperiforming  for  whatever  reasor 
be  bought  at  attractive  prices  with  low-cost  money.  Ine\ 
though,  those  deals  dry  up.  That's  what  happened  last  t 
With  EBITDA  (earnings  before  interest,  taxes,  depreciat 
and  amortization)  multiples  climbing  from  5  to  6  to  7  tc 
9  and  credit  getting  more  expensive  and  restrictive  by  tl 
private  equity  continued  buying  less  promising  compan 
a  premium.  The  poster  child  for  this  dangerous  dynamii 
Federated  Department  Stores.  It  declared  bankruptcy  inii 

Today,  a  property  availa^ble  at  a  single-digit  EBITDAs  i  Hf 
be  rare  and  wondrous,  which  is  why,  perhaps,  so  many  t 
beginning  to  suggest  that  the  private  equity  heat  wave  i  I 
starting  to  cool.  That's  not  a  bad  thing.  It's  natural.  Crec    • 
undoubtedly  tighten,  activity  will  slow,  and  there  will  pip 
be  our  own  era's  version  of  a  Federated  or  two.  But  the  i 
trillion  U.S.  economy,  more  competitive  and  resilient  thif 
ever— thanks  in  part  to  private  equity  itself— can  handle  I  JiE? 
comes.  And  when  this  movie  reaches  its  conclusion,  you 
be  sure  most  people  will  be  looking  forward  to  a  sequel. 


Jack  and  Suzy  Welch  look  forward  to  answering  your  questio 
about  business,  company,  or  career  challenges.  Please  e-mail 
at  thewelchway@businessweek.com.  For  their  weekly po 
go  to  businessweek.com/search/podcasting.htm. 
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windfall.  What  do  you  do  when  wealth  suddenly  comes  your  way?  Last  year  Morgan  Stanley 
3ted  more  than  $720  billion  of  global  Mergers  and  Acquisitions  transactions.  And,  in  the 


k  i."e 


:ess,  helped  owners  and  leaders  of  businesses  both  large  and  small  deal  with  the  consequences 
sudden  increase  in  personal  wealth.  Whether  you  benefit  from  a  merger  or  the  sale  of  a 
iness,  no  one  is  better  suited  to  help  you  think  through  your  opportunities  than  a 
■gan  Stanley  Financial  Advisor. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/wORLDWlSE 
or  call  866.479.1836 


i»niiiiimnniMMBWiiMiim«Mi 


II.      wi 


.  THE  ALL  NEW  TAURUS. 
RATED  THE  SAFEST 
FULL-SIZE  CAR  IN  AMERICA 


It's  official.  The  all  new  2008  Ford  Taurus  is 
rated  the  safest  full-size  car  in  America,  based 
on  NHTSA*  and  NHS  crash  tests. 

The  Taurus  earned  perfect  five-star  safety 
ratings  in  four  impact  categories:  driver,  front 
passenger,  front  and  rear  side. 

What  makes  Taurus  unique? 


it  starts  with  the  airbags.  Six  of  them.  Standard. 
Innovative  SPACE  Architecture™  not  only  enhances 
cabin  safety  in  side  impacts,  it  also  helps  give 
Taurus  the  roomiest  interior  of  any  full-size  car 
in  America.** 

The  all  new  28-mpg,^  263-horsepower  Taurus. 
Check  it  out  at  your  Ford  Dealer  or  fordvehicles.com. 


FIVE-STAR  CRASH  TEST  RATINGS  IN  ALL  FOUR  CATEGORIES 

^  ^  ^  ^  ^  I  DRIVER  FRONTAL  CRASH  RATING/FRONT  SEAT  SIDE  CRASH  RATING 
^  ^  ^  ^  ^  I  PASSENGER  FRONTAL  CRASH  RATING/REAR  SEAT  SIDE  CRASH  RATING 


:w^ 


BOLDMOVES 


'Based  on  both  NHTSA  five-star  crash  test  ratings  and  with  optional  ESC,  ilHS  Top  Safety  Pick.  Star  ratings  are  part  of  U.S.  Oept,  of  Transportation's 
Safercargov  program  (www.safercar.gov).  **Class  is  5-passenger  large  car  *EPA  estimated  18  city/28  hwy  mpg.  FWD. 
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Outsouri^l  Ser^ices,#drfr  Accenture. 

Outsourcing  can  be  an  essential  tool  for  any\/ ,„ 
organization  seeking  rapid  performance     ^3^^ 
improvements,  while  simultaneously  controllingfT^ 
Qjr£ducmg  costs.  With  our  complete  range  of  ^i'  ^ 
outsourcing  services,  we're  currently  helping; /''•.>' 
over  400  clients  in  more  than  75  countries^,  v^t*^^ 


i 


"><>  v--.^ 


^Business  Process  Outsourcing:^ 

'•  Customer  Contact   \/      ^'V^ 

•  Fibance  and  Accounting     T'^ 

•  Human  Resources  '"■ 

•  Learning  -™ 
»  Sourcing  and  Procurement 
»  Industry-specific  services:  Airlines, 

^      Government,  Insurance,  Health, 
_^'     Pharmaceuticals,  Utilities  and  more 

Application  Outsourcing: 

•  Application  Development  v 

•  Enhancements  and  Upgrades 

•  Maintenance  and  Support 
»  Testing  Services 

»  Capacity  Services  i 

»  Portfolio  Optimization 

•  Comprehensive  Service  Management 


Infrastructure  Outsourcing: 

•  IT  Spend  Management 

•  Data  Center  Services 

•  Service  Desk 

•  Security  Services 

•  Communication  Services 

•  Workplace  Services 


To  learn  more  about  outsourcing  from  Accenture, 
visit  accenture.com/outperform 


^^Outsourcing  from  Accenture 
can  help  you  outperform  expectatiorl|^ 


'•>  much  more  than  conventional  outsourcing, 
s  cost  savings  plus  performance  gains. 
>  practical  insights  plus  strategic  perspective, 
s  the  bottom-line  benefits  of  outsourcii^g 
ulliplied  by  a  top-line  strategic  outlook. 


iisiilling  •  Technology  •  Outsourcing 


And  if  you're  seriously  dedicated  to  achieving 
enduring  performance  improvement,  isn't  it 
a  combination  worth  exploring?  For  more, 
visit  accenture.com/outperform 


accenture 

High  performance.  Delivered. 


travelers.com 


Shiny  thing.  Surely,  your  insurance  company  can  do  better  than  that.  At  Travel*  jui 
we  never  stop  working  to  understand  your  business  and  keep  your  insuranci*^"' 
in-synch.  Our  underwriters  have  often  worked  in  your  field,  so  our  solutions  u 
crafted  to  fit  your  unique  needs.  After  all,  your  business  is  constantly  evolvin; 
Your  insurance  should,  too.  Ask  us  about  all  the  ways  being  in-synch  can  hel|< 
you  stay  ahead.  And  don't  worry,  we'll  know  exactly  what  you're  talking  aboul    ^ 

travelers! 

Insurance.  In-syncH'. 


52007  The  Travelers  Companies,  Inc.  All  rights  reset  ved.  The  Travelers  Indemnity  Company  and  its  property  casualty  affiliates.  One  Tower  Square,  Hartford,  CT  061X3 
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10-Year  Corporate  Average  Fuel  Economy 


Honda  Average 
30.1  mpg 


The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker.*  Which  makes  for  better  cars. 
Increased  competition  to  create  better  technology  And,  our 
ultimate  goal,  a  cleaner  environment. 


"Based  upon  the  average  sales-weighted  fuel  consumption  for  1996-2005  model  year  passengc'car  and 
light-truck  fleets  sold  in  the  U.S.,  based  on  CAFE  reports.  ©  2007  American  Honda  Motor  Co..  Inc    honda.com 


The  Power  of  Dreams 
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THE  WALL 
STREET  JOURNAL. 


When  it  came  to  our  tasting  of  "wfiite 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

T0P3Gir^     ^^^ 

Hendrick's 

FlavorfuM 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
g     Organic 

I     $26.50/750ml 


Best 
Presentation 
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HINDRICK'S 
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A  Most  Unusual  Gin 

HENDRICKSGIN.COM 


What's  Hot  This  Weekit 

BusinessWeekcon 

Updated  every  business  day,  Bus'messVJeek  magazine  is  available  online  free  at 
businessweek.com.  Find  links  to  the  online-only  highlights  below  at  businessweek.cor 
magazine/content/07_30/online.htm. 


The  Executive  Jet  Set 

Will  business-class-only  airlines  ffy?  Virgin  Atlantic  Airwaj? 
recently  announced  that  it  will  join  Silverjet,  MAXjet,  Eos 
and  others  in  serving  this  small  but  rich  market.  However,  r 
we  note  in  a  BusinessWeek.com  Special  Report  on  Business  Ixi 
it's  a  risky  move:  Competition  for  business  passengers  is  sU 
and  while  the  startups  may  offer  lower  fares,  they  lack  the  t 
loyalty  programs  and  convenience  of  the  major  carriers.  Tol 
get  a  sense  of  the  best  in  the  business,  take  a  look  at  our 
rankings  of  the  top  10  business-class  airlines  in  the  sky.  They'i 
like  flying  spas.  But  for  the  real  high-rollers,  business  class ^ 
pales  in  comparison  to  travel  aboard  a  private  jet.  In  our 
report,  we  also  look  at  whether  the  booming  demand  for 
private  jets  could  stall,  and  we  present  a  slide  show  on  the  t 
most  popular  models,  along  with  another  on  the  best  busini 
hotels.  Go  to  www.businessweek.com/gb/07/businesstravel  for 
this  and  more. 


OUR  NEW  COMPANIES  CHANNEL  BusinessWeek.com  s  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  millior 
executives.  Find  stock  quotes  and  charts,  financials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Auto  incentives  I  Meeting  seating  I  Innovations  in 
architecture  I  Funeral  trends:  From  uplifting  services  to  green  burials  I  Check  your  local  TV  listings  for 
program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.com. 
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DEL  MONTE  chose  Cognos 
for  the  visibility  and  control 
we  brought  to  the  table. 


Del  Monte  Foods  needed  to  serve  up  the  right  product  to  the  right  place  at  the  right  time 
for  their  customers.  So  they  chose  the  Cognos  solution  for  performance  management. 
It  provides  the  key  ingredients  to  effectively  manage  their  supply  chain  in  response  to 
changing  retailer  demands.  Integrate  data  from  multiple  sources  for  a  holistic  view  of  over 
3,500  products  across  14  channels.  Monitor  a  scorecard  of  key  metrics  like  fill  rates, 
inventory  supply  and  demand,  and  return  on  trade  spend  investments.  And  analyze  the 
impact  of  consumer  and  market  trends  on  their  business. 

Del  Monte  is  just  one  of  the  high-performing  companies 

that  improves  its  performance  with  Cognos. 

19  of  the  top  20  consumer  packaged-goods  companies  do  the  same. 

Visit  www.cognos.com/proof  today. 


f 


Copyright  ©  2007  Cognos  Incorporated.  All  rights  reserved. 


THE  NEXT  LEVEL  OF  PERFORMANCE' 


When  you  need  someone  to  go  the  extra  mi  e. 

Above  and  beyond.  Far  and  wide  - 
to  get  you  the  IT  help  you  need,  we're  there. 


More  demands  and  more  pressure.  Less  time  and  fewer  resources.  Business  today  is  full  of  challenges.  When  it 
comes  to  technology,  CDW  will  do  what  it  takes  to  respond  to  your  needs.  We  have  products  from  the  top  names 
in  the  industry,  in  almost  every  technobgy  category  imaginable.  Our  dedicated  account  managers  and  technology 
specialists  can  offer  advice  and  create  solutions,  from  the  simple  to  the  complex.  We  even  have  a  full  range  of 
custom  configuration  services  at  your  disposal.  So  when  you  need  IT  help,  think  CDW.  We're  there  with  whatever 
you  need,  whenever  you  need  it.  \ 


\  CDW.com    800.399.4CDW 


The  Right  Technology  Right/ 


jpFront 


"When  the  music  stops, 
in  terms  of  liquidity,  things 
will  be  complicated.  But  as 
long  as  the  music  is  playing, 
you've  got  to  get  up  and  dance." 

-ChuckPrince,  CEO  of  Citigroup,  dismissing  fears 

that  the  leveraged-buyout  market  will  soon  hit  a  wall, 

as  reported  by  Financial  Times. 
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90KNG  TO  TRIM  her  two-dozen- 
Dair  collection  of  designer  jeans, 
fulie  Matiiis,  a  Los  Angeles  public 
■ns  executive,  recently  tiried  to  sell 
00  Antik  Denim  jeans  to  a  local 
ihand  shop.  She  figured  the  store 
snap  them  up.  It  didn't.  "They 
ike:  'Nobody's  wearing  these 
)re,' "  Mathis  says, 
five-year-old  denim  craze,  which 
ced  sales  for  apparel  makers  and 
ment  stores  alike,  looks  to  be 
at  last. 

;s  of  women's  jeans  declined 
1st  year,  to  $7.5  billion,  the  first 
ck  in  five  years,  says  market 
her  NPD  Group.  Two  years  ago 
men's  jeans  business  was  on  a 
!-digit  tear,  driven  largely  by  the 
im  category  of  $100-plus  jeans, 
consumer  fatigue  and  an  influx 
ip  jeans  that  even  connoisseurs 
vledge  aren't  half  bad. 
im  crazes  have  come  and  gone, 
igeles-based  7  For  All  Mankind 
off  the  latest  frenzy 
0  with  its  $114 
•e-hugging  jeans, 
long,  tony  Italian 
panese  denim  became 
anplace,  and  regular 
re  obsessing  over 
^boot  cut  vs.  flare), 
5  (dark  denim  vs.  stonewash),  and 
ite  embellishments  (Swarovski 
s  on  the  rear).  Paying  $200  for  a 
It  with  blue-collar  roots  became 


The  new 
craze— stylish 
but  cheap- 
first  caught 
fire  in  Europe 


HEDGING  ITS  BETS  7  For  All 

Mankind  has  been  moving  into 
shirts,  jackets,  and  handbags 

as  acceptable  as  laying  out  $3.50  for  a 
Starbucks  Venti  Latte. 

It's  been  a  great  ride.  True  Religion 
Apparel  in  Los  Angeles  had  sales 
of  $139  million  last  year,  a  fivefold 
increase  from  2004.  The  company 
generated  operating  margins  of  28% 
last  year.  Polo  Ralph  Lauren  managed 
15%;  Liz  Claiborne,  9%. 

Perhaps  the  premium  brands  should 
have  figured  out  that  things 
were  winding  down  when 
industry  stalwart  Levi  Strauss 
finally  got  its  mojo  working 
again,  launching  new  lines 
last  year  that  have  eaten  into 
sales  of  designer  jeans.  True 
Religion's  sales  inched  up  just 
1.5%  in  the  first  quarter  of  this  year, 
to  $36  million.  Sales  for  Blue  Holding, 
makers  of  the  Antik  brand,  fell  28% 
in  the  same  period. 


CUTTINGEDGE  Hatched  in 

Stockholm,  Cheap  Monday  is 
selling  in  fancy  U.S.  boutiques 

Another  hit  came  when  inexpensive 
but  stylish  denim  caught  fire  in  Europe. 
Cheap  Monday,  a  brand  hatched  by 
a  Stockholm  clothing  store  that  led 
the  way,  are  now  available  in  the  U.S. 
at  fancy  boutiques  for  a  relatively 
inexpensive  $65  a  pair.  Other  companies 
are  following  in  lockstep.  J.C.  Penney 
will  start  selling  $35  jeans  this  fall  from 
Los  Angeles  designers  Chip  &  Pepper. 
And  Guess  is  selling  $50  jeans  at  its  new, 
lower-priced  G  by  Guess  chain. 

Meanwhile,  women  are  diverting  their 
denim  dollars  to  dresses  and  bags.  True 
Religion  now  sells  shoes  and  shirts;  7  For 
All  Mankind,  $500  purses.  Both  also  offer 
sweaters  and  jackets.  Loretta  SoflFe,  head 
of  women's  apparel  for  Nordstrom,  says 
the  designers  have  yet  to  prove  they  can 
make  the  ttansition.  "I'm  not  going  to 
lie  to  you,"  she  says.  "Their  expertise  is 
in  denim."  -Christopher  Palmeri 
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STREET  PRICE 

SOLID  GOLD 
MEDALLIONS 

TAXI  MEDALLIONS-the 

licenses  required  in  certain 
cities  to  operate  cabs  that 
pick  up  fares  curbside— are 
fetching  big  prices:  A  New 
York  cabbie  recendy  sold  his 
for  $600,000—20  dmes  what 
he  paid  for  it  25  years  ago. 
(By  comparison,  the  price  of 
a  seat  on  the  New  York  Stock 
Exchange  rose  thirteenfold 
from  1980  to  2005,  when 
the  NYSE  went  public  and 
converted  seats  to  shares.) 

Andrew  Murstein, 
president  of  Taxi 
Medallion  Financial  Group, 
the  nation's  largest 
medallion  financer, 
predicts  a  value  of 
$1  million  by  2012. 
Supplies  of  medallions 
are  limited  by  law,  he 
notes,  and  hacking  is 
still  an  attractive  job  for 
many  immigrants. 


The  gains  aren't  as  grand 
in  Boston,  where  prices  are  at 
$350,000  (up  from  $100,000 
a  decade  ago),  or  in  Chicago 
($80,000,  up  from  $45,000). 
Still,  with  $30  million  in 
annual  medallion-related 
revenues,  Murstein  wants  to 
expand.  He  recently  wrote 
to  Mayor  Adrian  Fenty  of 
Washington,  D.C.,  where 
there  is  no  medallion  scheme, 
suggesting  the  city  sell  7,000 
medallions  at  $100,000 
each.  D.C.  Council  member 
Jim  Graham,  however,  says 
there  are  no  plans  to  start  a 
medallion  system. 

-Christopher  Megerian 


E-AUCTIONS 

NOW  HE'S 
PITCHING 
BATS,  TOO 


PATNESHEKhasamean 

fastball.  But  these  days  his 
cleverest  pitches  often  come 
at  patneshek.com.  Thaf  s  the 
Web  site  where  the  l\Ainnesota 
Twins'  pitching  star,  an 
avid  collector  of  baseball 
memorabilia,  presides  over 
a  major-league  swap  meet 
of  sorts.  Inspired  by  the 
Internet's  ability  to  cut  out 
the  middleman,  Neshek  and 
his  Twins  teammates  are 
offering  jerseys,  mitts,  and 
bats  used  in  their  games  in 
exchange  for  collectibles 
they're  seeking,  usually 


autographs 
of  former 
greats."  I'd 
rather  go  right  to 
the  fans,"  Neshek 
says,  adding  that 
the  gear  traded  was 
used  and  owned  by 
the  players. 

Recently  offered:  a  Bo 
Bonser  bat  used  on  May 
18  against  Milwaukee- 
complete  with  the  pitclie 
No.  26  scrawled  on  the 
knob— and  a  Michael 
Cuddyer  2006  outfielder 
mitt.  Game-used  bats  fet 
at  least  $450  at  Twins 
retail  stores,  but  a  Twins 
spokesman  says  Neshek* 
auctions  "are  not  that  bif 
issue  for  us  right  now." 
-MarkB 


THE  DEAL  MILL 

MARKET  MARRIAGE  MADNESS 

ONCE  FIERCE  rivals,  the  Chicago  Mercantile  Exchange  and 
Chicago  Board  of  Trade  have  joined  up.  The  new  CME  Group,  O.K.'d 
by  shareholders  on  July  9,  will  rule  the  futures  world  just  as  NYSE 
Euronext,  a  transatlantic  alliance  just  formed  in  April,  dominates 
in  stocks.  For  exchanges,  size  and  reach  are  crucial  in  these  days 
of  electronic  trades  and  cross-border  investing.  Next,  expect  a 

blurring  of  stocks  and 
futures  markets.  NYSE 
Euronext  is  considering 
buying  a  U.S.  futures 
exchange-perhaps 
the  Intercontinental 
Exchange  or  the  New 
York  Merc.  Amid  the 
merger  wave,  here  are 
today's  biggest  players. 
-Joseph  Weber 
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Top  Stock 
Exchanges 

VALUE  OF 
SHARES 
TRADED 
(TRILLION; 

NYSE EURONEXT 

$12.81 

NASDAQ 

$5.58 

LONDON  STOCK  EXCHANGE 

$4.54jj 

TOKYO  STOCK  EXCHANGE 

$2.71  1 

DEUTSCHE  ^ORSE 

$1.72  ij 

Top  Futures 
Exchanges 

VOLUME  OH 
CONTRACM 

CME  GROUP  (CME/CBOT) 

1.8  billiorf 

EUREX  (Frankfurt) 

960  mil 

EURONEXT.LIFFE  (London) 

430milli< 

MEXICAN  DERIVATIVES  EXCHANGE 

275  milli 

BRAZILIAN  MERCANTILE  & 
FUTURES  EXCHANGE 

259  milli' 

-i>coughb/07          "200b                                                                    1 

Sources  World  Federation  of  Exchanges. 

Futures  Indus 

i 

starting  with  an  advantage. 


^p^ 


From  day  one,  the  new  Tyco  Electronics  brings  many  advantages  to  our  customers, 
investors,  employees  and  communities.  As  a  $12.8  billion  company,  with  a  60-year  head 
start,  we've  been  at  the  forefront  of  the  explosive  growth  in  electronics  worldwide.  With 
nearly  100,000  employees  in  more  than  45  countries,  and  a  peerless  reputation  in  engi- 
neering, our  approximately  500,000  products  include  electronic  components,  network 
solutions  and  wireless  systems.  Tyco  Electronics  is  committed  to  the  technologies  that  bring 
advantages  to  everyone's  life  every  day. 


tycoelectronics.com 


TE  Logo  and  Tyco  Electronics  are  trademarks. 


Tyco  Electronics 

Our  commitment.  Your  advantage. 


UPpKant 


CAR  TALK 

IT'S  GREAT  RIDING 
ON  EGGSHELLS 

WHEN  IT  COMES  to  car  seats,  cloth  is  standard, 
leather  cozy.  But  eggshell  membrane? 
Nissan  Motor  says  fabric  coated  with  the  thin 
translucent  inner  lining  of  eggshells  is  super 
comfortable. 

In  January  it  introduced  a  textile  coated 
with  eggshell  membranes  as  an  option 
on  its  special-edition  Bluebird  Sylphy, 
making  it  standard  for  the  midsize  sedan 


in  May.  To  develop  the  coating, 
it  tapped  Japan's  Idemitsu  Techno 

Fine,  which  uses  membranes 
harvested  from  the  discarded 
eggshells  of  a  mayonnaise  maker. 
The  powdered  membrane 
is  applied  to  the  cloth  used 
for  seats,  head  rests,  and 
door  trimmings.  Idemitsu 
claims  the  coating  absorbs 
moisture  and  reduces 
static  electricity.  It  already 
markets  the  fabric  for  use 
in  shoes,  clothes,  panty 
hose,  and  bedding. 
Japanese  sumo  wrestlers 
apply  eggshell  membrane 
directly  to  their  skin  to  get  rid  of 
scars— a  practice  that  originated  with 
traditional  Chinese  healers.  Nissan  hopes 
the  qualities  if  s  claiming  for  the  membrane- 
coated  fabric  will  lure  female  car  buyers.  The 
move  is  also  part  of  a  push  to  incorporate 
more  eco-friendly  materials  into  its  vehicles, 
says  spokeswoman  Pauline  Kee.  Other 
carmakers,  too,  have  played  up  the  natural 
origins  of  their  auto  interiors  to  bolster 
their  green  credentials:  DaimlerChrysler 
uses  coconut  fibers,  hemp,  and  sisal  to  stuff 
seats  and  head  rests.  Mitsubishi  Motors  has 
developed  a  bamboo-based  plastic.  And  Ford 
is  experimenting  with  seat  foam  made  from 
soybeans.  -Kenji  Hall 


STICKY  FINGER 

TAKING  HOMJ 
MORE THAN 
JUST  WORK 

Most  of  us  (69%)  thirl 
taking  home  stuff  fro  I 
the  office  is  wrong, 
according  to  a  recentj 
survey  of  more  than 
2,100  employed  adu  I 
But  almost  20%  of  u:| 
admit  to  doing  it. 
The  office  theft  poll,  I 
conducted  in  May  by  I 
Harris  Interactive  for 
recruiter  Spherion, 
also  found  that  filchirl 
supplies— mostly 
pens,  pencils,  rulers,  I 
file  folders,  and  Post- 
Notes-is  more  comri 
among  workers  maki( 
at  least  $75,000  a 
year  (23%)  than  it  is 


TIE-INS 

D'OH! 

WHERE'S  THE 
PHONE? 

WHAT  HAPPENED  to  the 

ptione  Samsung  said  it 
would  issue  as  a  promotion 
tied  to  The  Simpsons  Movie, 
wtiichopenson  July27?At 
the  Consumer  Electronics 
Showin  January,  the 
company  unveiled  its  plan 
to  design  a  limited-edition 
phone.  Its  exhibition  booth 
("Samsung  Mobile  and  The 
Simpsons  Movie  Promotional 
Partnership")  even  showed 
three  prototypes.  The  phones, 
to  be  preloaded  with  content 
from  the  film,  soon  got  Web 


buzz,  ("...the  potential  to  be 
the  geek  phone  of  the  year," 
wrote  one  blogger.) 

Now  Samsung  says  that  the 
phone  has  been  "canceled," 
with  Twentieth  Century 
Fox  Film,  which  is  releasing 
the  movie,  confirming  that 
"Samsung  is  not  one  of  our 
partners  on  this  movie." 

Kim  Titus,  spokesman  for 
Samsung  Telecommunications 
America,  says  Samsung  is 
focusing  instead  on  product 
placements  in  movies 
such  as  Ocean's 
J3-addingthatit 
made  the  January 
announcement 
before  lining  up 
a  carrier.  But  it 
declines  to  say 
if  carrier  or 
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studio  negotiations  scotched 
the  deal. 

Whatever  the  reason, 
Samsung  may  be  missing  out 
on  a  marketing  juggernaut. 
7-Eleven  is  grabbing 
attention  by  making  11  of  its 
U.S.  stores  look  like  the  TV 
show's  fictional  Kwik-E-Marts. 
Sales  at  those  outlets  have 
since  doubled  or  tripled, 
the  company  says.  Next  up: 
JetBlue's  July  17  launch  of  a 
Homer  Simpson-emblazoned 
plane.  Meanwhile,  some 
Simpsons  fans  still  await 
the  Samsung  mobile: 
A  recent  posting  on 
Yahoo!  Answers:  "I 
have  been  searching 
for  this  phone  since 
I  heard  about  it." 
-Elizabeth  Woyke 


among  those  making 
$15,000  to  $34,999 
(11%).  A  Spherion 
managing  director,  Lj 
Brent  Short,  says  j  'ii« 
that  may  be  because*  Jj 
higher  earners  see  ' '"« 
themselves  as  leadeii  J 
who  "pay  the  bills  in  I;* 
office."  And  the  No.  liS; 
explanation  from  thcj  f 
who  said  they  sneak*  C 
out  supplies?  "I  neec-:  fi 
them.  !  'kt 

-Michael  U\  Jisi 


RADEWr 
HE  BIG 
KIDS'  TABLE. 


E  ftraordinary 


POWER  E*TRADE  PRO  FOR  ACTIVE  TRADERS. 


S6.99-S9.99 

er  stock  and  options  trade 

75  <t 

per  options  contract 


Get  started  with  100 
commission-free  trades 


5.05 


Complete 
Savings  Account'' 

otfered  by  E'TRAI 


c»c>« 


Click         Call  Visit 


(800)731-5226 

etrade.com/offers 


ifiils  and  important  information  about  Power  E*TRADE,  please  visit  etrade.com/offers. 

jalify  for  Power  E*TRADE  and  the  Power  E*TRADE  Pro  trading  platform,  you  must  place  at  least  30  stock  or  options  trades  per  quarter.  To  qualify  for  $6.99  commissions 

i  and  options  and  a  75?  fee  per  options  contract,  you  must  execute  500  or  more  stock  or  options  trades  per  month.  To  qualify  for  $9.99  commissions  for  stock  and  options 

m  fee  per  options  contract,  you  must  execute  10-49  stock  or  options  trades  per  month  or  maintain  a  $50,000  balance  in  combined  E*TRADE  Securities  and  E»TRADE  Bank 

lli.  To  continue  receiving  these  commission  rates  and  access  to  trading  platforms,  you  must  requalify  by  the  end  of  the  following  calendar  quarter. 

"Dmplete  Savings  Account  is  offered  by  E*TRADE  Bank.  Annual  Percentage  Yield  is  effective  06/06/07  and  is  subject  to  change.  A  $1  minimum  deposit  is  required  to  open  a 
Dunt.  Withdrawal  limits  apply.  Online  statements  required. 

|iission-free  trade  offer  applies  to  new  Power  E*TRADE  accounts  opened  with  $1,000  minimum  deposit.  The  new  account  holder  will  receive  a  maximum  of  100  free  trade 
iions  for  each  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account.  You  will  pay  the  Power  E*TRADE  commission  rate  at  the  time  of 
is  ($9.99  for  stock  and  options  trades — plus  an  additional  750  per  options  contract).  Your  account  will  be  credited  $9.99  per  stock  or  options  trade  within  eight  weeks  of 
g  (excluding  options  contract  fees).  Other  commission  rates  apply  to  customers  who  trade  less  than  30  times  a  quarter  or  maintain  less  than  $50,000  in  linked  E*TRADE 
i.  Account  must  be  opened  by  December  31,  2007. 
s  products  and  services  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC,  are  not  insured  by  the  FDIC,  are  not  guaranteed  deposits  or  obligations  of  E*TRADE  Bank, 

IJsubject  to  investment  risk,  including  possible  loss  of  the  principal  invested. 

i' products  and  services  are  offered  by  E*TRAOE  Bank,  a  Federal  savings  bank,  Member  FDIC,  or  its  subsidiaries.  Bank  deposits  are  FDIC  insured  to  at  least  $100,000. 

'::  Securities  LLC  and  E*TRADE  Bank  are  separate  but  affiliated  companies. 

i'  esponse  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors. 

'•  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ,  M.D. 


Don't  Breathe  a  Word 


How  does  one  handle  rumors?  As  a 
manager,  I'm  sometimes  entrusted  with 
secret  information— news  that  I  later 
hear  being  spouted  by  employees,  none 
of  whom  I've  told.  Once  it's  out  there, 
perhaps  semi-accurately,  what's  my 
obligation  to  tell  my  staff  the  truth?  When 
everyone  is  nervous  about  layoffs  or 
reorganizations,  for  instance,  I  feel  uneasy 
about  withholding  what  I  know. 

—Anonymous,  New  York 

FOR  MANAGERS,  secrets  come  with  the 
territory.  They're  a  fact  of  corporate  life,  so 
you  needn't  feel  guilty  about  knowing  what 
others  don't.  Nor  should  you  feel  obligated 
to  correct  any  whispered  misperceptions, 
especially  if  that  would  betray  the 
confidences  you're  expected  to  keep. 

Rumors,  too,  are  part  of  the  corporate 
fabric.  In  fact,  despite  our  tendency  to 
talk  of  them  pejoratively  they're  a  kind  of 
viral  communication  system-and  often 
remarkably  accurate  (or  at  least,  as  you  say, 
semi-accurate).  So  it's  a  good  idea  to  pay 
close  attention  to  them  as  a  way  of  taking  the 
pulse  of  your  organization.  Indeed,  because 
people  at  the  very  top  can  be  isolated  by 
virtue  of  their  roles,  you  might  even  let  your 


own  boss  know  about  the  hearsay  and  anxiety 
you're  picking  up.  The  longer  rumors  go 
unchecked,  the  more  they  take  on  a  life  of 
their  own. 

I  can  relate  to  your  temptation  to  set  the 
record  straight,  especially  when  it  comes  to 
big  changes  that  can  affect  people's  lives. 
As  an  adviser  to  CEOs,  I  have  conversations 
about  sensitive  topics  that  can't  be  discussed 
with  anyone  else.  While  the  secrets  have 
far-reaching  implications  and  others  may 
know  that  I'm  privy  to  them,  divulging  the 


information— even  to  correct' 
rumors— would  damage  my 
to  serve  as  a  confidant. 

YOU  CARRY  a  similar  burder 
.         as  a  manager  My  advice:  If 
/         someone  asks  you  if  a  rumo 
/,         or  small-is  true,  be  honest 
about  the  position  you're  in.  ■ 
something  along  these  lines 
"I've  been  involved  in  those 
discussions,  and  I  know  it's! 
to  stay  focused  with  all  this 
uncertainty.  But  I'm  just  not ) 
to  talk  about  it."  ithinkthat'jn 
better  than  lying  about  whetii 
you  know  what's  going  on.  Y( 
probably  wouldn't  be  believed  anyway,  c 
your  denial  might  just  feed  the  rumor  mr 
It's  understandable  that  those  who  ai 
in  the  know  try  to  read  between  the  line'it 
what  you  say  and  do.  Accept  this,  monitrl 
what  you  reveal,  and  empathize  with  thcf 
who  wish  they  could  get  inside  your  hea« 


Kerry  J.  Sulkowicz,  M.D.,  a  psychoanalyst  at 
founder  of  the  Boswell  Group,  advises  exeoi 
on  psychological  aspects  of  business.  Sem 
questions  at  analyzethis@businessweek.ci 


LINING  UP 

FOR 

LUXURY 


Tee  time, 
Course  No.  2, 
Pinehurst  Golf  Resort, 
Pmehurst,N.C.: 
6  to  9  months 


The  iPhone  fans 
who  lined  up  for 
hours  or  days 
to  get  Apple's 
latest  gizmo 
aren't  the  only 
patient  consumers,    v 
—Michael  Loeb 


Data:  Companies;  Wagner 
Society  of  New  York 
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Dinner  reservation, 
French  Laundry 
restaurant,  Yountville, 
Calif.: 
60  days 


Hermes  Birkin  bag  (black 
or  brown,  gold  or  silver 
hardware,  togo  leather): 
6  to  12  months 


Season  rickets, 
Green  Bay  Packem 
At  least  35  years 


Chef  Thomas  Keller 

Ferrari  F430  sports  car: 
2  to  2 '/2  years 


Ticket,  Wagner 
festival,  Bayreuthn 
Germany:  7  to  10  > 


«!«« 


©2007  Mercedes-Benz  USA,  LLC 


"You  get  behind  the  wheel  of  this  car 
and  you  just  feel  like  a  king." 


TODD  MORICI  COLLECTS  AND  RACES  SOME  OF  THE  WORLD'S  FINEST  AUTOMOBILES, 
BUT  CONSIDERS  THE  S-CLASS  EXPERIENCE  SOMETHING  UNIQUE. 


"It's  just  a  wonderful  car  to  drive.  For  a  vehicle  of  this 
size,  the  performance  and  handling 
are  outstanding.  And  the  technology 
is  really  second  to  none." 

He  owns  a  Black  2007  S550. 
His  car  is  equipped  with  some  of 
the  most  advanced  and  thoughtful 
innovations  on  the  road.  Yet  it  is 
not  merely  the  level  of  technology 
Todd Morici  he  finds  so  impressive,   but  the 

fact  that  it  is  so  easy  to  use. 

"The  control  panel  is  as  functional  as  it  is  beautiful. 
I  can  adjust  the  radio,  change  the  cabin  temperature, 


turn  on  my  lumbar  massage,  even  dim  the  cabin  lighting 
with  a  couple  of  clicks.  Everything  is  completely  intuitive." 
The  car's  COMAND  technology  allows  him  to  navigate  his 
way  to  everything  from  one  location  which  is  thoughtfully 
placed  right  at  the  center  console. 

In  the  cabin,  fine  leathers  and  polished  woods  spread 
across  the  vast  and  spacious  interior  while  fiber-optic 
ambient  lighting  sources  provide  a  warm  and  comforting 
glow.  Outside  noise  is  kept  outside  through  specially 
insulated  doors  and  dual-pane  windows. 

Morici  concludes  his  review  with  a  smile:  "I'm  a  car 
guy.  The  more  you  know  about  cars,  the  more  you  want 
to  drive  this  one." 
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THE  2007  S-CLASS.  Innovative  and  sophisticated  technology  that  is  intuitive  and  simple  to  use. 

— Unlike  any  other.    


Mercedes-Benz 


ivnS65  AMG. 


MBUSA.com 

For  more  information,  call  l-800-FOR-MERCEDES,  or  visit  MBUSA.com. 
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A  New  York  minute 
equals  30  days  in 
Washington,  and 
that  gap  has  hurt 
the  entire  country." 

-Steven  A.  Ludsin 
New  York 


THE 

CEO 
MAYOR 


THE  VOTES  ARE  IN 

FOR  NEW  YORK'S  MAYOR  MIKE 

YOUR  ARTICLE  CONFIRMED  my  view 
that  politics  is  a  business  ("The  CEO 
mayor,"  Special  Report,  June  25).  It  takes 
the  right  combination  of  managerial, 
risk-taking,  and  political  skills  to  succeed 
in  Corporate  America,  and  those  same 
skills  can  work  on  the  national  level  in 
politics.  The  daunting  task  of  fund-rais- 
ing is  all-consuming  and  reminds  me  of 
venture  capital  and  the  public-offering 
sequence  of  Wall  Street.  Imagine  if  a  can- 
didate could  self-fund  a  campaign  and 
extend  successful,  impatient  pragmatism 
to  the  White  House.  Branding  New  York 
was  a  useful  means  of  creating  a  percep- 
tion that  Gotham  is  a  world-class  city. 
Citizen-customers  have  been  attended 
to,  their  needs  have  been  considered, 
and  now  that  can  translate  into  votes. 

A  New  York  minute  equals  30  days  in 
Washington,  and  that  gap  has  hurt  the 
entire  country.  The  311  service  initiated 
by  the  mayor  helped  New  Yorkers  see 
that  communication  with  the  govern- 
ment shouldn't  be  exempt  from  the  prog- 
ress of  the  Information  Age. 

Michael  Bloomberg's  fortune  was 
made  by  showing  the  details  of  Wall 


IK, 


Street  finance,  and  he  believes  in  i 
ness,  not  obfiiscation.  Capitalism 
efficiency  shouldn't  be  confined  t 
private  sector.  We  are  fortunate  to 
a  person  of  Mayor  Bloomberg's  c; 
bringing  energy  and  boldness  ti' 
challenges  we  face. 

-Steven  A.  L 
New 


YOUR  STORY  ON  Michael  Bloom  iso 
nailed  it:  A  high-profile  politician  i'C 
be  pragmatic,  progressive— and  jl  k 
lar.  And  while  New  York  City's  CEd  it 
jumped  from  the  Republican  Farm  Ikj 
a  possible  White  House  bid  as  an  r 
pendent,  his  style  should  be  a  mod) 
all  conservatives.  A  well-run  govennffaii 
is  not  all  that  different  from  a  we-< 
business.  Tough  decisions  today,) 
unpopular  ones,  can  lead  to  a  al 
payofftomorrow  when  combined  \J  I  liij 
sound  long-range  strategy. 

And  Bloomberg  is  not  only  fillksf 
responsible.  He's  also  a  champio 
the  environment,  as  he  has  provea^ 
progressive  initiatives  ranging 
the  installation  of  hundreds  of  ew 
efficient  traffic  lights  to  the  prom 
of  hybrid  taxis. 
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RECTIONS  &  CLARIFICATIONS 

hapsodic  Hungary"  (Executive 
June  18),  a  photograph  identified 
ke  Balaton  was  actually  a  lake  in 
3y  Hevi'z. 

,  kids,  name  that  chip"  (Up  Front, 
25)  misidentified  the  president 
nsultingfirm  Crayon.  He  is 
Dh  Jaffe. 

duction  mistake  led  to  errors  in 
:ome  to  Apple  World"  (IntoTech, 
)&  16).  About  200,000  new 
opers  are  working  on  Apple 
jcts,  not  just  the  Mac.  Four 
es  are  putting  iPod  accommodations 
nes,  not  six.  Some  50  million 
lows,  not  50,  have  been  purchased 
gh  iTunes  over  the  past  two  years. 
Phone  buyers  sign  up  for  phone 
:e  via  iTunes,  not  in  stores. 


De  certain,  the  GOP  is  going  to 
lis  CEO  mayor,  but  if  anyone  can 
ue  to  keep  the  series  of  islands 
lake  up  New  York  City  afloat, 
iberg  can. 

-Bob  August 
Tennessee  Coordinator 
licansfor  Environmental  Protection 
Nashville 

I  BLOOMBERG  may  be  doing 
hings  for  the  city  of  New  York.  I 
ve  there,  so  I'll  take  your  word  for 
those  of  us  who  live  in  other  parts 
country  wish  he  would  leave  the 
us  alone. 

r  he  started  harassing  gun  dealers 
:r  states,  the  federal  government 
e  mayor  that  not  only  had  none 
targeted  dealers  broken  any  laws 
das  been  prosecuted  based  on  the 
s  actions),  but  Mayor  Bloomberg 
f  may  have  violated  federal  gun 
pursuit  of  those  dealers. 

-David  Husar 
Arlington,  Va. 

liURIAN  VIEWS 

rE  FORECLOSURE  MESS 

2  OF  THE  controversy  over  home 
i  hese  days  is  the  direct  result  of 

3  signing  documents  without  first 
15  and  fully  understanding  them 
1  'oreclosure  'rescue'  racket,"  News 
s,hts,June25). 

i  a  well-established  principle  of  law 
,  here  there  is  a  written  agreement, 
5  tements  are  not  part  of  the  agree- 
itind  should  not  be  relied  upon. 


Persons  whose  reading  comprehension 
is  insufficient  should  seek  advice  from 
someone  other  than  a  counterparty  to 
any  agreement  before  signing. 

By  prohibiting  deals  that  are  profit- 
able to  the  property  "rescuer,"  the  Mass- 
achusetts Attorney  General  throws  a 
monkey  wrench  into  the  above  process, 
which  does  no  favors  to  anyone.  The  AG 
would  better  serve  the  public  by  getting 
the  word  out  that  people  should  not  sign 
documents  that  they  have  not  first  read 
and  understood,  and  that  they  should  not 
rely  on  oral  statements  by  counterparties 
to  written  agreements. 

Unfortunately,  our  politicians  routine- 
ly set  bad  examples  by  passing  legisla- 
tion that  they  themselves  have  not  read 
and  fully  understood. 

-James  A.  Kirk 
Fallbrook,  Calif. 

JUST  CURIOUS:  How  many  of  these 
homeowners  would  still  be  in  their 
homes  if  the  bank  went  through  with  the 
foreclosure?  How  many  would  ever  be 
able  to  buy  a  home  again? 

I  don't  see  how  [the  foreclosure  busi- 
ness is]  different  from  the  banks  except 
the  ov/ner  at  least  has  a  chance  to  get 
some  equity  or  remain  in  the  house— out- 
comes the  banks  would  never  go  for. 

-Mike  Gogis 
Chicago 

YOUR  STORY  failed  to  tell  readers  about 
how  honest,  ethical  professional  real  es- 
tate investors  such  as  myself  buy  prop- 
erty from  owners  in  foreclosure  without 
resorting  to  any  of  the  games,  gimmicks, 
and  tricks  detailed  in  the  article.  We  pro- 
vide owners  in  foreclosure  with  much- 
needed  debt  relief  and  help  them  avoid 
the  financial  stigma  of  having  a  mortgage 
foreclosure  recorded  on  their  consumer 
credit  files  for  seven  years. 

-Thomas  Lacier 

Metro  Redevelopment 

Tampa 

INSOURCING:  HOW  IMMIGRANT 
ENTREPRENEURS  HELP  THE  U.S. 

AS  A  SILICON  VALLEY  CPA  with  numer- 
ous entrepreneurial  clients,  some  of  them 
first-generation  immigrants,  I've  seen  the 
American  insourcing  trend  developing 
for  years  ("Guess  who's  hiring  in  Ameri- 
ca?" Global  Business,  June  25). 

A  weak  dollar,  increased  globalization, 
and  the  growth  of  high-tech  and  other 
businesses  in  India,  China,  and  through- 
out the  developing  world  are  bringing 
job  creators  in  the  form  of  entrepreneurs 
who,  luckily  for  America,  want  to  start 


L 


businesses  in  the  largest  economy  in 
the  world.  NUMMI,  a  Silicon  Valley  joint 
venture  with  General  Motors  and  Toyota, 
proved  the  concept  that  foreign  compa- 
nies in  the  U.S.  do  far  better  when  they 
employ  U.S.  citizens. 

With  the  debate  currently  raging  in 
Congress  regarding  immigration,  Amer- 
icans would  do  well  to  remember  that 
this  country's  economic  wealth  was  built 
on  an  entrepreneurial  spirit  primarily 
fueled  by  immigrants.  AJs  a  result,  we 
should  be  encouraging  immigrant  en- 
trepreneurs to  locate  in  the  U.S.,  not  put- 
ting up  barriers  to  keep  them  out. 

-Alan  L.  Olsen 

Managing  Partner 

Greenstein,  Rogojf,  Olsen  &Co. 

Fremont,  Calif. 

NUCLEAR  POWER  IS 

A  BRIGHT  SPOT  FOR  FRANCE 

WITH  FRANCE  PRODUCING  80%  of  its 
electricity  using  nuclear  power,  it  would 
benefit  the  U.S.  to  convert  as  soon  as 
possible  ("From  peak  oil  to  Dark  Age?" 
Outside  Shot,  June  25).  We  possess  the 
technology  and  resources  but,  it  seems, 
not  the  political  will  to  move  forward 
quickly. 

-Peter  Beckschi 
Newtown,  Pa. 

THE  FRENCH  PLfWE  the  cleanest  air, 
the  lowest  electricity  costs,  and  the  fast- 
est trains  in  Europe  because  of  nuclear 
power.  France  has  built  56  nuclear  plants 
since  the  U.S.  built  its  last  one  30  years 
ago.  Spent  fiiel  is  recycled.  And  the  safety 
of  nuclear  power  is  outstanding— just 
ask  the  U.S.  military  people  who  live  in 
close  proximity  to  nuclear  reactors  in  our 
aircraft  carriers  and  submarines. 

-J.E.  Pritchard 
Bartlesville,  Okla. 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


iPhone's  Network  Hang-Up 

In  the  glowing  reviews  that  have  greeted  Apple's  iPhone,  two  questions  ^ 
keep  coming  up.  Why  did  Apple  sign  a  long-term  exclusive  arrangement! 
with  AT&T,  which  gets  low  marks  in  customer  service  from  both 
Consumers  Union  and  J.D.  Power  &  Associates,  BusinessWeek's  sister 
company?  And  why  did  Apple  choose  AT&T's  relatively  slow  EDGE  netwi 


rather  than  the  much  faster  Mobile 
Broadband,  a  third-generation  (3G) 
service  fast  enough  for  snappy  Web 
page  downloads  and  smooth  video 
streaming? 

Apple  isn't  talking,  but  the 
decisions  aren't  as  mysterious  as 
they  might  appear.  And  they  say  a  lot 
about  the  confused  and  confusing 
state  of  the  U.S.  wireless  industry. 

In  designing  the  iPhone,  Apple 
had  to  make  a  fundamental  choice 
between  the  two  different  technology 
camps  into  which  U.S.  wireless 
service  is  divided.  AT&T  and  T-Mobile 
use  a  European-developed  standard  called  GSM.  Verizon 
Wireless  and  Sprint  rely  on  Qualcomm's  CDMA  technology. 
(Sprint's  Nextel  unit  uses  an  oddball  technology  all  its 
own.)  Because  of  its  pervasive  coverage  in  the  Northeast 
and  California,  Verizon  would  have  been  a  logical  partner, 
but  Verizon  officials  have  told  me  they  would  never  give 
any  handset  maker  the  kind  of  authority  over  hardware 
and  software  design  Apple  demanded  ft-om  AT&T.  Besides, 
from  a  global  perspective,  Apple's  choice  of  GSM  was  a  no- 
brainer.  GSM  is  the  standard  throughout  Europe  and  nearly 
everywhere  in  Asia.  The  GSM  iPhone  could  eventually  be  sold 
in  nearly  all  major  countries. 

APPLE  SAYS  IT  DECIDED  to  ignore  AT&T's  Mobile  Broadband 
because  3G  networks  draw  more  power,  making  it  harder  to 
hit  iPhone's  ambitious  battery-life  goals.  This  explanation 
is  not  entirely  convincing,  since  Wi-Fi,  the  iPhone's  high- 
speed option,  also  is  a  notorious  power  hog.  I  suspect  Apple 
was  worried  about  the  dismal  state  of  3G  service  on  GSM 
networks  in  the  U.S. 

The  fact  is,  AT&T's  3G  service  lags  far  behind  its  CDMA 
competitors.  The  technology  used  by  Verizon  and  Sprint  is 
capable  of  sustained  downloads  of  1  megabit  per  second, 
although  the  actual  wireless  speed  varies  greatly  with  the 
strength  of  the  signal  and  the  number  of  users  competing 
for  the  bandwidth.  AT&T's  speediest  service  runs  about  half 
as  fast,  although  still  three  to  four  times  faster  than  its  EDGE 
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Adding 
faster  3G 
capability 
will  happen, 
but  when? 


network.  Coverage  is  an  even 
bigger  issue.  Consider  the  mo; 
densely  populated  part  of  the 
the  coastal  plain  from  Washini 
to  Boston.  AT&T's  coverage  nw 
show  big  gaps  in  3G  service  iri 
Maryland,  New  York's  Westchc 
County,  and  most  of  Long  Islail 
and  Connecticut.  Sprint  and  I 
Verizon  show  3G  coverage  alal 
the  major  transportation  routu 
the  Northeast  corridor.  T-Mobo 
the  other  big  GSM  carrier,  hasa 
yet  turned  on  a  3G  network. 

Apple  has  designed  the  iPH 
to  be  improved  through  softwt 
updates,  but  software  can  do  1( 
so  much.  In  order  to  get  true  ii 
service,  you're  eventually  goi) 
need  a  different  phone  vrith  ai 
radio.  This  redesign  will  hapjf 
but  it's  not  clear  when  U.S.  uii 
will  get  their  hands  on  it.  In  ; 
Europe,  which  has  ubiquitou  > 
underutilized  3G  coverage,  c£ 


1 


are  clamoring  for  a  3G  iPhoni: 
Apple  will  probably  introduce  one  before  the  end  of  the; 

Given  the  muddled  state  of  3G  networks  in  the  U.S., 
Apple's  decision  to  go  with  slower  technology  in  the  firsir 
edition  of  the  iPhone  was  understandable.  But  right  novi^p 
are  stuck  having  to  choose  between  the  iPhone,  with  a  g  ^ 
browser  and  a  painful  network,  and  rivals  such  as  the  ?£ 
Treo  700p  from  Verizon  or  the  HTC  Mogul  from  Sprint, 
fast  networks  and  lousy  browsers.  Apple  and  AT&T  have 
work  cut  out  for  them.  ■ 

E-mail:  tech&you@businesswei  \ 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column. 
go  to  businessweek.com/search/podcasting.htm 
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48  miles  per  kernel. 


h  ethanol  can  a  company  extract  from  corn?  Today,  BASF  helps 
^se  both  the  quality  and  quantity  of  corn  that  farmers  can  grow.  So 
{ow  possible  to  improve  corn  supplies  for  ethanol  production  without 
ing  the  crops  intended  for  the  kitchen  table.  And  with  more  BASF 
iltural  innovations  on  the  way,  there's  no  telling  how  much  mileage 
forts  may  yield  down  the  road.  Learn  more  at  basf.com/stories 
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BY  JON  FINE 


When  Do  You  Stop  the  Presses 

Play  with  me  on  this  one:  Which  major  American  newspaper  should  be 
the  first  to  throw  up  its  hands  and  stop  publishing  a  print  product?  J  It's! 
question  worth  asking.  This  could  be  the  worst  year  for  newspapers  sinci 
the  Great  Depression.  The  double-digit  revenue  declines  long  forecast  by 
doomsters  have  arrived.  While  nearly  all  the  major  papers  still  post  profii 


albeit  smaller  than  before,  a  few  prominent  ones 
are  losing  boatloads.  At  Hearst  Newspapers'  San 
Francisco  Chronicle,  according  to  a  deposition  given 
by  James  M.  Asher,  the  company's  chief  legal  and 
business  development  officer,  losses  of  $330  million 
piled  up  between  mid-2000  and  September,  2006, 
better— or  should  I  say  worse?— than  $1  million  a 
week.  During  negotiations  with  the  Pittsburgh 
Post- Gazette's  unions,  the  owning  Block  family 
disclosed  that  the  paper  lost  $20  million  in 
2006.  Late  last  year,  The  Boston  Globe  was 
headed  for  unprofitability  as  well,  according  to 
The  Wall  Street  Journal. 

And  2007  does  not  look  materially  kinder  than  2006 
for  any  of  these  papers.  One  senior  executive  describes 
the  climate  like  this:  "If  you  told  me  24  months  ago 
that  revenues  would  be  declining  as  much  as  they  are 
today,  rd  say  you  were  smoking  dope."  Print  newspapers 
require  maintaining  a  cosdy  status  quo— paper,  presses, 
trucks,  and  mail  rooms- that,  if  only  through  rising  gas 
prices,  will  only  get  more  expensive, 


Why  the  Sa/i 
Francisco 
Chronicle  is 
a  candidate 
to  exit  print 


WHEN.  EXACTLY,  do  you  junk 

something  that  no  longer  works? 
And  which  major  paper  should 
go  first— not  today,  but  within  the 
next  18  or  24  months? 

San  Francisco  Chronicle,  I'm 
looking  at  you. 

Killing  print  requires 
acknowledging  not  just  that  the 
old  mode  is  dead  but  also  that 

the  future  means  less  revenue  and  shrunken  staffs.  This  is 
why  it  makes  sense  soonest  at  a  money-losing  newspaper 
already  grappling  with  those  realities,  and  one  in  a  major 
city  that  generates  enough  local  ad  dollars  to  support  a 
sizable  online  business. 

On  paper,  San  Francisco  is  perfect:  a  Web-centric  town,  a 
cash-drain  daily,  and  private  OMoiership.  Which  does  not  mean 
this  will  happen.  San  Francisco  is  the  ancestral  home  of  the 
Hearst  empire,  the  birthplace  of  William  Randolph  Hearst 
and  the  town  where  he  ran  his  first  paper.  It  could  be  hard  for 
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Hearst  to  consider  the  move  on  those  grounds  alonei 
(In  Asher's  deposition,  though,  he  said  Hearst  brieflj 
considered  selling  the  Chronicle  in  2005.) 

There  are  attractions  to  the  way  things  are  todayi 
Chronicle  claims  265,000  weekday  subscriben 
iO    and  sells  a  year's  worth  of  home  delivery  for  n 
$138.  Even  if  you  assume  that  discount 
offers  bring  the  average  subscription  prioi 
to  $90,  that's  still  $23.9  million  a  year-r- 
an ungodly  sum,  but  one  that  nervous 
executives  are  probably  loath  to  Idss  off  i 
forever.  (Distribution  costs,  of  course,  n 
those  dollars  don't  appear  for  firee.)  Bui 
whaf  s  more  relevant,  at  least  today,  is 
advertisers  still  pay  more  for  ads  in  th 
newspaper  than  on  the  Web  site.  "E 
if  you  double  or  triple  it,  the  reve 
[online]  just  isn't  there  yet," 
argues  one  top  executive. 
This  is  why  the  paper 
dream  about  getting 
consumers  to  pay  for  dig 
or  online  content.  But  water  has 
a  hard  time  finding  a  way  up  that  hill. 
Executives  might  be  better  off  wondering  at^ 
point  the  Globe's  Boston.com  or  the  Chronicle's  sfgate.co 
with  unassailable  market  positions,  excellent  editorial,  ai 
massive  traffic— will  be  wo^  more  as  a  solo  digital  play 
attached  to  a  print  newspaper.  Or  whether  going  all-in  oi 
digital  might  make  their  market's  ad  dollars  flow  there  ir 
quickly,  especially  if  they're  the  only  major  paper  in  towr 
that  a  paper  could  buy  tons  of  unsold  local  ad  inventory  1 
the  likes  of  MySpace  and  Yahoo!,  and  then  resell  it  profit: 
through  its  veteran  sales  force. 

All  of  this  requires  big  thinking— and  spending  enougl 
create  networks  of  local  sites  and  a  giant  local  portal.  And 
will  take  a  brave  man  or  woman  to  pull  the  plug  on  the  pn 
It  almost  takes  a  William  Randolph  Hearst.  II 
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Provide  big-company  health  coverage  without 
being  a  big  company. 

Customizing  liealth  plans  to  fit  employees'  needs  isn't  something  only  big 
companies  can  do.  Even  if  you're  a  small  business,  you  can  choose  from 
PPOs,  HMOs  and  CDHPs  from  Lumenos  with  EmployeeElect,  offering 
employees  one,  some  or  all  of  the  plans.  You'll  have  greater  control  over 
your  costs  too.  Add  to  this  access  to  one  of  the  country's  largest  provider 
networks^  and  you  can  do  well  by  your  employees.  And  your  business. 

For  more  information  on  our  EmployeeElect  portfolio,  just  call  your  broker 
Or  visit  bluecrossca.com. 


HEALTH        LIFE        DENTAL        VISION 
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rd  PPO  ofoaram  Health  oroducls  in  EmnloveeElect  portfolio  and  demai  ?im  G'.h'ii  Dy  Blue  Cross  of  California  (SCO  or  BC  life  i  Health  Insurance  Company  (BCL8H),  Vision  and  Term  Life  products  offered  by 
ICISH  are  independent  licensees  of  the  Blue  Cross  Association  and  are  liceins.l  !o  conduct  business  In  the  state  of  California.  •  Registered  Marks  of  the  Blue  Cross  Association,  ffi  2007  BCC, 


C:%-'^%'^ 


t4: 


:% 


■1'*1^r' 


Av 


»7-tf 


I 


«?«-^' 


:*S«*»»5'. 


■■>*W|^ 


-««,  .■    V' 


i^t!^' 


■^^ 


iliii^P^iillliiiiH.:?^ 


tional  Spoke 


Public  lands  make  up  over  one-third  of  this  great  country,  and  they 

belong  to  each  of  us.  From  sidewalks  outside  our  doors  to  beaches  to 

distant  mountain  streams,  we  share  it  all.  And  together,  we  can  protect 

it.  Whether  you'd  like  to  organize  a  cleanup,  be  a  campground  host,  xak'F  PRine*' 

or  do  something  else,  there's  a  way  you  can  help.  To  find  out  more  'N  AMERICA^! 

about  the  volunteer  opportunities  available,  visit  www.TakePride.gov.  It's  your  land,  lend  a  ham ' 
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^abor  is  Keeping  the 
Economy  in  Fighting  Trim 

'le  job  market  looks  healthy  enough  to  power  a  strong  second  half 
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U.S.  ECONOMY 


Over  the  past  year  the  economy  has  taken  several  ^E 

)dy  blows  that  would  have  laid  it  out  cold  in  past  decades.  This  Q 

silience  mainly  reflects  the  transformation  of  the  Old  Economy,  Q 

irrowly  focused  on  several  domestic  industries,  to  a  more  diverse  m^ 
2w  Economy  shaped  by  technology  and  globalization.  Through  it  all. 


labor  market  has  faithfully  captured  not  only  the 
nomys  changing  structure  but  also  its  resistance  to 
ersity.  Thaf  s  why  the  steady  strength  evident  in  the 
lor  Dept.'s  June  job  report  is  an  important  guide  to  the 
nomys  upbeat  prospects  for  the  second  half. 
)espite  heavy  hits  from  the  housing  recession,  three- 
k  gasoline,  and  the  subprime  meltdovra,  the  economy 
tinues  to  generate  jobs  at  a  pace  sufficient  to  keep 
mployment  vidthin  a  whisker  of  its  six-year  low  of 
%.  June  joblessness  held  at  4.5%  for  the  third  month 
row,  and  businesses  added  1.32,000  workers  to  their 
rolls,  with  sizable  upward  revisions  to  job  growlJi  in 
h  April  and  May.  Job  gains  this  year  have  been  slower 
a  they  were  a  year  ago,  but  the  June  pace  was  around 
growth  rate  economists  say  is  sufficient  to  keep  the 
imployment  rate  from  rising. 

)learly,  job  grovith  may  be  slower,  but  it's  hardly  weak, 
roll  gains,  which  averaged  190,000  per  month  in  the 
3nd  half  of  2006,  have  averaged  145,000  a  month  in 
first  half  of  2007,  with  sturdy  increases  in  services 
irt).  In  fact,  that  first-half  buoyancy  was  a  key  signal 
t  the  first- quarter  slump  in  the  economy's  annualized 
\vth  rate,  to  a  puny  0.7%,  was  not  the  beginning 
new  round  of  protracted  weakness.  Indeed,  most 
aomists  expect  growth  to  rebound  to  a  pace  of  least 
when  the  government  issues  its  initial  estimate  of 
gross  domestic  product  on  July  27. 
coking  to  the  second  half,  the  trends  in  the  labor 
•kets  through  June  show  that  consumers  continue 
eceive  plenty  of  support  from  income  growth, 
inesses  remain  keen  on  expanding  their  operations 
increasing  their  capital  spending,  and  the 
lufacturing  sector,  a  crucial  source  of  the  economy's 
.'nt  slowdovim,  is  springing  back  to  life.  The  labor 
rkets  also  indicate  they  are  tight  enough  to  keep  the 
eral  Reserve  on  edge  over  the  future  path  of  inflation. 

ST,  CONSIDER  CONSUMERS.  Household  spending 
:<;  a  breather  in  the  second  quarter.  Outlays,  adjusted 
iinflation,  appear  to  have  grovm  only  about  1.5%  to  2% 
tn  annual  rate,  after  gains  averaging  4.2%  in  the  two 
l/ious  quarters.  Retailers  reported  soft  sales  in  June, 


WHERE  JOB  GROWTH 
GETS  ITS  OOMPH 

THOUSANDS 


and  car  sales  in  the  month  fell  sharply,  to  an  annual  rate 
of  15.5  million,  after  averaging  16.3  million  in  the  first  five 
months  of  the  year. 

However,  the  healthy  job  markets  are  saying  the 
consumer  slowdown  has  more  to  do  with  last  quarter's 
gas  prices  than  with  this  quarter's  ability  to  spend, 
especially  since  pump  prices  are  now  edging  lower. 
For  a  record  two  months  in  a  row,  gas  prices  averaged 
more  than  $3  a  gallon  in  May  and  June,  causing  overall 
consumer  inflation  in  the  second  quarter  to  accelerate  to 
near  6%  at  an  annual  rate.  That  was  up  firom  3.8%  in  the 
first  quarter,  following  a  2.1%  drop  in  the  fourth  quarter, 
as  gas  fell  after  its  2006  bout  with  the  $3  level.  That 
speedup  cut  deeply  into  the  buying  power  of  incomes. 

What  gets  lost  here  is  that  basic  wage-and-salary 
income— before  inflation— continues  to  grow  strongly. 

Through  May,  it  was  up 
6.1%  from  a  year  ago, 
and  the  trend  heading 
toward  the  second  half 
still  looks  solid.  A  good 
proxy  for  take-home  pay 
is  the  combination  of 
average  hourly  pay  and 
overall  hours  worked 
taken  from  the  monthly 
employment  report.  This 
gauge  in  May  and  June 
posted  the  largest  back- 
to-back  gains  in  more 
than  a  year.  Continued  increases  in  household  wealth, 
especially  from  rising  stock  prices  through  the  second 
quarter,  will  add  some  spending  support. 

THE  LABOR  MARKETS  ALSO  OFFER  some  guidance  on 

prospects  for  the  business  sector.  The  interesting  feature 
of  the  second  quarter  is  that  overall  economic  growth 
accelerated  despite  the  sharp  slowdown  in  consumer 
spending.  Thaf  s  because  other  areas,  such  as  capital 
spending  and  manufacturing  output,  strengthened. 
Solid  increases  in  jobs  and  hours  worked  show 
that  businesses  are  bullish  on  expansion  again,  after 
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cutbacks  in  both  equipment  outlays  and  inventories  late 
last  year  and  early  this  year.  Although  businesses  added 
about  the  same  number  of  workers  to  their  payrolls 
in  the  second  quarter  as  they  did  in  the  first,  overall 
hours  worked  grew  more  than  twice  as  fast— 2.3%  at  an 
annual  rate  vs.  1.1%,  a  sign  businesses  were  stepping 
up  production.  The  turnaround  in  hours  worked  in 
the  manufacturing  sector  has  been  especially  sharp: 
Factory  worktime,  which  fell  1.4%  in  the  first  quarter, 
rose  1%  in  the  second. 

MIRRORING  THAT  TREND,  June  activity  indexes  for 
both  the  manufacturing  and  the  broader  services  sector 
rose  to  their  highest  levels  in  more  than  a  year,  according 
to  surveys  by  the  Institute  for  Supply  Management 
(chart).  In  both  sectors,  businesses  reported  a  high  level 
of  new  orders  and  low  inventories. 

Stockpiles  of  goods  had  become  top-heavy  last  year, 
and  companies  began  to  cut  ordering  and  output  in 
an  effort  to  pare  them  down.  That  process  now  has 
clearly  run  its  course.  In  May  and  June,  a  historically 
high  percentage  of  manufacturers  said  their  customers' 
inventories  were  "too  low,"  a  major  reason  why  ordering 
and  output  are  picking  up  and  giving  the  economy  some 
momentum  heading  into  the  second  half 

Businesses  also  are  reviving  their  capital  spending.  In 
the  first  quarter,  orders  for  capital  goods,  outside  the  big 
gyrations  caused  by  commercial  aircraft,  had  dropped 
16.2%  at  an  annual  rate  from  the  previous  quarter,  but 
the  average  of  orders  in  April  and  May  already  has 
rebounded  13%  from  the  first  quarter.  Capital-goods 


A  BROAD  UPTURN 

IN  BUSINESS  ACTIVITY 

PERCENT  REPORTING  IMPROVEMENT 


shipments  have  reversed  course  as  well.  The  job  marl 
suggest  this  trend  is  continuing,  given  that  hours  woi 
in  several  equipment  industries,  from  high-tech  gear 
basic  machinery,  grew  strongly  in  June. 

The  steady  strength  in  the  job  markets,  while  gene 
positive  for  the  economy's  second-half  prospects,  doe 

have  one  dovraside, 
though:  It  puts  Fedei 
Reserve  policymaker; 
a  straitjacket.  The  Fei 
cannot  lower  interest 
rates  for  fear  tight  lal 
markets  will  generate 
inflation,  but  it  cannc 
hike  rates  to  ease  the 
wage  and  price  press 
for  fear  of  making  th< 
housing  slump  and  t) 
subprime  problem  w^ 
At  its  June  28  polici 
meeting,  the  Fed  noted  inflation  had  eased  but  said  " ' 
sustained  moderation  in  inflation  pressures  has  yet  to 
be  convincingly  demonstrated."  The  sticking  point  h<i 
is  tight  labor  markets,  which  policymakers  say  have  1 1 
potential  to  intensify  those  pressures. 

The  rebound  in  second-quarter  economic  growth  mo 
the  economy  may  well  be  picking  up  in  the  second  half  f 
a  pace  where  job  growth  will  be  fast  enough  to  push  thei 
unemployment  rate  down  even  further.  That  would  sigLJ 
good  times  for  consumers  and  businesses,  but  it  would 
the  Fed  in  a  tricl^  situation.  ■ 
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CONSTRUCTION 


Builders  are  Busy  with  Offices  and  FactoriJ 


OUTSIDE  OF  HOUSING,  there  s  a 
construction  boom.  The  protracted 
recession  in  residential  building 
is  getting  all  the  attention,  but 
nonresidential  building  shows  scant 
signs  of  letting  up.  Thaf  s  softening 
the  blow  from  housing  for  both  the 
industry  and  the  overall  economy. 

In  the  second  quarter,  U.S.  office- 
vacancy  rates  fell  to  12.6%,  down 
from  13.7%  a  year 
ago,  according  to 
commercial  real  estate 
services  company 
CB  Richard  Ellis 
Group.  The  decline 
came  despite  a  21.5% 
yearly  increase  in  the 
amount  of  office  space 
constructed  during 
the  second  quarter. 

A  falling  vacancy 
rate  is  one  reason 
construction  activity 


DEMAND  FOR  SPACE 
IS  GETTING  STRONGER 

PERCENT 


■04        '05  '06  '07 

Data:  CB  Rictiard  Ellis.  Global  Insight  Inc. 


remains  brisk.  In  May,  nonresidential 
outlays  jumped  2.5%,  with  office 
space  spending  up  1.6%.  The  building 
expansion,  however,  is  pretty  broad- 
based,  with  lodging,  commercial, 
and  manufacturing  categories  doing 
well,  too.  Construction  of  new  plants 
and  manufacturing  facilities  surged 
6.1%  in  May  and  is  up  15.5%  from 
a  year  ago.  Yet  the  vacancy  rate  for 
industrial  buildings 
has  remained  fairly 
steady  over  that  time. 

The  oudook 
remains  upbeat. 
"There  is  still  a  large 
pool  of  buyers"  for 
office  space,  says 
Ward  Caswell,  U.S. 
director  of  research 
at  CB  Richard 
Ellis.  In  May,  new 
nonresidential 
construction  starts 


increased  at  an  annualized  rate  o 
4.4%  from  April,  while  nonbuildii 
starts,  such  as  constructing  new 
highways  and  bridges,  spiked  by 
43%,  according  to  McGraw-Hill 
Construction  (a  division  of  The 
McGraw-Hill  Companies,  which 
ovms  BusinessWeek). 

The  continuing  strength  of 
nonresidential  construction 
appears  to  be  absorbing  some  of 
fallout  from  weak  homebuilding. 
The  number  of  housing- related 
construction  and  contractor  jobs 
has  declined  by  118,400  over  the 
past  year  through  June.  Meanwh 
the  nonresidential  sector  has  hin 
108,200  workers.  What's  more,  a 
the  contraction  in  housing  wane; 
the  strong  performance  in  the 
nonresidential  area  should  offset 
more  of  the  drag  and  help  to  keej 
economy  growdng.  ■ 

-By  James  Me. 
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WHAT'S  SPOOKING  THE  MARKETS 

The  depression  in  housing  isn't  as  well-contained  as  many  once  hoped.  On  July  10  bond 
raters  Standard  &  Poor's  said  it  would  probably  downgrade  billions  of  dollais'  worth  of 
paper  backed  by  subprime  mortgages,  and  Moody's  did  downgrade  some.  An  executive 
at  S&P— like  BusinessWeek,  a  unit  of  The  McGraw-Hill  Companies— said  "the  level  of  losses 
continues  to  exceed  historical  precedents  and  our  expectations."  Meanwhile,  builder 
D.R.  Norton  and  retailers  Home  Depot  and  Sears  slashed  their  earnings  forecasts. 

Investors  sent  the  Dow  down  148  points  on  July  10,  though  some  hedge  funds  are 
making  huge  money  betting  subprime-based  securities  would  fall.  Traders  pushed 
the  dollar  to  a  new  low  against  the  euro,  $1.37,  sensing  the  Federal  Reserve  would  have 
to  cut  rates.  But  with  the  U.S.  creating  132,000  jobs  in  June  and  oil  prices  stirring 
inflation  fears,  Fed  chief  Ben  Bernanke  (photo)  gave  no  hint  of  a  cut  in  a  July  10  speech. 
See  "If  s  just  going  to  get  worse, "  page  29  EMU*  "Bear  Steams'  collateral  damage, "  and 
"Consumers:  Tightening  the  purse  strings?" 


Does  Rupert  Ever  Sleep? 
Just  as  News  Corp.  Chairman 
Rupert  Murdoch  appears  to  have 
his  $5  billion  acquisition  of  Dow 
Jones  lined  up,  he  seems  to  be 
building  a  war  chest  for  more 
deals.  His  41%-owned  Gemstar- 
TV  Guide  International,  valued 
at  around  $3  billion,  is  on  the 
block.  He's  hired  Allen  &  Co.  to 
sell  nine  Fox  affiliates,  which 
could  be  worth  $1  billion.  And 
he's  said  to  be  sounding  out 
private  equity  investors  to  raise 
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$400  million  to  expand  his 
Russian  billboard  company. 


Capellas  Back  in  Action 

He's  known  as  a  turnaround 
ace,  but  Michael  Capellas 
is  getting  a  chance  to  run  a 
company  that's  not  in  trouble. 
Private  equity  giant  Kohlberg 
Kravis  Roberts  on  July  10  tapped 
the  ex-CEO  of  MCI  and  Compaq 
Computer  to  steer  First  Data 
when  KKR's  $26  billion  buyout 


ofthe  transaction  processor   ' 
takes  effect  later  this  year.  Says 
Capellas:  "It's  the  healthiest 
business  I'll  have  run." 
ELlHEI^  "Capellas  to  captain 
First  Data" 
businessweek.  com/go/tbw 


Ho\N  High  Will  Oil  Go? 

Petroleiun  prices  have  siu-ged 
to  $72  per  barrel,  and  they 
could  well  be  headed  upward. 
Refining  bottlenecks  in  the  U.S. 


have  helped  power  the  rise  I 
gasoline  inventories  at  nea  | 
record  lows.  Crude  supplie  J 
look  less  pinched,  but  unre| 
Nigeria  is  keeping  traders  f 
nights.  In  the  background  i 
longer-term  concerns.  The 
watchdog  International  Ene 
Agency  warned  on  July  9  o:  | 
"supply  cnmch"  beyond  2; 
partly  because  OPEC  will  h\ 
scant  spare  capacity  past  2  i 


Windy  City  Marriage 

It  took  more  than  a  centuii 
but  two  scrappy  futures 
exchanges— the  Chicago 
Board  of  Trade  and  the  Chia 
Mercantile  Exchange— on  Ji| 
finally  agreed  to  merge  ini^ 
$11.9  billion  deal.  CME  Gnfj 
as  the  new  outfit  will  be  cj 
will  rule  the  futures  worklj 
Merc  had  to  hike  its  origiii 
$8  billion  cash-and-stockl 
for  the  CBOT  to  counter  bf 
upstart  IntercontinentalExo 
See  "Market  marriage 
madness,"  page  10 


A  Swiss  Surprise 
UBS  plays  rough.  CEO  PetJi^ 
Wuffli  was  ousted  on  July 
setbacks  at  the  bank  incKl(| 
a  humdrum  first  quarter  i 
the  decision  to  shut  dovw:i) 
internal  hedge  fund,  Dilloioj 
Capital  Management,  follow 
$120  million  of  losses  in  t 
U.S.  subprime  market.  Ta| 
Wuflfli's  place:  42-year-ol(i' 
Marcel  Rohner,  deputy  CE(  | 
other  big  winner:  Chairmai 
Marcel  Ospel,  who  was  gra 
a  new  three-year  term. 
BEHm*  "UBS:  After  Wufi 
what?" 
businessweek.com/go/tbw 


Pricey  Mashed  Carroi 

French  giant  Danone,  pusl  | 
into  higher-margin  specii 
products,  will  spend  $16. 
billion  to  buy  Europe's  bi,  I 
baby-food  maker,  Royal  Nrl 
Danone  shares  slid  almof  f 
after  the  deal  was  annour 


y  9,  reflecting  fears 
I  :  is  overpaying  for  tiie 
f  I  company.  But  Danone 

(las  long  been  seen  as  a 

/er  target,  and  bulking  up 
'  help  fend  off  potential 

s  such  as  PepsiCo. 


Ills  Maneuvers 
It  damsel  in  distress,  Mean 
1]  ave  found  a  knightiy 
M  ir.  Trying  to  thwart  a 
J5  billion  takeover  by  Alcoa, 
p  ontreal  aluminum  maker 
ii  sed  in  a  July  9  filing  that 
»i  confidential  talks  with 
L  er  buyer.  Alcan  didn't 
r  names,  but  analysts 
;  it's  one  of  two  mining 
I ;,  Rio  Tinto  or  BHP  Billiton. 


July  9  cut  the  price  of  its  high- 
end  PlayStation  3  console  by 
$100,  to  $499,  and  geared  up 
to  release  its  own  slate  of 
Wii-like  games. 
BB&  "Sony's  surprising  PS3 
price  cut"  and  "Microsoft's 
billion-dollar  fix" 
businessweek.com/go/tbw 


A  Deal  Falls  Through 
General  Electric  and  Abbott 
Labs  on  July  11  called  off  their 
January  deal  under  which 
GE  would  have  paid  $8.13 
billion  for  much  of  Abbott's 
diagnostics  business.  While 
the  buy  would  have  expanded 
GE's  reach  in  the  hospital- 
equipment  market,  the  two 
couldn't  agree  on  final  terms. 


Crash!  Boom! 

t;  got  more  game? 
Aiintendo's  Wii  winning 
;ntum  in  the  $30  billion 
I  biz  by  capturing  casual 
s  in  record  numbers, 
i)Aicrosoft  and  Sony  are 
ig  up  the  pace.  Microsoft: 
y  10  announced  a  slew  of 
7-fiiendly  games,  hoping 
core  some  luster  to  its 
160  a  week  after  saying 
s  would  lead  to  a  charge 
r're  than  $1  billion  to  cover 
t  tial  repairs.  Sony  on 


China's  Trade  Machine 

Beijing  on  July  10  reported  yet 
another  record  monthly  trade 
surplus  for  June.  The  June 
surplus  soared  more  than  85% 
over  the  previous  year,  to  $26.9 
billion.  Since  the  U.S.  rang  up 
a  trade  deficit  of  $232.5  billion 
with  China  last  year,  expect 
members  of  Congress  to  cry 
more  loudly  for  tariffs  and 
demand  that  Beijing  let  the 
yuan  float  more  freely. 
See  "Broken  China," page  38 


|[EA  BARGAIN  OF  THE  WEEK 

Id  that  be  schadenfreude  washing  over  boardrooms 
Wall  Street?  On  July  6  securities  lawyer  David  Bershad 
ded  guilty  as  part  of  a  seven-year  federal  investigation  of 
fcerhouse  plaintiff  firm  Milberg  Weiss  &  Bershad.  The  plea 
and  20-count  indictment  filed  in  U.S.  District  Court  in  Los 
Lieles  claim  that  Bershad  helped  manage  a  cash  stash  the 
used  to  pay  some  $11  million  in  kickbacks  to  three  men. 
The  three  served  as  lead  plaintiffs  in  scores 
of  class  actions  brought  against  companies 
with  falling  share  prices.  One  of  them, 
Steven  Cooperman,  pleaded  guilty  on  July 
11  to  accepting  $6.1  million  in  kickbacks. 
Bershad  will  forfeit  $775  million  in  gains 
and  pay  up  to  $250,000  in  fines.  His  deal 
with  prosecutors  puts  more  heat  on 
name  partner  Melvyn  Weiss  and  on 
William  Lerach,  who  split  with  the 
firm  in  2004.  On  July  9,  Milberg 
Weiss  &  Bershad  dropped 
"Bershad"  from  the  nameplate. 
Founding  partner  Lawrence 
Milberg  died  in  1989. 

DAVID  BERSHAD 
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PRIVATE  EQUITY 


SAYING  NO 
TOANLBO 


Shareholders  are  fighting 
"lowball"  buyout  bids— and 
finding  an  ally  in  the  courts 

BY  CHRISTOPHER  PALMERI 


NOT  LONG  AGO,  BIL- 
lionaire  investor  Carl 
C.  Icahn's  bid  for  Lear 
Corp.  would  have  been 
a  slam  dunk.  The  $36- 
a-share  offer,  disclosed 
on  Feb.  5,  was  80% 
higher  than  the  stock  price  a  few  months 
earlier.  And  both  the  board  and  Chief 
Executive  Robert  E.  Rossiter  had  given 
their  blessing. 

But  within  days,  Classic  Fund  Man- 
agement, a  big  investor,  sued  to  block 
the  deal,  arguing  Rossiter  had  personal 
motives  for  pushing  it.  The  court  sided 
with  the  plaintiffs.  As  part  of  the  ruling, 
Lear  had  to  reveal  to  shareholders  that 
Rossiter  had  asked  the  board  to  cash 
out  his  $11.6  million  retirement  plan;  he 
later  decided  not  to  move  forward  after 
consultants  said  it  would  alarm  inves- 
tors. The  Icahn  deal  would  trigger  that 
payout  and  allow  Rossiter  to  keep  his  job. 
In  an  opinion  on  June  15,  Delaware  State 
Court  Vice-chancellor  Leo  E.  Strine  Jr., 
who  stopped  short  of  blocking  the  deal 
outright,  noted  that  Rossiter  didn't  act 
improperly  but  said  the  deal  "presented 

26  I  BusinessWeek  I  July  23.  2007 


him  with  a  viable  route  for  accomplish- 
ing important  personal  objectives."  Says 
Lear's  general  counsel:  "We  weren't  try- 
ing to  hide  anything."  Icahn  has  since 
upped  his  bid  to  $37.25,  and  the  vote  is 
set  for  July  16.  "We  think  we're  paying 
full  price,"  says  Icahn. 

Battles  like  the  one  at  Lear  are  playing 
out  across  the  private  equity  landscape. 
In  recent  months  shareholders  have  be- 
come increasingly  hostile  toward  man- 
agements and  boards  for  accepting  what 
they  perceive  to  be  lowball  bids,  and 
they  have  been  aggressively  filing  suits 
to  block  deals.  Such  tactics  are  nothing 
new.  The  difference  now  is  that  investors 
are  starting  to  win.  "You're  seeing  real 
skepticism,"  says  Kenton  J.  King,  an  at- 
torney at  Skadden,  Arps,  Slate,  Meagher 
&  Flom.  "Judges  are  asking  if  there  isn't 
something  else  going  on,  other  than  get- 
ting the  most  value  for  shareholders." 

With  the  buyout  boom  turning  into 
a  frenzy,  private  equity  firms  are  feel- 
ing pressure  from  all  sides.  Politicos 
are  bashing  the  group's  big  pay  pack- 
ages and  beneficial  tax  treatments.  Trade 
unions  are  complaining  about  the  layoffs 
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that  often  follow  deals.  Now 
judges  are  scolding  CEOs 
who  seem  to  be  teaming  up 
with  private  equity  players 
at  the  expense  of  sharehold- 
ers. The  growing  backlash 
comes  at  a  time  when  bor- 
rowing costs  are  rising  and 
firms  are  fretting  that  the 
bargains  are  gone.  With 
investors  and  judges  also 
pushing  private  equity  to 
boost  bids,  it  raises  the  like- 
lihood that  the  current  wave 
of  deals  will  deliver  meager 
returns,  if  not  losses. 

The  Delaware  courts  took 
a  bat  to  the  buyout  plans  of 
Topps  Co.  In  March,  Mi- 
chael D.  Eisner,  former  CEO 
of  Wah  Disney  Co.,  and  Chi- 
cago private  equity  firm  Madison  Dear- 
born Partners  signed  a  deal  to  acquire 
bubble  gum  and  trading-card  maker 
Topps  for  $9.75-a-share,  or  $385  mil- 
lion. Three  weeks  later  rival  Upper  Deck 
Co.  submitted  a  $10.75  bid  to  the  board. 
But  Topps'  board  said  in  a  statement 
that  such  a  merger  might  raise  antitrust 


ICAHN  Shareholders 
to  put  the  brakes  ot 
billionaire's  bid  for  Le' 
filing  suit 
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concerns  and  argued  that  Upper  Deck 
hadn't  proved  it  had  enough  financing 
to  fund  the  deal.  The  company  sched- 
uled a  vote  for  Eisner's  offer. 

The  courts,  though,  decided  investors 
needed  more  details  about  potential  con- 
flicts. Strine,  the  same  judge  in  the  Lear 
suit,  ruled  in  mid-June  that  Topps  needed 


to  disclose  two  previoui 
by  Upper  Deck.  He  alsf. 
management  should  t(4ie  i 
vestors  that  Eisner  pla<  it 
to  keep  Topps'  man  iboI 
ment  in  place.  CEO  A\ 
T  Shorin  would  stay  1 1  k 
a  consultant,  while 
Silverstein,  his  son-iit 
and  the  company's  cut 
president,  and  others  v 
have  a  spot  at  the  coii|(i(i 
ny— assurances  Upper 
didn't  make.  "Shorinllili] 
known  that  time  is  ruriiitlie 
out  for  him,"  Strine  wrote  in  his  r 
opinion.  "He  was  motivated  to  filfceai 
buyer  that  would  guarantee  that  Sh  lage 
and  his  son-in-law  would  contini^  seed 
play  leading  roles  at  Topps." 

After  getting  the  go-ahead  from  rq 
courts.  Upper  Deck  contacted  shares  id;  g 
ers  direcdy  on  June  25  with  a  fd  ithi 


IPOs 


A  LEANER  UPSIDE  FOR  OUTSIDERS 


BY  AARON  PRESSMAN 

HE  MARKET  FOR  INI- 
tial  public  offerings  is 
booming  again.  That's 
great  news  for  compa- 
nies issuing  shares— and 
bad  news  for  most  of  the 
people  buying  them. 
In  the  first  half  of  2007,  the  number 
of  IPOs  shot  up  29%  from  the  same 
period  a  year  earlier,  with  new  shares 
posting  an  average  gain  of  13%,  double 
that  of  the  Standard  &  Poor's  500-stock 
index.  Demand  for  new  issues  is  surging 
thanks  to  the  torrid  growth  of  leveraged 
buyouts  and  share  buybacks,  which 
have  reduced  the  supply  of  shares.  In- 
vestors are  hungry  for  more. 

But  unlOce  the  past  few  years,  almost 
all  of  the  gains  from  this  year's  IPOs  have 
gone  to  the  lucky  few  who  bought  direct- 
ly from  Wall  Street  imderwriters.  After 
the  new  shares  have  hit  the  open  market, 
they've  gained  an  average  of  just  2%,  the 
lowest  return  since  the  2002  bear  mar- 
ket, says  Renaissance  Capital  in  Green- 


28  I  BusinessWeek  I  July  23,  2007 


■  iimiiiifniTfiTriimMi 


. PERCENT 


wich.  Conn.  Early  buyers,  in  other  words, 
are  getting  a  better  deal.  "There's  plenty 
of  excitement— and  cash— to  go  around 
when  an  IPO  debuts,"  says  Tim  Walker 
of  research  firm  Hoover's  Inc.  "Then  the 
clamor  dies  down  and  sometimes  inves- 
tors realize  the  stock    

isn't  that  good." 

This  year's  envi- 
ronment is  vastly  dif- 
ferent from  that  of  the 
past  four  years,  when 
investors  who  bought 
shares  on  the  open 
market  got  about  half 
the  total  gain  through 
the  end  of  the  year 
that  early  IPO  inves- 
tors got.  Now,  they're 
getting  only  15%  as 
pricing  has  become  more  aggressive. 

Take  the  offering  of  Blackstone  Group. 
Priced  at  31,  it  netted  $4.1  billion,  the 
biggest  IPO  take  in  four  years.  On  the 
first  trading  day,  June  22,  shares  fetched 
more  than  36.  They've  since  dropped  to 


30.  By  contrast,  Google  Inc.  debuU 
85  in  August,  2004.  Two  months  h 
had  doubled;  it's  now  around  540. 
With  underwriters  pushing  j 
higher,  if  s  unlikely  there  wall  be  i :  st 
IPOs  with  anything  like  Google's 
side.  This  year, 
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'AFTERMARKET  RETURNS  THROUGH  END  OF  YEAR 


Data:  Renaissance  Capital 


29%   of  deals 
been    priced    i  i 
the  range  projji 
by  underwriteni! 
from   22%   in 
and  2006.  Only\  in, 
of  deals  have 
priced     below 
range  in  2007,  al  < 
half  the  rate  o  :  alb, 
previous  three  y(  t  j 

Still,   the   mi 
is   more   reaso)  i  id 
than  in  1999  and  2000,  when  4C 
IPOs  priced  above  their  ranges. 
Scott  Gehsmann,  a  partner  at  Ik 
waterhouseCoopers:  "We're  not  sc 
the  obviously  speculative  deals  o  ■  j^j 
late '90s."  At  least  not  yet.  ■  itt),,; 
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I:br  the  company.  Topps,  which  still 
(jes  such  a  merger  but  is  currently 
cussions  with  Upper  Deck,  hasn't 
d  forward  with  a  vote  yet.  Topps 
led  to  comment. 

ERENT  SET  OF  MOTIVATIONS" 

I  BUYOUT   BOOM   has   proven   to 
tttile  ground  for  litigation.  While 
j>liolder   suits   overall   are   down, 
(r  involving  private  equity  firms  have 
'^  ed  in  past  three  years,  according  to 
I  mce  broker  Marsh  Inc. 
1  judges  don't  necessarily  have  to 
.  in  for  suits  to  be  effective.  Last 
as  a  result  of  litigation,  hospital 
HCA  Inc.  agreed  to  cut  the  termina- 
;e  it  would  pay  buyers,  from  $500 
n  to  $220  million,  in  the  event  the 
ell  through.  Shareholders  then  ap- 
i  the  buyout.  On  June  10,  Affiliated 
uter  Services  Inc.  suspended  an 
dve  agreement  with  Cerberus  Capi- 
inagement  for  a  $6.1  billion  buyout 
^eed  to  sohcit  other  bids;  Affiliated 
now  reimburse  Cerberus  $7.5  mU- 
)r  expenses  plus  $15  million  if  the 
|any  goes  to  another  firm.  Suits  had 
d  that  Affiliated's  chairman  was 
to  take  the  company  private  on  the 
.  Affiliated  declined  to  comment, 
one  case,  a  judge  has  even  refused 
n  off  on  a  settlement  already  ap- 
d  by  shareholders.  Last  November, 
/are  Vice-Chancellor  Stephen  P. 
took  William  C.  Stone,  founder 
hief  executive  of  SS&C  Technolo- 
nc,  to  task  for  negotiating  with 
e  Group  wdthout  first  letting  the 
know  he  was  shopping  the  tech 
around.  In  the  deal.  Stone  sold 
of  his  shares  for  cash  and  traded 
St  for  a  larger  stake  in  the  soon- 
private  company.  "A  manager 
las  the  opportunity  to  take  $72 
n  in  cash  from  the  transaction 
oil  a  portion  of  his  equity  into  a 
[share]  in  the  surviving  [corn- 
has  a  different  set  of  motivations 
)ne  who  does  not,"  Lamb  wrote  in 
inion. 

the  end.  Lamb  rejected  a  pro- 
settiement  agreement  on  behalf  of 
lolders,  citing  concerns  about  the 
al  buyout.  A  jury  trial  is  scheduled 
xt  July.  Says  Stone:  "I  firmly  be- 
hat  we  got  top  value  for  sharehold- 
id  our  position  will  be  sustained." 
eed.  Stone,  CEO  of  a  private  SS&C, 
't  seem  fazed  by  the  continued 
il.  In  mid-June  he  filed  -with  the 
ities  &  Exchange  Commission  to 
tares  to  the  public,  19  months  after 
k  the  company  private.  ■ 


THE  SUBPRIME  MESS 


irS  JUST  GOING 
TO  GET  WORSE' 

Many  more  borrowers  could  default 
when  ARM  rates  rise 


BY  DAVID  HENRY  AND 
MATTHEW  GOLDSTEIN 

THE  SUBPRIME  STORM 
isn't  blovdng  over.  On 
July  10,  credit-rating 
agencies  Moody's  Inves- 
tors Service  and  Stan- 
dard &  Poor's  (like  Busi- 
nessWeek, a  unit  of  The 
McGraw-Hill  Companies)  warned  of 
greater-than-expected  losses  for  bonds 
backed  by  subprime  loans— news  that 
helped  send  stocks  tumbling. 

The  ratings  changes  were  small.  S&P 
put  $12  billion  worth  of  mortgage- 
backed  securities,  just  2.1%  of  the  total 
issued  from  late  2005  to  late  2006,  on 
watch  for  dovmgrades,  while  Moody's 
cut  its  ratings  on  just  $5.2  billion  worth. 
S&P  also  said  mortgage  fraud  is  a  bigger 
problem  than  it  had  foreseen  and  that 
if  s  tightening  its  rating  practices. 

But  what  unnerved  investors  was  the 
idea  that  there's  still  a  lot  the  ratings 
agencies  don't— and  can't— know.  Thafs 
because,  from  September  through  next 
June,  a  huge  number  of  borrowers,  many 
with  subprime  mortgages,  will  see  their 
adjustable  interest  rates  reset  at  higher 
levels.  Many  vvdll  default  on  their  loans; 
the  gnawing  question  is  how  many. 

In  2006  about  12%  of  subprime  bor- 
rowers grappling  with  interest  rate  hikes 
went  delinquent  or  lost  their  homes. 
Now,  with  house  prices  dropping  and 
lenders  toughening  standards  for  new 

MORE  PAIN  AHEAD? 

BILLIONS  OF  DOLLARS 


REELING  Tougher 
loan  standards  will 
add  to  Wall  Street's 
headaches 


loans,  even  more 
defaults  are  like- 
ly. "For  the  next 
12    months    ifs 


Data:  Banc  of  America  Securities 


just  going  to  get 
worse,"  says  Andrew  Lahde,  a  money 
manager  at  Santa  Monica  (Calif  )-based 
Lahde  Capital  Management  who  is  bet- 
ting mortgage  securities  will  fall  in  value. 
Janet  Tavakoli,  a  consultant  on  mort- 
gage-backed securities,  thinks  the  rating 
agencies  are  still  too  optimistic:  "No 
one  really  knows  how  many  really  bad 
[loans]  were  put  out  there,"  she  says. 
S&P  Managing  Director  Thomas  J.  War- 
rack  says  the  agency  is  in  fact  being 
more  watchful  than  in  the  past  because 
of  the  unprecedented  risks.  Says  David 
Teicher,  a  Moody's  managing  director: 
"We  call  'em  as  we  see  'em." 

Investors  are  bracing  for  the  fallout. 
Hedge  funds  have  been  major  buyers  of 
bonds  backed  by  subprime  mortgages. 
Losses  in  June  nearly  sank  two  Bear 
Stearns  &  Co.  funds  invested  in  collat- 
eralized debt  obligations.  All  told,  losses 
on  CDOs  from  the  subprime  mess  and 
Bear  Stearns'  troubles  could  total  $52 
biUion,  Credit  Suisse  Group  recentiy  es- 
timated. Others  say  the  final  tally  could 
be  double  that.  ■ 
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TECHNOLOGY 


MAKING  THE  iPHONE 
MEAN  BUSINESS 

The  addition  of  a  secure  e-mail  function 
will  be  crucial  for  road  warriors 


BY  ROGER  O.  CROCKETT 
AND  CLIFF  EDWARDS 

RALPH  DE  LA  VEGA  PULLS 
a  sparkling  new  iPhone 
from  his  coat  pocket 
during  a  meeting  at  the 
Intercontinental  Hotel  in 
Chicago.  De  la  Vega,  who 
heads  up  consumer  and 
entertainment  initiatives  for  AT&T,  the 
iPhone's  exclusive  carrier,  wakes  up  the 
phone  and  deftly  navigates  through  its 
applications.  He  shrinks  and  expands 
Web  pages  with  strokes  of  his  fingers  and 
launches  an  episode  of  Ugly  Betty  that 
looks  as  crisp  as  an  image  on  an  HDTV. 

But  when  asked  if  he  can  get  his  corpo- 
rate e-mail,  de  la  Vega  pulls  a  Research  in 
Motion  (RIM)  BlackBerry  ft-om  his  pocket. 
No,  he  admits,  the  iPhone  "doesn't  do  live 
over-the-air  e-mail  like  the  BlackBerry." 
It's  clearly  aimed  at  folks  who  are  more  in- 
terested in  mobile  music,  YouTlibe  videos, 
and  locating  a  club  on  a  Web  map  than  in 
being  tethered  to  their  office  e-mail.  Yet 
with  corporate  use  making  up  a  vital  20% 
of  the  overall  $176  billion  global  market 
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for  mobile  phones,  according  to  consul- 
tants Strategy  Analytics,  AT&T  and  Apple 
can't  neglect  businessfolk  forever.  "We 
clearly  will  go  after  them  in  the  fiature," 
says  de  la  Vega. 

But  how?  Elegance  alone  won't  help 
the  iPhone  snag  business  users.  Major 
companies  demand  high  levels  of  security 
in  the  tools  they  support,  including  such 
features  as  the  ability  to  delete  e-mail  and 
other  corporate  data  re- 
motely if  a  device  is  lost 
or  stolen.  To  make  the 
iPhone  corporate-ready, 
Apple  needs  to  do  a  deal 
with  a  service  provider 
or  come  up  with  a  home- 
grown solution.  Either 
way,  there's  no  quick  fix. 
"It's  easy  to  underesti- 
mate the  complexity  of 
the  corporate  market," 
says  analyst  John  Jack- 
son of  tech  research  firm 
Yankee  Group. 

The  most  important 
missing  piece  is  a  secure 
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The  corporate 
share  of  the 
$176  billion 
worldwide 
market  for 
handsets. 
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way  to  "push"  messages  automati' 
from  corporate  mail  systems  such  as 
crosoft  Exchange  or  IBM  Lotus  Dor 
to  handsets.  BusinessWeek  has  lea 
that  last  year  Apple  Inc.  negotiated 
a  leading  provider  of  secure  mobile  i 
Good  Technology  Inc.,  about  pui 
Good  Mobile  Messaging  software  oi 
iPhone.  Good  already  supports  a  va 
of  smartphones  using  Palm  and  M 
soft  software. 

OPEN  AVENUES 

THE  GOOD-APPLE  discussions  b 
down  last  fall,  according  to  execu 
close  to  the  situation,  when  Mote 
purchased  Good.  Even  before  that, 
sion  arose  between  Motorola  Chief  F 
utive  Edward  J.  Zander  and  Apple's  J 
Jobs  after  an  acrimonious  partne: 
that  resulted  in  the  disappointing  d 
of  the  Rokr  music  phone.  Kathy 
dino,  president  of  Motorola's  enten 
mobility  business,  wouldn't  comi 
on  the  talks,  but  she  says  a  Good-i^ 
relationship  "is  possible." 

Analysts  point  out  that  Apple* 
other  e-mail  options.  Visto  Corp.  in  r 
wood  City,  Calif,  another  developi 
solutions  for  portable  e-mail,  has  n  h 
talks  with  Apple,  according  to  ana 
but  there  has  been  no  deal.  AnotherlH' 
sible  player  is  Nokia's  Intellisync 
But  it,  and  other  even  smaller 
ers,  can  claim  only  paltry  market  s 
compared  with  e-mail  giants  RIM 
Good.  "Everyone  is  ready  to  glom  i|lVI[ 
the  iPhone's  cachet,"  says  Cliff  Rasi 
wireless  specialist  at  Strategy  Anal 
Apple  declined  to  talk  about  its  pla 
discussions  with  software  suppliers ' 
The  betting,  say  those  familiar 
Apple's  ways,  is  that  Jobs  will  turn 
old  rival  Microsoft.  Its  Exchange, 
system  offers  a  feature  called  Direct  • 
that  lets  smartphone  makers  build  o  jdB 
ware  that  automatically  syncs  mail,ii  km 
tacts,  and  calendar  r  be 
"The  Microsoft  proditj  jsei 
not  in  the  same  clail  ijfs 
BlackBerry  or  Good,"'i  U.s 
Ken  Dulaney  of  reseaii  iigjj 
Gartner,  "but  it  is  proi'  fet 
acceptable  to  chief  i  i  ian( 
mation  officers."  And  i  lind 
ard  Doherty,  a  co-foi»  npj 
of  tech  research  firni"  H  f 
visioneering,  thinks  1 1  loldf 
could  have  its  own  "  i  Juji^ 
mail"  software  in  the  w  ^l 
That  could  push  the  iF  i  ttopi; 
into  the  corporate  gam  i  jp^j 
-With  Olga  h ,  leij- 
inPortlanc.  [(„! 
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Billion-dollar 
'!  losses 
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AN  VW  FINALLY  FIND 
'S  WAY  IN  AMERICA? 

ast-ditch  drive  must  correct  disastrous 
^s  to  make  the  U.S.  profitable  again 


AVID  KILEY  AND 
EDMONDSON 

^■^  OLKSWAGEN'S  EXPERI- 
i  ^K  ence  in  the  U.S.  has  al- 
ii ^K  ways  been  one  of  highs 
^^^v  and  lows.  But  rarely  have 
H^V  its  fortunes  sunk  so  low 
^^m  as  now.  Less  than  a  de- 
^^m  cade  ago,  the  quirky  re- 

ted  Beetle  helped  VW  come  roaring 
[from  a  previous  crisis.  But  for  the 
hree  years,  its  U.S.  operations  have 
,ose  to  $1  billion  annually. 
w  it's  trying  again  to  save  the  brand 
'\  U.S.  To  head  U.S.  operations,  it's 
ling  in  Stefan  Jacoby,  a  German  with 
ties  to  VW  Chairman  Martin  Win- 
m  and  Supervisory  Board  Chairman 
aand  K.  Piech,  who  took  control  of 
impany  this  year  after  a  shakeup 
left  Porsche  as  VW's  controlling 
holder.  Jacoby,  49,  an  accountant 
lining,  made  his  mark  as  head  of 
global  sales  and  marketing.  Since 
y  took  charge,  the  company  boosted 
ropean  market  share  to  20.3%  fi'om 
!,  helping  keep  it  solidly  in  place 
;  Continent's  leading  brand.  With 


its  U.S.  fortunes  in  long-term  decline, 
Jacoby  is  facing  his  biggest  challenge  yet. 
His  mission:  to  meet  Winterkorn's  target 
of  breaking  even  in  the  U.S.  by  2009. 

Only  a  year  ago,  VW  was  gearing  up 
a  huge  marketing  campaign  to  relaunch 
a  revamped  Rabbit  and  Jetta  in  a  bid  to 
recapture  its  niche  as  the  affordable,  styl- 
ish European  car  of  choice  for  younger 
buyers.  VW  hired  former  MiniUSA  mar- 
keting chief  Kerri  Martin,  who  recruited 
super-hot  U.S.  ad  agency  Crispin  Porter 
+  Bogusky.  The  plan,  as  chronicled  in 
a  BusinessWeek  cover  p,,,^,,,^,^,,,^^^^ 
story  (May  22,  2006), 
was  to  create  a  vw 
renaissance. 

It  didn't  work  out 
that  way.  A  string  of 
attention-grabbing 
ads— one  campaign 
showed  people  sur- 
viving crashes  un- 
scathed and  another 
starred  a  German 
dominatrix  named 
Helga— did  little  to 
juice   sales   of  VW's 


DRIVING  IN  REVERSE 

.  THOUSANDS  OF  CARS 
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two  most  important  models,  the 
Jetta  and  the  Passat.  "I've  never 
seen  a  brand  struggle  so  hard  to 
understand  the  U.S.  market  and 
fail  so  miserably,"  says  Rebecca 
Lindland,  a  director  at  consult- 
ing firm  Global  Insight  Inc.  VW's 
sales  slid  to  235,000  last  year,  from 
338,000  in  2002.  Martin  left  last 
December,  part  of  a  shakeup  when 
Porsche  took  over. 

Making  matters  worse  is  the 
perception  in  the  U.S.  that  VW's 
quality  lags  vs.  its  Japanese  rivals. 
VW's  interiors,  for  example,  don't 
stand  up  to  the  kind  of  abuse  they 
get  from  U.S.  drivers,  who  do  a  lot 
more  eating,  drinking  coffee,  and 
applying  makeup  in  their  cars  than 
Europeans  do.  That's  one  factor 
in  J.D.  Power  &  Associates  Inc.  ranking 
VW  in  the  bottom  20%  for  reliability, 
quality,  and  service.  "That  really  hurts 
VW  when  its  young  customer  base  does 
so  much  online  comparative  shopping," 
says  Power  Information  Network  analyst 
Tom  Libby. 

To  turn  operations  around,  Jacoby  has 
to  batde  the  punishingly  high  euro  and 
VW's  limited  manufacturing  presence  in 
North  America.  Even  more  important, 
the  company  needs  to  introduce  new 
models  that  build  on  its  long  tradition 
of  quirkiness  and  connect  with  U.S.  con- 
sumers. Instead,  the  carmaker's  more 
recent  offerings  feel  bland.  Dealers  think 
VW  blew  a  golden  opportunity  when  it 
chose  not  to  introduce  an  updated  ver- 
sion of  the  wildly  popular  Microbus  ft^om 
the  '60s  and  '70s.  Instead,  the  company 
is  launching  a  repackaged,  Volkswa- 
gen-branded, Chrysler  minivan.  Casey 
Gunther,  VW's  top-selling  U.S.  dealer,  in 
Coconut  Creek,  Fla.,  is  worried.  "We're 
missing  the  funkiness"  that  U.S.  buyers 
expect  from  vw,  he  says.  "The  Germans 
don't  understand."  And  unlike  in  Eu- 
rope, affluent  buyers  don't  see  VW  as  an 
aspirational  brand. 

,,^.^^„,i„p^^,  Winterkorn  vows 
the  turnaround  of  the 
U.S.  business  is  his 
"No.l  priority."  But 
there's  only  so  long 
any  management  can 
put  up  with  nearly  $1 
billion  annual  losses. 
Says  one  executive 
close  to  VW:  "For 
the  first  time  in  some 
time,  the  phrase  'If  we 
are  to  stay  in  the  U.S.' 
precedes  a  lot  of  con- 
versations at  VW."  ■ 
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HIGHER  LEARNING 


HALLS  OF  IVY-AND 
CRUMBLING  PLASTER 

Amid  a  building  boom,  colleges  scramble 
for  funds  to  keep  up  aging  facilities 


BY  JANE  PORTER 

COLLEGE  STUDENTS  AND 
their  parents  have  come 
to  expect  flashy  campus 
amenities:  towering  re- 
search labs,  sprawling 
B-school  trading  floors, 
and  recreation  centers 
with  50-foot  rock-climbing  walls.  And 
the  nation's  universities  have  in  recent 
years  launched  a  multibillion-dollar  con- 
struction frenzy  akin  to  an  arms  race. 

What  you  may  not  realize  is  that 
many  existing  buildings  on  the  nation's 
campuses  are  falling  apart.  Blame  old 
age  and  less-than-diligent  maintenance. 
"When  dollars  are  flowing  into  new 
facilities,"  says  Terry  W.  Ruprecht, 
director  of  energy  conservation  at 
the  University  of  Illinois  at  Urbana- 
Champaign,  "they  aren't  flowing  into  old 
facilities.  It's  taking  an  existing  problem 
and  making  it  worse." 

The  issue  is  how  schools  will  pay  for 
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this.  According  to  conservative  estimates, 
the  nationwide  repair  bill  could  reach 
$40  billion.  Asking  well-heeled  contribu- 
tors to  open  their  wallets  isn't  an  answer 
since  most  philanthropists  want  to  see 
their  names  on  a  fancy  new  building,  not 
a  fixer-upper.  "Maintenance  doesn't  have 
that  allure  to  a  private  donor,"  says  James 
E.  Alty,  director  of  facilities  services  at 
the  University  of  North  Carolina  at  Cha- 
pel Hill.  As  a  result,  students  and  their 
parents  are  more  and  more 
expected  to  foot  the  bill, 
especially  at  state  schools 
where  funding  is  tight. 

More  than  half  the  build- 
ings on  U.S.  campuses  were 
slapped  up  in  the  1960s  and 
'70s,  a  period  when  enroll- 
ment nearly  doubled.  Today 
those  buildings  are  pushing 
40.  If  s  not  a  pretty  picture. 
At  Kansas  State  Universi- 
ty, limestone  exteriors  are 
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Nationwide, 
the  repair  bill 
could  reach 
$40  billion, 
say  some 
estimates 


crumbling,  the  electrical  system  shi 
sparks  on  humid  days  (workers  c: 
control  room  the  Frankenstein  roc 
and  the  wind  whisties  through  the  ei 
foot,  single-pane  windows  at  Waters  I 
whose  deteriorating  frames  date  bac 
1923.  The  University  of  Illinois,  mi 
while,  has  just  completed  a  new  $80 
lion  institute  for  genomic  research  buli 
a  backlog  of  repairs  that  wdll  consuir 
much  as  $600  million.  Chapel  Hill's 
standing  maintenance  bill:  $400  mil 
on  top  of  25  new  building  projects.  An 
it  goes,  from  coast  to  coast. 

To  deal  with  the  problem,  school' 
hiring  consultants  to  conduct  on 
assessments  and  prioritize  mainten; 
projects.  Others  are  seeking  additi' 
state  funding,  borrowing  cash,  or  dr 
ing  existing  budgetary  funds  to  the  i 
pressing  projects.  Several  universitie 
adding  a  surcharge  to  tuition  fees  to  _ 
cover  the  outlay.  At  the  Illinois  canB 
of  41,000,  students  were  hit  with  a  5  ' 
annual  maintenance  fee  last  fall— rsr  '" 
to  $520  this  year— to  bring  in  more '  '^ 
$20  million  a  year  for  the  campus' :    •" 
million  worth  of  high-priority  rei^" 
and  replacements. 

Sometimes  the  buildings  are  so 
moded  that  fixing  them  is  just  not  v 
it.  The  University  of  Texas  at  Hoii| 
is  simply  demolishing  five  buildinj 
need  of  updates  and  building  anew, 
even  that  is  not  a  solution.  Tearing  ( 
the  17-floor,  limestone-and-steel  Hoi 
Main  building  next  year  will  cost  $6| 
lion,  not  to  mention  the  $250  millil 
build  a  new  medical  research  and 
ment  facility  in  its  place. 

Having  learned  their  lesson  froi 
'60s  building  boom,  universities 
days  are  planning  new  projects 
long-term  costs  in  mind  and  inve^ 
in   energy-efficient,   low-mainter 
designs.  But  there's  only  so  much 
can  do.  The  shorter  lifespan 
electronic  gizmos  found  on  the  mo| 
campus— interactive  whiteboards 
torized  window  shades,  and  re 
operated  lighting— means  frequeri 
grades.  And  with  e 
ments  rising,  the  cc 
accommodating  addiiij  ''» 
students  will  rise,  too 
liam  A.  Daigneau,  he 
facilities  at  the  Univ 
of  Texas   M.D.  And#cla; 
Cancer  Center,  says 
siderations  such  as 
must  be  top  of  mind. ' 
you've  got  that  bram ' 


asset,"  he  says, 
a  liability."  ■ 


you 


'.( 


HI 


■ITARY  GEAR 


PERATION: 
EAF  BLOWER 

[lall  companies  are  coming  up  with 
native  ways  to  help  U.S.  troops  survive 


CHRISTOPHER  MEGERIAN 

EAFBLOWERS,LASERPOINT- 
ers,  and  speedboat  hulls. 
These  are  the  new  cutting 
edge  in  American  military 
might.  While  the  Pentagon 

■  has  been  a  tireless  advocate 
for  high-tech  weaponry,  the 
military  is  still  struggling  to  defend 
2rs  in  Iraq  from  roadside  bombs  and 
■  low-tech  improvisations  by  insur- 
i.  In  response  to  this  ever-evolving 
ice,  the  military  is  straining  to  be 


Exhibit  A:  The  Mine  Resistant  Ambush 
Protected  (MRAP)  program,  launched  in 
late  2006  by  the  Marine  Corps.  Rather 
than  design  a  whole  new  generation  of 
armored  vehicles  itself,  the  Corps  issued 
an  appeal  to  both  military  and  civilian 
contractors  for  quick,  imaginative  solu- 
tions. How  about  a  truck  built  with  the 
hull  of  a  boat  underneath?  That  idea  was 
floated  by  Force  Protection  Industries,  of 
Ladson,  S.C,  which  used  to  make  speed- 
boats. Michael  Aldrich,  vice-president 
for  marketing  and  government  relations. 


Low  Tech,  Big  Impact 

Facing  tighter  budgets,  the  U.S.  military  is 

bypassing  high-priced  contractors  in  favor  of 

entrepreneurs  who  have  modified  civilian 

goods  into  combat-ready  equipment 


MOADWARRIOIi 

Industrial  leaf  blowers 
mounted  on  the  front 
of  vehicles  clear  debris 
to  help  drivers  spot 
hidden  roadside  bombs 
$12,000 


;\;;^  CHECKPOINT 

Classroom  laser  pointers 
are  used  instead  of 
gunshots  to  warn  drivers 
to  slow  down.  $150 


iDY  FOR  ACTION 

"souped-up 
leaf  blower 


COMMONS£NS£COCji 

To  cut  air-conditioning 
costs  in  Iraq,  the 
military  is  covering 
tents  with  insulation. 
$10,000  per  tent 


creative  and  less  plodding  in  pro- 
g  effective  battle  gear, 
e  result:  a  growing  list  of  uncon- 
3nal  battlefield  supplies  from  the  ci- 

sector  that  can  provide  quick  fixes 
iq's  brutal  war  zones,  which  have 
ly  claimed  3,610  U.S.  lives.  "Every- 

we  do  is  based  on  the  enemy.  And 
I  adaptive,  smart  enemy  out  there," 
Ljerald  Ferguson  Jr.,  deputy  direc- 
'  the  U.S.  Army's  Rapid  Equipping 

(REF),  which  is  speeding  off-the- 

:quipment  to  the  front  lines. 


recalls  telling  his  colleagues:  "In  my 
humble  opinion,  the  boat  business  is  a 
waste  of  time.  What  we're  going  to  need 
is  thousands  and  thousands  of  land  ve- 
hicles with  V-shaped  hulls." 

The  idea,  which  actually  dates  back 
about  30  years,  is  based  on  the  observa- 
tion that  dampening  Shockwaves  from  an 
explosion  may  be  just  like  deflecting  the 
impact  of  waves  on  a  hull.  Force  Protec- 
tion began  shipping  its  Cougar  trucks  to 
Iraq  in  2004,  two  years  before  the  MRAP 
program  got  off  the  ground.  In  more  than 


2  million  hours  of  use,  not  a  single  oc- 
cupant has  died  in  a  Cougar,  according  to 
the  company.  Today,  Force  Protection  is 
supplying  nearly  half  the  3,765  armored 
trucks  the  military  has  ordered  under 
MRAP.  The  Army  plans  to  buy  more  than 
17,000  MRAP  vehicles,  which  could  mean 
bUUons  of  dollars  in  additional  Cougar 
contracts  if  funding  is  approved.  The 
company's  shares  have  tripled  since  last 
November,  to  more  than  23. 

Far  smaller  companies  have  learned 
to  work  with  the  military.  Often,  they're 
contacted  directly  by  the  REF,  which 
is  based  in  Fort  Belvoir,  Va.,  and  has 
branches  in  Iraq  and  Afghanistan.  Its  sol- 
diers have  the  authority  to  make  smaller 
purchases  of,  say,  a  few  thousand  dollars, 
using  an  Army  credit  card. 

It  was  the  REF  that  came  looking  for  80 
industrial  leaf  blowers  from  Buffalo  Tur- 
bine in  SpringvUle,  N.Y.  Iraqi  insurgents 
sometimes  bury  improvised  explosive  de- 
vices under  dirt  and  debris,  so  members 
of  the  REF  devised  a  way  to  expose  them 
by  means  of  a  leaf  blower  strapped  to  the 
front  of  vehicles.  Buffalo,  which  usually 
sells  its  equipment  to  golf  courses,  worked 
with  the  Army  to  toughen  the  blower's 
rotating  nozzle. 

The  REF  has  also  reached  out 
to  a  two-person  company  located 
in  a  suburban  home  near  Port- 
land, Ore.  Beam  of  Light  Tech- 
nologies Inc.  imports  green  lasers 
from  Taiwan  for  such  civilian  uses 
as  classroom  teaching  and  bird- 
watching.  Soldiers  in  Iraq  have 
found  that  green  lasers,  easier 
to  see  than  red  ones,  can  be  used 
to  warn  motorists  to  stop  when 
they  approach  a  checkpoint.  The 
alternative— firing  a  few  warn- 
ing shots— often  frightens  driv- 
ers, prompting  them  to  accelerate 
instead,  which  can  cause  soldiers 
to  open  fire. 

The  REF  reports  that  green  la- 
sers have  reduced  aggressive  driv- 
ing at  checkpoints  by  as  much  as 
80%.  And  the  purchases— 25,000 
since  the  2003  invasion— have  given  a 
big  boost  to  Beam  of  Light.  Military  sales 
accounted  for  almost  60%  of  the  compa- 
ny's $3  million  in  sales  for  2006,  double 
the  previous  year's  revenues.  Says  REF 
Lieutenant  Colonel  Dan  Shea:  "We  find 
a  problem,  then  we  identify  something 
that's  readily  available."  ■ 


BusinessWeek  .com 


TRANFORMERS:  To  view  a  slide  show 
featuring  unconventional  military  equipment, 
visit  businessweek.com/extras 


July  23,  2007  I  BusinessWeek  I  33 


GlobalBusiness 


MAKEOVERS 


REFILLING 
BP'S  TANK 

New  CEO  Hayward  has  major  safety 
and  expansion  issues  to  resolve 


BY  STANLEY  REED 

WHEN  HE  ABRUPTLY 
resigned  as  chief 
executive  of  BP  PLC 
on  May  1,  Sir  John 
Browne  left  the 
company  in  disar- 
ray. The  giant  en- 
ergy producer  was  strugghng  with  a 
legacy  of  accidents  and  spills  in  the  U.S. 
It  was  embroiled  in  a  property  dispute 
that  threatened  its  position  in  Russia,  a 
region  that  provides  a  quarter  of  its  out- 
put. And  morale  had  flagged  as  its  shares, 
once  among  the  hottest  in  the  oil  and  gas 
industry,  were  losing  ground  to  rivals. 
The  job  of  fixing  BP's  problems  fell  to 
Tony  Hayward,  BrowTie's  successor  and 
a  25-year  veteran  of  the  company. 

Browne,  who  rescued  BP  from  financial 
trouble  in  the  early  1990s  and  then  built  it 
into  a  global  leader,  once  looked  like  he'd 
be  a  tough  act  to  follow.  But  the  compa- 
ny's woes  and  revelations  about  Browne's 
personal  life  that  preceded  his  departure 
have  made  it  much  easier  for  Hayward  to 
pursue  his  own  instincts.  While  still  early, 
it  looks  as  though  Hayward,  50,  wH\  try 
to  boost  BP's  results  more  with  efficiency 
gains— possibly  including  job  cuts— than 
with  the  wheeling  and  dealing  that  was 
Brovrae's  hallmark. 

Hayward's  style  so  far  has  been  the 
antithesis  of  that  of  his  former  boss. 
Browme  was  a  nattj'  dresser  and  opera 
buff  who  was  aloof  from  most  BP  staff 
members.  Hayward,  by  contrast,  goes 
in  for  rugby  and  Eric  Clapton,  and  often 
drops  by  the  basement  cafeteria  of  BP's 
London  headquarters  in  his  shirtsleeves 
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for  coffee.  On  recent  visits  to  the  compa- 
ny's U.S.  refineries,  he  spent  hours  talk- 
ing to  equipment  operators  rather  than 
huddled  with  senior  managers. 

While  the  company's  catalog  of  woes 
might  seem  overwhelming,  Hayward 
is  determined  to  restore  BP's  "winning 
ways,"  as  he  wrote  in  a  May  1  staff  memo. 
He  thinks  that  can  be  done  by  focusing 
on  a  few  key  issues.  The  company  has 
always  been  good  at 
finding  oil,  whether 
by  discovering  new 
fields  deep  beneath 
the  ocean  floor  or  by 
schmoozing  poten- 
tates such  as  Libya's 
Colonel  Muammar 
Qaddafi,  who  award- 
ed BP  an  exploration 
tract  the  size  of  Bel- 
gium in  May. 

But  Hayward  real- 
izes that  BP  has  been 
weak  at  running  ba- 
sic operations  such 
as  refineries.  Some 
think  he  needs  to 
come  up  with  a  radi- 
cal solution,  much 
as  Browme  did  at  the 
beginning  of  his  ten- 
ure, when  he  launched  a  wave  of  industry 
consolidation  by  taking  over  both  Amoco 
and  Atlantic  Richfield  in  the  late  1990s. 
One  possible  tactic:  closer  ties  with  a 
national  oil  company,  such  as  Russia's 
Gazprom,  which  would  give  BP  huge 
reserves  in  exchange  for  access  to  its  dis- 
tribution network. 


To-Do  List 

Can  Hayward  complete  it? 

SAFETY  Make  BP  an  industry 
leader  after  the  Texas  City  disaster 
and  other  mistiaps 

CULTURE  Reconnect  management 
with  frontline  workers  in  refineries 
and  on  platforms 

PERFORMANCE  Get  key  refineries 
back  into  service  and  start 
pumping  from  new  oil  fields 

FOCUS  Concentrate  on  the  best 
projects  and  installations  while 
selling  off  marginal  assets 


But  first  Hayward  will  have  to  de 
strate  that  BP  can  manage  the  spra'i 
array  of  businesses  assembled  i| 
Browne.  If  not,  hedge  funds  and 
investors  may  start  calling  for  his 
and  a  breakup  of  the  company.  Jolj 
will  be  fixing  the  safety  problems! 
came  to  light  after  an  explosion  j 
killed  15  people  at  a  refinery  in 
City,  Tex.,  two  years  ago.  Haywanl 
boosted  spending  at  BP's  U.S.  rel 
ies— where  the  most  serious  prolj 
have   occurred— by  $500  milliorl 
year,  to  $1.7  billion  annually  ovel 
next  four  years.  The  money  wrl 
into  new  and  better  equipment  asj 
as  safety  training.  At  the  same 
BP  and  its  partners  are  moving  i 
with  plans  to  renew  the  infrastruj 
at  Alaska's  Prudhoe  Bay  oil  field,  \  I 
has  suffered  a  series  of  leaks  and 
mishaps.  "There  can  be  no  compn  j 
[on  safety],"  Hayward  said  in  the  1 
memo.  "We  must  pay  particular  <•  j 
tion  during  this  time  of  change." 

GIANT  OIL  FIELDS 

HAYWARD  NEEDS  TO  get  the  U.S. 
eries  running  smoothly  to  keep  up 
rivals  such  as  Exxon  Mobil  Corp 
Royal  Dutch  Shell  PLC.  One  reason 
the  facilities  deteriorate  is  that  re 
profit  margins  were  paltry  for  de( 
But  now,  with  U.S.  capacity  tigh 
business  has  be 
a  major  moneyi 
for  most  comp 
But  not  BP.  Th( 
as  City  facility, ' 
is  currently  o 
ingatjustabou 
capacity,  is  c( 
nearly  $2  billic 
year  in  lost 
Another  key  re: 
at  Whiting,  Iri| 
also  running  a 
speed. 

Meanwhile, 
ward  also  waJl 
open  up  two 
fields  BP  is  de 
ing  in  the  d 
Mexico.    The 
pany  had  hopei 
would  begin  pi 
ing  by  2005,  but  now  neither  wiW  g  j 
service  before  2008.  At  today's  sh 
price  levels,  the  projects  could  pro 
major  shot  to  BP's  bottom  line.  Tog 
they're  likely  to  produce  about  34  [ 
barrels  per  day,  or  9%  of  BP's  c 
output.  Powering  the  refineries  baj 
and  getting  the  new  wells  pumpii ' 


imiiinNiip 


nmmiram 


crucial  to  Haj^ward's  hopes  of  revers- 
ing the  24%  slide,  to  $4  billion,  in  net 
income  that  the  company  reported  for 
the  first  quarter.  It  would  also  help  make 
up  for  the  half-million  barrels  per  day  in 
production  capacity  that  BP  has  sold  in 
recent  years— sales  that  in  hindsight  ap- 
pear to  have  been  a  mistake. 

GROOMED  TO  LEAD 

ONE  LESSON  HAYWARD  learned  from 
watching  Browne  is  not  to  promise  too 
much.  Browne  got  burned  several  years 
ago  by  setting  overly  ambitious  produc- 
tion targets.  Under  Hayward,  BP  has 
tamped  down  forecasts  to  a  flat  3.9  mil- 
lion bbl  per  day  or  so  in  2007,  then  rising 
slowly  to  4.3  million  bbl  per  day  in  2012. 
Still,  Hayward  is  hardly  a  complete 
break  from  the  past.  During  his  long  BP 
tenure,  he  worked  closely  with  Browne, 
spending  five  years  as  the  head  of  explora- 
tion and  production  before  being  tapped 
as  chief  executive  earlier  this  year.  Often  at 
Browne's  side  at  meetings 
with   Russia's  President 
Vladimir  V.    Putin   and 
other  power  brokers,  he 
had  ample  opportimity  to 
observe  his  predecessor's 
negotiating  skills. 

Some  industry  hands 
criticized  BP  for  selling  its 
stake  in  the  rich  but  large- 
ly undeveloped  Kovykta 
gas  fields  in  eastern  Si- 
beria. But  Hayward  was 
satisfied  to  get  as  much 
as  $900  million  for  the 
fields,  with  an  option  to 
buy  back  a  25%  stake  lat- 
er. BP  has  invested  more  than  $300  million 
in  Kovykta,  and  Hayward  could  have  lost 
everything,  fristead  he  has  setded  a  dispute, 
at  least  for  now,  that  was  a  distraction  for 
BP  and  possibly  solidified  the  producer's 
leading  position  among  international  oil 
companies  in  Russia  by  making  a  friend  in 
Gazprom  CEO  Alexei  B.  Miller. 

Hayward's  Russia  strategy,  though, 
could  still  backfire.  And  a  lax  corporate 
culture  that  investigators  say  was  a  big 
factor  in  BP's  accidents  won't  change 
overnight.  Although  many  of  the  law- 
suits over  Texas  City  have  been  settled, 
the  U.S.  Justice  Dept.  is  pursuing  in- 
vestigations of  BP's  conduct  there  and 
in  Alaska.  "BP  is  the  most  challenged 
of  the  supermajors  at  this  time,"  says 
J.  Robinson  West,  chairman  of  Washing- 
ton-based consultants  PFC  Energy.  It  will 
probably  take  a  year  or  two  of  hard  work, 
and  perhaps  some  good  luck,  for  Hay- 
ward to  change  that  assessment.  ■ 
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FAST  FOOD 


KNOCK  KNOCK, 
IT'S  YOUR  BIG  MAC 

From  Sao  Paulo  to  Shanghai,  McDonald's 
is  boosting  growth  with  speedy  delivery 


BY  MICHAEL  ARNDT 

ICKEY  D  DELIVERS? 
You  bet.  While  Amer- 
icans suffering  from 
a  Big  Mac  attack  typ- 
ically pull  up  to  the 
drive-through  win- 
dow, in  the  develop- 
ing world  the  fast-food  chain  increasingly 
does  the  driving.  In  traffic-choked  cities 
from  Manila  to  Montevideo,  McDonald's 
deploys  fleets  of  motor  scooters  to  get  hot 
food  to  customers  fast.  "I'm  too  lazy  to  go 
out  and  stand  in  line,"  confesses  Nada 
Abou  el  Soud,  a  Cairo  high  school  student. 
She  says  she  calls  in  an  order  for  a  Mc- 
Chicken  combo  meal  at  least  once  a 
week,  dropping  about  $4.25  each  time, 
including  a  70(J:  delivery  fee. 

All  told,  McDonald's  delivers  in  some 
25  cities,  vAxh  a  half-dozen  more  on  deck. 
The  company  just  launched  deliveries  in 
Taipei,  v\ath  1,000  drivers,  is  expanding 
Shanghai  to  citywide  service  this  sum- 
mer, and  is  testing  the  concept  in  Beirut 
and  Riyadh.  In  Egypt,  where  the  setup 
was  pioneered  in  1995,  deliveries  now  ac- 
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count  for  27%  of  all  McDonald's  revenue 
and  up  to  80%  at  some  restaurants.  Glob- 
ally, delivery  sales  are  expected  to  total 
more  than  $110  million  in 
2007,  up  from  $90  million 
last  year,  the  company  says.  ^  _ 

While  thaf  s  spare  change    Qpl  1VPT*V  tOD 
for  the  $21.6  billion  giant,       ,  r* 

the  business  is  growing  by     LllOSe  lOr 
20%  to  30%  annually,  more 
than  triple  the  chain's  over- 
all rate. 


Margins  for 


meals 
taken  in 
restaurants 


NO  CLEANUP 

IT'S  PROFITABLE,  too.  De- 
livery margins  usually  top 
the  13%  to  14%  that  Mc- 
Donald's outlets  generally  jaeld.  That's 
because  the  courier  fee,  which  runs  from 
504:  to  $1,  covers  the  cost  of  handling 
phoned-in  orders  and  the  fleets  of  driv- 
ers and  motorbikes.  "And  we  don't  even 
have  to  clean  up  a  table,"  notes  Timothy 
J.  Fenton,  president  of  McDonald's  Corp. 
operations  outside  the  Americas  and  Eu- 
rope. "It's  incremental  profit  for  us." 
The  business  is  emblematic  of  the 


CA'RO  Nearly  all  change  in  thi 

McDonalds  deliver,       ■       ^^  ^^  ^ 
while  few  have  drive-     „^  ,  .^n  ^ 
through  windows  Brook  (111.)  a 

^^^^^^  pany.  From  1 

Donald's  star 
1955,  headquarters  dictated  pretty  m 
every  detail  of  running  a  franchise, 
as  revenue  growth  stalled  several  y( 
ago,  management  began  encouraging 
perimentation.  So  while  the  basic  m' 
and  layout  of  a  McDonald's  is  still  pr 
much  the  same  everywhere,  restaun 
in  China  now  have  latitude  to  substi' 
corn  for  fries  in  Happy  Meals,  s( 
in  the  U.S.  blend  fruit  smoothies, 
those  in  Australia  and  France  have 
fee  lounges  that  feel  like  a  Starbu 
"Management  is  looking  beyond  1 
Brook  for  inspiration,"  says  UBS  Sec 
ties  analyst  David  S.  Palmer.  "The 
becoming  better  at  sharing  the  best  ic 
around  the  globe." 

McDonald's  opened  its  first  locatio ; 
Egypt  in  1994.  Its  local  licensee  quii 
suggested  adding  delivery  after  n( 
ing  that  other  fast-food  chains,  and  t 
five-star  hotels,  offered  the  service, 
first  trial  took  place  six  months  late|(N 
two  outlets.  One  key  was  setting  up  a 
center  with  a  single  toll-free  phone  n; 
ber  for  metropolitan  Cairo.  The  0 
was  hiring  hundreds  of  scooter  drive 
snake  their  way  through  the  city's  t 
traffic  to  make  their  drop-offs  before 
McNuggets  get  cold.  Today,  almost  i 
McDonald's  35  restaurants  in  and  arc 
Cairo  deliver,  while  only  a  couple  1 
drive-through  windows.  McDonald's 
mimicked  this  setup  as  it  has  expai 
the  service  to  other  countries. 

One  place,  though, 
the  Golden  Arches  v 
come  knocking  is  the 
The  delivery  model  w 
well    in    congested    C| 
where  there's  no  affbr(T(  (j 
space    for    drive-thra|  ij; 
vvandows,    but    plentjl) 
cheap  labor  to  ferry  the< 
to    customers.    Excepp  j^ 
Manhattan,  where  a  h|  j, 
fill  of  McDonald's    ddt  ,,| 
phoned-in  orders  to  nei|  ^ 
high-rises,  land  isn't  ai 
sue  in  U.S.  cities  and  people  find  it  e<  ^^ 
to  pick  up  meals  themselves.  But  j 
ever  more  sales  coming  from  abiii 
Ronald  McDonald  v\all  be  plenty  | 
making  the  rounds  for  some  time.  t\ 
-With  Caroline  Ghobrial  in  ( 
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ERE,  KID, 

AKE  THE  WHEEL 

lime,  CDs,  Hello  Kitty— why  carmakers 
2  desperate  to  woo  young  buyers 


(VN  ROWLEY 

fUSUKE  KATAGATA  IS 
typical  of  growing  num- 
bers of  potential  car  buy- 
ers in  Japan  these  days: 
The  29-year-old  video 
game  producer  doesn't 
own  a  car  and  has  no 
;  to  get  one  anytime  soon.  Instead, 
gata  rides  his  bicycle  to  work  in  To- 
Shinjuku  district.  "Cars  cost  a  lot  to 
and  I  don't  have  any  reason  for  us- 
ne  during  the  week,"  he  says.  "Most 
If  friends  don't  have  a  car  either." 
Ltagata  and  his  pals  pose  a  double- 
•led  challenge  for  Japan's  auto  gi- 
'<  Traditionally,  carmakers  have  tar- 
i  the  young  with  their  sales  pitches 
ipes  of  roping  in  a  customer  for  life, 
n  Japan  these  days  there  are  fewer 
;ewer  young  people,  and  they're  less 
ess  interested  in  spending  their  yen 
fancy  set  of  wheels.  In  June  car  sales 
pan  slumped  9.4%  year-  _____ 
i;ar  to  462,000,  marking 
msecutive  months  of  de- 
For  the  full  year,  Japan's 
iiakers  expect  sales  to  slip 
i3  million,  down  from  5.74 
m  in  2006  and  a  peak 
'8  million  in  1990.  "The 
are  buying  fewer  cars 
:'s  not  going  to  get  better," 
arlos  Ghosn,  chief  execu- 
f  Nissan  Motor  Co.,  which 
een  its  sales  in  Japan  fall 
e  last  21  months. 


The  real  worry  is  the  graying  of  Japan. 
People  over  65  now  account  for  more 
than  20%  of  the  population,  vs.  15% 
in  1997.  Meanwhile,  the  share  of  those 
aged  20-29  will  likely  fall  below  12% 
this  year,  compared  with  15%  a  decade 
ago.  That  means  some  4  million  people 
of  prime  auto-buying  age  have  been  re- 
placed by  pensioners,  who  are  less  likely 
to  buy  cars— and,  as  they  get  older,  less 
able  to  drive  them.  "Fewer  young  folks 
is  a  big  problem  for  automakers,"  says 
UBS  analyst  Tatsuo  Yoshida.  "And  ef- 
forts to  make  nicer  cars  or  sexier  cars 
won't  help  a  lot." 

OLD  RELIABLES 

THAT'S  BECAUSE  UNLIKE  their  parents, 
today's  twentysomethings  tend  to  con- 
sider cars  a  costly  mode  of  getting  from 
A  to  B  rather  than  a  mark  of  success. 
Japan's  efficient  public  transport  makes 
owning  an  auto  an  option  rather  than 
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With  fewer  young  Japanese. 
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a  necessity.  And    CARTOON  CAPER 

with    improve-     In  this  Nissan  ad, 
ments  in  quality    the  Dualis  turns 
and  less  emphasis    |J^|^^^^ot 
on  having  the  lat- 
est model,  those  who  buy  cars  hold  on  to 
them  longer.  The  average  age  of  a  car  in 
Japan  has  risen  to  6.77  years  from  5.05 
years  over  the  past  decade,  the  Japan  Au- 
tomobile Manufacturers  Assn.  says. 

It  might  be  mission  impossible,  but 
automakers  nonetheless  are  scrambling 
to  woo  young  buyers.  Toyota  Motor  Corp. 
says  it's  trying  to  create  cars  that  give 
customers  more  wakuwaku,  or  excite- 
ment. Toyota's  latest  Prius  ads  feature 
cartoon  characters  originally  drawn  by 
Osamu  Tezuka,  the  father  of  anime.  Nis- 
san, meanwhile,  has  gone  into  the  music 
business,  and  in  January  formed  its  own 
record  label  with  Warner  Music  Group 
Corp.  Winding  Road,  a  song  featured  in  a 
Nissan  ad,  has  been  downloaded  2  million 
times  and  is  on  a  compilation  CD  that  has 
sold  400,000  copies.  And  in  June,  Nissan 
launched  a  model,  the  Dualis,  with  a  spot 
showing  the  vehicle  transforming  into  an 
animated  robot  to  leap  over  traffic. 

Young  women  have  become  a  prime 
target  for  the  carmakers.  In  January,  Nis- 
san began  selling  a  kawaii— or  "cute"— 
version  of  its  Pino  minicar,  featuring 
hubcaps   shaped   like   snowflakes   and 
an  owner's  manual  drawn  in  a  manga 
style.  And  Hello  Kitty  is  now  a  "Happy 
Drive  Ambassador"  for  Mitsubishi  Mo- 
tor Corp.  The  character  makes  cameo 
appearances  in  ads,  and  last  summer 
Mitsubishi  sold  a  $17,000  limited-edition 
^^^^    "Princess  Kitty"  version  of  the 
i  minicar  that  featured  Hello 
Kitty-shaped  headrests.   "Car 
companies  can't  afford  to  aban- 
don the  younger  buyer,"  says 
Andrew  Phillips,  an  analyst  at 
NikkoCitigroup  Ltd.  in  Tokyo. 
Despite  the  apparent  lack  of 
interest  among  young  drivers, 
they  "will  live  longer  and  have 
the  potential  to  buy  more  cars 
in  the  fiiture."  ■ 

-With  Hiroko  Tashiro 
in  Tokyo 
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Beijing  can't  clean  up  the  environment,  rein 
in  stock  speculation,  or  police  its  companies. 
Why  the  mainland's  problems  could  keep  it 
from  becomingthe  next  superpower 

BY  PETE  ENGARDIO.  DEXTER  ROBERTS, 
FREDERIK  BALFOUR,  AND  BRUCE  EINHORN 


HEN  THE  BUREAUCRATIC  MACHINERY  of  China 
rolls  into  action,  it  is  a  sight  to  behold.  A  mayor 
announces  a  plan  to  reclaim  hundreds  of  acres 
from  the  sea  and  build  a  massive  industrial  com- 
plex. A  few  years  later,  busy  factories  and  roads 
stretch  as  far  as  the  eye  can  see,  families  are  liv- 
ing in  thousands  of  new  apartments,  and  10,000 
workers  have  launched  Phase  Two. 
This  is  the  side  of  China  that  awes  the  outside  world.  The 
mainland's  extraordinary  ability  to  mobilize  people  and  capital 
to  accomplish  daunting  feats  in  record  time  is  the  reason  it 
has  averaged  annual  growth  of  9.5%  for  three  decades.  It  is 
I  why  China  is  an  export  juggernaut  in  everything  from  T-shirts 
g  to  TVs,  has  the  world's  fastest-grovdng  consumer  market, 
S  and  has  amassed  enough  wealth  to  snap  up  South  American 
^  mineral  reserves,  IBM's  PC  division,  and  a  big  stake  in  private- 
z  equity  firm  Blackstone  Group.  Will  Beijing  complete  all  of  the 
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stadiums,  expressways,  and  hotels  in  time  for  the  2008  Sum- 
mer Olympics?  Count  on  it.  It's  also  a  decent  bet  China  will 
achieve  its  goal  of  winning  the  most  gold  medals. 

Why,  then,  is  it  so  hard  for  this  same  government  to  crack 
down  on  exporters  of  dangerously  tainted  seafood,  toothpaste, 
and  medicine,  despite  years  of  warnings  by  local  and  foreign 
experts?  The  relentless  headhnes  about  unsafe  products  from 
China  reveal  a  scary  truth:  Probe  even  a  little  into  the  Chinese 
economic  miracle  and  glaring  administrative  failures  abound. 
Product  safety  is  just  one  aspect  of  Beijing's  inability  to  en- 
force needed  regulation  in  everything  from  manufacturing 
and  the  environment  to  copyrights  and  the  capital  markets. 

The  same  Communist  Party  apparatus  so  proficient  at  cen- 
soring the  Internet  can't  keep  peddlers  in  the  heart  of  Beijing 
from  selling  knockoff  Callaway  golf  clubs  and  fake  iPods, 
despite  solemn  promises  to  Washington  since  the  early  1990s 
about  enforcing  intellectual  property  rights.  Shanghai's  stock 
exchange  may  be  one  of  the  world's  hottest  and  may  boast  a 
state-of-the-art  paperless  trading  system.  But  it  was  a  casino 
when  it  opened  in  1990  with  eight  listings,  and  after  years  of 
flaccid  regulation  it's  an  even  bigger  casino  with  1,118.  Beijing 
proclaims  all  sorts  of  green  initiatives,  yet  heavily  polluting 
new  factories  and  coal  power  plants  keep  going  up.  The  party 
has  talked  for  decades  about  building  a  social  safety  net,  yet  as 
the  working  population  ages  the  government  isn't  investing 
nearly  enough  to  head  off  looming  crises  in  health  care,  educa- 
tion, and  pensions.  China  spends  more  than  Japan  on  research 
and  development,  according  to  the  Organization  for  Economic 
Cooperation  &  Development  (OECD),  but  its  record  of  innova- 
tion is  underwhelming. 


THE  STEEP  PRICE 
OF  GROWTH 
AT  ALL  COSTS 

While  China  has 
made  tremendous 
economic  progress, 
its  rapid-growth 
model  is  fraying. 
Some  key 
shortcomings: 


\ 


"A  CRITICAL  POINT" 


CHINA  OBSERVERS  DISMISS  THESE  flaws  as  the  grow- 
ing pains  of  a  nation  making  a  breathtakingly  fast 
transition  from  a  command  economy  to  a  free  market. 
But  now  it's  becoming  clearer  that  these  and  other 
structural  problems  aren't  being  addressed.  The  same 
policies  that  have  been  so  successftil  at  boosting  the 
gross  domestic  product  by  developing  new  export  in- 
dustries and  public  works  projects,  it  turns  out,  under- 
mine initiatives  that  might  move  China's  economy  to  a  higher 
level.  In  its  pursuit  of  growth  at  all  costs,  China  skimped  on 
investments  needed  to  provide  basic  affordable  health  care 
and  the  regulatory  machinery  that  can  enforce  environmental, 
safety,  and  corporate  governance  regulations  nationwide.  Solv- 
ing these  shortcomings  vvdll  require  a  massive  shift  of  the  re- 
sources that  are  now  being  plowed  into  capital  projects.  While 
Beijing  would  like  to  cool  the  economy,  however,  it  is  wary  of 
doing  anything  that  would  slow  the  high  growth  needed  to 
generate  jobs  for  the  millions  of  youth  pouring  into  the  work- 
force each  year,  especially  with  a  pivotal  leadership  conference 
scheduled  this  fall.  "China's  economic  development  model 
was  based  on  the  simple  concept  of  expansion  of  production," 
says  economist  Chen  Xiushan  of  People's  University  in  Beijing. 
"This  model  has  reached  a  critical  point." 

A  more  intractable  problem  is  China's  power  structure  itself. 
Although  Beijing  holds  a  monopoly  on  politics,  local  Commu- 
nist Party  officials  enjoy  wide  latitude  over  social  and  economic 
affairs.  They  also  have  huge  professional  and  financial  incen- 
tives to  spur  GDP  growth,  which  they  often  do  by  ignoring  reg- 
ulations or  lavishing  companies  with  perks.  As  a  result,  China 
has  built  a  bureaucratic  machine  that  at  times  seems  almost 
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ENVIRONMENT 

Eco-crises  loom  as  local 
officials  often  exempt 
factories  from  tough 
national  regulations. 
Water-treatment 
plants  and  smokestack 
scrubbers  lie  idle  because 
they  cost  too  much  to  run. 

CONSUMER  PROTECTION 

China  struggles  to  monitor 
its  hundreds  of  thousands 
of  food  and  drug 
producers.  Corruption 
and  bureaucratic  turf  wars 
hamper  regulation. 


impervious  to  reform.  Even  if  Beijing  has  the  best  intentions  of 
fixing  problems  such  as  undrinkable  water  and  unbreathable 
air,  it  is  ofl;en  thwarted  by  hundreds  of  thousands  of  party  of- 
ficials with  vested  interests  in  the  current  system. 

Beijing  knows  it  must  change  course.  China's  $1.2  triUion  in 
foreign  reserves— the  most  ever  amassed  by  any  country— and 
soaring  trade  surplus  may  seem  like  signs  of  strength,  but 
they're  actually  evidence  of  an  overreliance  on  exports,  weak 
domestic  consumption,  and  a  primitive  financial  system.  And 
a  dearth  of  social  services  makes  a  widening  income  gap  be- 
tween urban  and  rural  areas  politically  explosive.  Conjuring 
ancient  Confucianism,  President  Hu  Jintao  harps  repeatedly 
on  the  need  to  attain  a  "harmonious  society,"  implying  that 
China  today  is  anything  but.  In  March,  Premier  Wen  Jiabao 
labeled  the  economy  "unstable,  unbalanced,  uncoordinated, 
and  unsustainable." 


DYSFUNCTIONAL  ADMINISTRATION 

TO  THEIR  CREDIT,  CHINESE  officials  have  unveiled  a  blitz 
of  corrective  measures.  Regulators  this  year  shut  more 
than  180  illegal  food  producers.  A  directive  ordering 
government  agencies  to  use  legitimate  software  has 
helped  cut  the  share  of  pirated  programs  to  82%  from 
92%  in  2001.  Beijing  is  launching  new  health-care  ini- 
tiatives, trying  to  tame  the  runaway  stock  market,  and 
passing  stringent  environmental  rules.  And  in  2006 
alone,  nearly  30,000  officials  were  prosecuted  for  corruption. 
If  this  reformist  agenda  fails,  watch  out.  The  working  as- 
sumption from  Washington  to  Tokyo  is  that  China  is  on  a  tra- 
jectory to  become  a  modem  market  economy  and  a  responsible 
global  citizen.  But  if  its  problems  persist,  the  world  will  have  to 
keep  living  with  a  giant  trade  partner  that  can't  guarantee  safe 
products,  control  piracy,  or  curb  pollution.  China  could  keep 
growing  rapidly  for  years,  but  a  scenario  of  dysfunctional  ad- 
ministration calls  into  question  whether  it  will  really  become 
an  economic  superpower  with  world-beating  corporations  that 
challenge  the  West  in  innovation— a  Japan  Inc.  on  steroids. 

China  doesn't  lack  the  finances  to  fix  its  shortcomings,  and  it 
has  the  legal  structure  for  regulating  the  environment,  health 
care,  and  worker  safety.  What  Beijing  does  lack  is  the  will  to 
overhaul  a  political  structure  that  gives  party  officials  down  to 
even  the  smallest  villages  huge  influence  over  many  facets  of 
economic  life.  "The  laws  in  China  compare  with  some  of  the 
best  in  the  world,"  says  activist  Liu  Kaiming,  founder  of  the 
Migrant  Workers  Community  College  in  Shenzhen.  "But  it  is 
not  able  to  enforce  the  laws  fully  because  local  governments 
are  focused  on  pleasing  the  big  bosses  in  companies."  What's 
more,  few  mainland  enterprises  are  proving  they  can  move 
beyond  low-cost  commodity  goods  and  succeed  on  a  global 
stage  with  innovative  products,  a  function  of  both  their  limited 
managerial  vision  and  flawed  high-tech  policies  from  Beijing. 
The  roots  of  China's  ersatz  capitalism  go  back  to  devil's  bar- 
gains made  in  the  1980s  and  '90s  to  accelerate  China's  takeoff. 
Late  paramount  leader  Deng  Xiaoping  declared  it  was  O.K.  to 
"get  rich,"  a  green  light  for  legions  of  cadres  to  discard  their 
Mao  suits  and  rush  into  business,  often  by  setting  themselves  up 
as  middlemen  or  grabbing  stakes  in  communal  assets.  Beijing 
also  granted  great  latitude  to  provincial  and  local  officials  to 
manage  development  and  social  services  such  as  education  and 
health  care.  The  two  requirements:  Remain  loyal  to  the  party 
and  meet  high  economic-growth  targets. 

The  system  spans  China's  657  municipalities,  2,862  counties, 
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and  41,636  townships.  Because  roughly  70%  of  a  typical  official's 
annual  performance  assessment  is  based  on  GDP  growth,  says 
University  of  Michigan  Sinologist  Kenneth  G.  Lieberthal,  the 
cadres  shower  local  businesses  with  perks.  These  can  include 
access  to  cheap  credit,  land,  licenses,  protection  from  competi- 
tors, and  exemptions  from  regulations.  The  opportunities  for 
graft  are  staggering.  "What  is  unsaid,  but  understood,  is  that 
if  your  locality  becomes  wealthy,  so  do  you,"  Lieberthal  says. 
"Instead  of  the  Chinese  Communist  Party,  it  ought  to  be  called 
the  Chinese  Bureaucratic  Capitalist  Party." 

The  fiizzy  nature  of  corporate  ownership  in  China  heightens 
the  conflicts  of  interest.  Officially,  state  enterprises  account  for  just 
one-third  of  the  economy,  compared  with  80%  two  decades  ago, 
but  that  statistic  is  misleading  because  it  includes  only  companies 
directly  controlled  by  Beijing-based  ministries.  In  truth,  many 
mainland  companies  have  financial  ties  to  county,  city,  and  town- 
ship governments.  In  some  respects,  that  poUcy  of  giving  mem- 
bers of  China's  immense  bureaucracy  a  personal  stake  in  growth 
has  worked  brilliantly.  Big-ticket  industrial  projects  get  finished  in 
record  time,  and  infrastrucmre  is  smoothly  put  into  place.  Daniel 
H.  Rosen  of  the  Institute  for  International  Economics  estimates 
that  while  it  takes  four  years  to  build  an  aluminum  smelter  in  the 
West,  similar  projects  can  take  less  than  a  year  in  China. 


ENFORCEMENT  STRUGGLES 

THESE  RED  CAPITALISTS,  THOUGH,  have  evolved  into 
a  powerful  and  wealthy  elite  with  an  enormous  stake 
in  the  status  quo.  Truly  private  capital  markets  would 
strip  officials  of  their  power  to  reward  cronies  with 
bank  loans  and  stock  market  listings.  Copyright  en- 
forcement might  do  wonders  for  China's  software  in- 
dustry, but  it's  blocked  at  the  local  level  by  cadres  more 
interested  in  safeguarding  the  jobs  and  profits  that 
flow  from  knock-offs.  Although  Beijing  gives  provinces  funds 
for  schools  and  health  clinics,  much  of  that  money  winds  up 
elsewhere.  The  National  Audit  Office  has  reported  that  10%  of 
audited  central  government  funds— including  money  allocated 
for  pensions,  health  care,  and  unemployment— are  diverted 
into  illegal  loans  to  companies,  construction  of  posh  govern- 
ment buildings,  and  other  questionable  investments.  "All  the 
things  we  see  as  competitive  advantages  for  China  now  are 
translating  into  disadvantages,"  says  Rosen. 

Beijing  is  doing  what  it  can  to  rein  in  rogue  players.  On  July 
10,  Zheng  Xiaoyu,  the  former  commissioner  of  the  State  Food 
&  Drug  Administration  (SFDA),  was  executed  for  accepting 


INTELLECTUAL  PROPERTY 

Enforcement  is  weak 
because  pirates  are  protected 
by  local  cadres.  Counterfeits 
slow  development  of 
software  and  entertainment 
industries. 


bribes  of  about  $850,000  from  eight  drug  companies  see  B,i 
quick  product  approval.  Worse,  on  his  watch  the  agencyjj  alg 
the  green  light  to  many  flawed  drugs,  including  an  antiti  Rr 
that  killed  more  than  10  people.  The  Shanghai  party  secnr  ph 
Chen  Liangyu,  was  fired  last  year  after  being  accused  of  j  I  k 
ing  $400  million  in  pension  funds  into  real-estate  pra  Kgo 
and  toll  roads.  And  last  September,  authorities  discovereq  ilsc 
two  senior  executives  at  a  state-owned  insurer  had  depd  ses 
$4  million-worth  of  premiums  in  the  bank  accounts  of  fi^  tldi 
and  family.  i  tik 

These  high-profile  punishments  serve  as  a  warningi  inilt 
enforcement  is  improving.  But  the  central  governmemri  12.; 
struggles  to  impose  its  will  on  local  officials  nation'd  istn 
China's  State  Environmental  Protection  Agency  employs  si  h 
300  people  at  its  headquarters  in  Beijing,  while  some  6(t(  »atf 
employees  are  scattered  at  environmental  protection  buii  tn  I 
across  the  country.  Those  numbers  may  look  impressive  t  m 
pared  with  the  U.S.  EPA,  which  has  a  payroll  of  17,500«  btt 
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1 60,000  environmental  watchdogs  report  to  provincial 
cal  governments,  v^^hich  tend  to  favor  economic  develop- 
jover  green  considerations.  A  2006  OECD  study  says  that 
fpoUution  fines  are  rising,  they're  usually  far  below  the 
f  installing  equipment  to  cut  pollution.  And  authorities 
negotiate  down  the  charges.  "For  the  sake  of  their  owoi 
.■al  scorecards,  some  local  officials  have  joined  forces  with 
;sses  seeking  windfall  profits,"  Pan  Yue,  SEPA's  deputy 
told  the  China  Daily  on  July  3. 

understand  how  bureaucrats  and  business  leaders  flout 
3  rules,  take  a  trip  to  Lake  Taihu,  the  source  of  drinking 
;to  2.3  million  residents  of  the  city  of  Wuxi.  In  the  1990s, 
ustry  sprang  up  on  the  lakeshore  and  Taihu  grew  more 
ed,  authorities  ordered  local  factories  to  clean  up  their 
water.  Then  in  1999,  local  officials  said  the  problem 
een  licked  as  factories  installed  treatment  plants.  But 
new  facilities  were  ofiien  idled  as  companies  refiised  to 
ier  the  cost  of  operating  them,  and  factories  continued 


to  dump  untreated  waste  into  the  lake.  The 
situation  worsened,  until  this  spring  the  lake 
turned  an  iridescent  green.  "I'm  angry  with 
the  government  because  it  can't  solve  the 
pollution  problem,"  says  Lydia  Li,  an  execu- 
tive assistant  at  a  foreign-owned  manufac- 
turer in  Wuxi.  In  May,  she  says,  she  had  to 
buy  nearly  50  gallons  of  bottled  water  after 
yellovwsh  water  smelling  of  sulfur  started 
running  fi-om  her  tap. 

Oversight  of  food  production  in  China  is 
similarly  troubled.  The  SFDA  employs  1,700 
people,  but  80%  of  China's  food  producers- 
some  350,000  enterprises— have  fewer  than  10 
employees  and  often  lack  any  real  understand- 
ing of  safety  standards.  And  again,  there's  litde 
local  incentive  to  crack  down  on  scofflaws.  "If 
local  governments  close  all  the  companies  that 
violate  food  safety  regulations,  a  lot  of  workers 
will  lose  their  jobs,"  says  Luo  Yunbo,  dean  of 
the  food  and  nutrition  college  at  China  Agri- 
cultural University  in  Beijing. 

The  misplaced  economic  priorities  explain 
the  decrepit  state  of  social  services.  Top  lead- 
ers have  been  pledging  to  provide  basic  public 
health-care  and  retirement  plans  since  they 
began  downsizing  giant  state  enterprises  in 
the  '80s,  dismantling  the  "iron  rice  bowl"  of 
cradle-to-grave  benefits.  But  responsibility  was 
divided  among  different  ministries,  and  fimding  social  programs 
was  delegated  to  local  governments.  Compared  with  spurring 
growth,  social  services  got  short  shrift.  It  would  cost  Beijing 
around  $40  billion— a  sum  it  could  easily  afford— to  set  up  a 
national  primary  health  care  system  similar  to  Britain's,  figures 
Huang  Yanzhong,  director  of  the  global  health  studies  program  at 
Seton  Hall  University.  "But  I'm  not  optimistic,"  Huang  says.  Re- 
sponsibility is  fragmented  among  too  many  competing  ministries 
in  Beijing,  and  at  the  local  level,  cadres  still  are  judged  on  GDP 
growth.  "If  you  try  to  tackle  this  with  policies  rather  than  deep 
changes  in  political  institutions,  the  government  won't  be  able  to 
bring  accessible,  affordable  health  care,"  he  says. 

So,  many  people  go  without.  Huang  cites  government  surveys 
shovvdng  that  nearly  half  of  Chinese  say  they  can't  afford  to  visit 
a  doctor  when  ill,  70%  lack  health  insurance,  and  30%  refuse 
hospitalization  due  to  cost.  And  the  system  is  corrupt.  Hospitals 
earn  most  of  their  revenue  selling  drugs,  and  get  Idckbacks 
from  pharmaceutical  suppliers— creating  an  incentive  to  over- 
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SOCIAL  SERVICES 

Local  governments 
have  skimped  on  health 
care,  education,  and 
pension  plans.  The  lack  of 
affordable  services  could 
spell  crisis,  given  China's 
rapidly  aging  population. 


prescribe.  Chinese  media  are 
filled  with  stories  such  as  that 
of  a  75-year-old  cancer  patient 
in  Harbin  who  was  billed  over 
$500,000  for  imported  med- 
icines, many  of  which  were 
found  to  be  unnecessary. 

Meddling  by  party  officials 
is  hobbling  China's  stock  mar- 
kets, too.  The  booming  Shang- 
hai Stock  Exchange,  started  in 
1990  to  raise  flinds  for  state 
enterprises,  boasts  first-rate  fa- 
cilities, and  shares  have  nearly 
tripled  since  2005.  In  the  first 
five  months  of  this  year,  com- 
panies raised  $17  bUlion,  and 
issues  that  will  likely  fetch  tens 
of  billions  more  are  in  the  pipe- 
line. But  despite  some  improve- 
ments in  oversight,  trading 
remains  volatile,  weakly  regu- 
lated, and  driven  by  rampant 
speculation.  That's  in  large 
part  because  the  exchange  has 
evolved  litde  from  its  original 

mission.  Markets  are  supposed  to  allocate  capital  efficientiy  to  the 
best  companies.  But  in  China,  notes  Carl  E.  Walter,  managing  di- 
rector at  JPMorgan  Chase  &  Co.  in  Beijing,  "the  primary  flmction 
remains  funneling  money  to  state-owned  companies." 

Again,  it  comes  down  to  the  cozy  relationship  between  gov- 
ernment and  industry.  Some  95%  of  the  stocks  on  the  Shanghai 
bourse  are  state  enterprises,  and  last  year  no  private  companies 
were  permitted  to  list  there.  But  14  state  enterprises  did.  The 
reason:  By  floating  10%  to  30%  of  their  shares,  state  companies 
can  ease  their  dependence  on  bank  loans  without  ceding  any  real 
control,  while  insiders  make  windfalls  on  the  stock  offering.  Al- 
though regulators  occasionally  fine  companies  that  don't  disclose 
key  data,  delistings  or  prosecutions  for  governance  lapses  are 
rare.  "The  central  government  wants  a  healthy  stock  market," 
says  finance  professor  Chang  Chun  of  the  China  Europe  Interna- 
tional Business  School  in  Shanghai.  "But  companies  are  owned 
by  strong  local  and  provincial  governments,  and  they  have  more 
connections  within  the  party.  [Regulators]  are  either  afraid  of  go- 
ing after  them  or  may  not  have  the  power  to  go  deeper." 

Misguided  government  policy  isn't  the  exclusive  preserve 
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Corruption  has  become 
so  endemic  in  China 
that  a  vocabulary  has 
sprouted  to  describe  it 


SANZHONG  QUAN  HUl  Third 
Plenum  of  the  11th  Party 
Congress,"  the  1978  conclave 
that  ushered  in  economic 
reforms.  Also  sounds  like  "three 
cups,  all  possible,"  which  some 
use  to  refer  to  the  three  glasses 
set  out  at  banquets-for  liquor, 
wine,  and  beer.  It  implies  that 
officials  spend  their  time  wining 
and  dining  rather  than  working. 


of  the  local  party  structure.  Beijing  is  in  charge  of  the  Ch 
drive  to  become  a  power  in  science  and  technology.  ( 
already  boasts  superbly  equipped  labs  in  everything  froi 
sciences  to  nanotechnology  to  optics,  chums  out  over  6 
masters  and  doctoral  degrees  in  science  and  technology 
year,  and  has  made  big  strides  in  military  technologi:;j 
manned  space  flight.  And  Chinese  scientists  publish  a 
pressive  number  of  papers  in  international  journals. 

Writing  scientific  papers,  though,  doesn't  necessarily 
innovation.  "China  is  spinning  its  wheels,"  says  Zhu  Jian-< 
director  of  Carnegie  Mellon  University's  electrical  engine 
department  and  an  adviser  to  China's  national  optical  i 
Wuhan.  While  government  and  university  labs  have  firs  m 
facilities,  Zhu  says  most  of  the  work  is  unimpressive.  Thai  lo 
stitutions  are  focused  on  turning  technologies  into  moneyi  iiii 
ing  products  rather  than  discovering  breakthroughs.  "Ttl 
a  lot  of  research,  but  it  isn't  important,"  Zhu  says.  One  prtf  fe 
is  that  promotions  are  too  often  based  on  seniority  and  coi 
tions  rather  than  on  merit.  "That  does  not  create  an  em 
ment  that  attracts  young  people,"  he  says. 


YANJIU,YANJIU  Means 

"research,  research"  but 
sounds  similar  to  "cigarettes, 
liquor,  cigarettes,  liquor." 
Business  leaders  joke  that 
when  a  bureaucrat  says  "We 
will  carefully  research  your 
request,"  he's  actually  asking 
for  some  smokes  and  booze,  a 
traditional  method  of  bribery. 
(Cash,  of  course,  works  too.) 
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literally  means  "go  thipra 
the  back  door,"  descr 
the  common  practice 
circumventing  official  soj, 
channels  to  get  accesi  stij 
powerful  bureaucrats  I  |r, 
may  be  necessary  foifiiii, 
approval  of  a  project 
Can  also  refer  to  brib'illj 


H    .^ 


k 


FINANCIAL  MARKETS 

China's  bourses  largely 
raise  money  for  powerful 
stafe  enterprises  rather 
than  for  dynamic  private 
companies.  Trading  is 
open  to  manipulation. 


WARDING  REPETITION 


NOTHER  PROBLEM  IS  THAT  state  agencies  press 
for  quick  results.  "The  bureaucratically  driven 
process  in  China  creates  a  strong  incentive  to 
push  R&D  money  into  product  development," 
says  Anne  Stevenson-Y-ing,  a  former  head  of  the 
U.S.  Information  Technology  Office  in  Beijing  and 
current  president  of  Twin  Poplars,  a  startup  focus- 
ing on  incubating  innovative  Chinese  enterprises, 
result?  "Companies  are  rewarded  for  replicating  exist- 
technologies." 

i^itness  Beijing's  drive  to  produce  homegrown  alterna- 
i>  to  technologies  pioneered  elsewhere.  While  Beijing 
Iproudly  say  it  has  its  own  technologies  for  DVD,  Wi-Fi, 
superfast  third-generation  (3G)  cellular  service,  the  cost 
hinese  companies  has  been  high.  Even  though  Beijing 
I  plans  on  using  the  two  global  standards  already  in  exis- 
ie,  regulators  have  delayed  the  launch  of  all  3G  services 
luse  the  Chinese  technology  is  years  behind  schedule. 

That  has  hobbled  telecom 
equipment  makers  such  as 
Huawei  Technologies  and 
ZTE  and  handset  produc- 
ers TCL  and  Ningbo  Bird. 
"The  continued  delay  of 
3G  in  China  is  hurting  the 
whole  industry,"  says  Jing 
Wang,  Qualcomm  Inc.'s 
Asia  chief.  "If  China  had 
already  embarked  on  3G, 
these  vendors  would  be 
more  important  players." 

The  list  of  shortcom- 
ings in  China's  economic 
model  is  long,  but  is  it  fair 
to  expect  any  different? 
After  all,  China's  many  de- 


IGD/ "Local  emperor" 
liiterally,  "earth 
"Chinese  use  the 
describe  local 
vho  exert  great 
lese  bureaucrats 
;  life  miserable  for 
t'ho  has  fallen  out 
or  easy  for  those  who 
jwith  gifts. 


fenders  are  quick  to  note,  the  mainland  has  come  a  long 
way  in  just  three  decades.  Its  growth  record  is  unparalleled 
in  history,  and  it  took  the  U.S.  and  Europe  centuries  before 
they  developed  modern  financial  systems  and  methods 
for  ensuring  food  safety,  providing  pensions,  and  protect- 
ing the  environment.  "Americans  tend  to  think  China 
should  be  held  to  the  same  standards  that  we  have  today, 
disregarding  that  we  had  these  problems  ourselves  in  the 
not-too-distant  past,"  says  United  Technologies  Corp.  CEO 
George  David. 

But  the  West  ultimately  implemented  social  reforms  after 
upheavals  that  led  voters  to  elect  new  governments.  And 
South  Korea  and  Taiwan  tamed  crony  capitalism  following 
traumatic  democratic  transitions.  The  Chinese  Communist 
Party,  in  contrast,  appears  to  be  nowhere  near  tolerating 
political  change.  In  fact,  it's  clamping  down  on  dissent. 

It  is  just  as  fair,  then,  to  ask  a  different  question:  After  de- 
cades of  efforts  by  reformers,  why  assume  China  will  build  the 
financial,  legal,  and  administrative  systems  required  to  become 
a  modern  industrial  society?  The  only  way  up  is  to  tame  the 
unregulated,  raw  self-interest  that  flows  from  Deng's  historic 
compromise  with  the  party  and  the  people.  That  would  require 
a  legal  system  that  doesn't  let  local  cadres  circumvent  regula- 
tions, grading  officials  on  metrics  that  go  well  beyond  simple 
GDP  growth,  and  capital  markets  that  nurture  and  reward 
entrepreneurs.  In  short,  it  means  getting  the  party  out  of  busi- 
ness. At  this  stage,  such  revolutionary  change  seems  politically 
impossible.  So  if  s  just  as  plausible  that  the  flawed  China  we 
see  today  is  basically  what  we  will  have  a  decade  from  now, 
after  all.  ■ 
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CHINA'S  GROWTH  TRAP 
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ONLINE:  A  slide  show  illustrating  the  dark  side  of  China's  Economic  Miracle 
and  a  guide  to  authoritative  sources  on  China,  online  and  in  print. 

PODCAST:  BW  Online  Editor-in-Chief  John  A.  Byrne  gets  the  story  behind  the 
story  from  Senior  Writer  Pete  Engardio. 
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Importer's 

A  Chinese  supplier,  safety  shortcuts,  and 
an  American  middleman  under  siege 

BY  DAVID  WELCH 


RICHARD  KUSKIN  WAS  SITTING  in  the  dingy  basement 
office  of  his  Union  (N.J.)  import  firm  one  day  in  May, 
2006,  when  the  phone  rang.  One  of  his  distributors 
in  New  Mexico  was  on  the  hne.  There  had  been  an 
accident  involving  an  ambulance  riding  on  Chinese- 
made  tires  sold  by  Kuskin's  firm.  Foreign  Tires  Sales 
Inc.  The  tires  had  blovm  out,  causing  the  driver  to 
lose  control.  No  one  was  hurt.  Still,  the  incident 
scared  Kuskin.  For  several  months  he'd  had  a  nagging  feeling 
that  his  Chinese  partner,  Hangzhou  Zhongce  Rubber  Co.,  had 
cut  out  a  key  safety  technology.  For  Kuskin,  the  ambulance 
incident  was  like  a  flashing  red  warning  light. 

After  himging  up,  Kuskin  called  his  engineer,  Gary  Fiber,  and 
dispatched  him  to  New  Medco  with  instructions  to  inspect  the 
shredded  tires.  Then  Kuskin  called  a  product  liability  attorney 
Kuskin  knew  the  costs  of  a  recall  could  crush  his  company,  which 
has  13  employees  and  last  year  sold  just  700,000  tires.  He  also  knew 
that  getting  Hangzhou  Zhongce  to  pay  for  some  of  the  recall  would 
be  hard.  Chinese  companies  aren't  legally  obligated  to  execute  U.S.- 
ordered  recalls,  and,  says  Kuskin,  his  supplier  was  denying  there 
was  a  problem.  "I  didn't  sleep  too  good  that  night,"  he  recaUs. 


There  were  more  sleepless  nights  to  come.  Over  the  nextJ 
months,  consiuner  complaints  about  faulty  tires  made  by  H- 
zhou  Zhongce  and  sold  by  Foreign  Tire  and  several  other  con 
nies  trickled  in.  There  were  more  accidents,  including  a  fatab 
that  has  sparked  a  lawsuit  and  prompted  the  Feds  to  recall  4501 
tires.  The  National  Highway  Trafiic  Safety  Administration  (NH'^ 
is  now  weighing  an  investigation  into  whether  FTS  moved  qui 
enough  when  the  first  tire  defects  were  reported.  NHTSA  isi 
looking  into  whether  other  tire  distributors  have  also  sold  pc  ^ 
tially  faulty  tires  manufactured  by  Hangzhou  Zhongce.  j  L 

With  the  very  real  prospect  that  his  company  could  got  n^ 
der,  Kuskin  has  sued  his  Chinese  partner  in  federal  coum  l 
fraud,  breach  of  contract,  and  recall  costs.  Hangzhou  Zhoni  j. 
which  declined  to  comment,  has  retained  legal  counsel  i|  j 
hired  a  Washington  public  relations  firm.  The  Chinese  coTt\  j. 
ny  recently  posted  a  statement  on  its  Web  site.  It  reads  in  j  j  u 
"Until  now  we  have  not  found  the  claimed  defect  as  descr  i  j, 
by  FTS.  We  believe  our  tires'  quality  is  good."  j  ^^^ 

The  Foreign  Tire  saga  reverberates  well  beyond  the  vi*,  ^, 
of  cheap  replacement  tires.  Companies  selling  everything  1 1  j. 
toothpaste  to  toys  to  all-terrain  vehicles  rely  on  mom-and-|   ^ 
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TIRE  DEFECTS  Kuskin's 
company  is  enduring 
a  federally  ordered 
recall  of  450,000  tires 


Its  much  like  FTS  to  import  products  from  China.  In  most 
5,  the  federal  government  expects  these  firms  to  monitor 
test  goods  for  possibly  dangerous  defects.  But  the  reality  is 
'many  small  importers  have  limited  resources  and  testing 
'bilities,  and  face  only  minimal  requirements  to  perform 
I  Kuskin,  for  his  part,  acknowledges  that  though  his  com- 
r  tested  tires,  until  the  recent  crisis  the  process  was  random, 
so  important  for  U.S.  manufacturers  and  importers  to  test 
inspect  anything  they  buy  overseas,"  says  Sally  Greenberg, 
lior  counsel  with  Consumers  Union.  "Ifs  not  so  cheap  to 
be  to  China  when  you  have  these  quality  issues." 
askin  began  buying  tires  from  Hangzhou  Zhongce  in  1990, 
has  been  riding  the  Chinese  import  wave  ever  since.  The 
ber  of  Chinese  tires  imported  to  the  U.S.  has  grown  quickly 
tent  years,  growing  fivefold  to  32  nullion  a  year,  or  about 
of  the  market,  since  2000.  Most  are  cheap  replacement  tires 
sell  for  $100  or  less.  A  company  like  fts  typically  approves  the 
ufacturer's  design  and  mandates  certain  specifications,  fts 
to  wholesalers,  which  in  turn  supply  retailers.  A  consumer 
nnd  tires  made  by  Hangzhou  Zhongce  under  brand  names 
^esta,  Goodride,  and  Chaoyang  at  outiets  large  and  small. 


TIRE  TESTING 


KUSKIN  SEEMS  SHELL-SHOCKED,  and  gets  defensive 
when  telling  his  story.  The  59 -year- old  entrepreneur 
is  quick  to  say  he's  had  only  one  other  minor  recall 
in  19  years.  And  though  it  didn't  help,  he  expresses 
pride  in  the  testing  his  company  does,  which  he  says 
involves  driving  tires  for  40,000  miles  for  40  days  on 
hot  Texas  pavement.  After  that,  the  tires  are  sent  to  a 
lab,  where  they're  analyzed  for  wear  and  breakdowm. 
The  test  costs  about  $40,000,  he  says,  and  is  not  required  by 
the  Transportation  Dept.  "VsTien  these  tires  are  made  right," 
says  Kuskin,  "they're  as  good  as  any  tire  in  the  world." 

But  clearly  some  of  them  weren't  being  made  to  FTS's  speci- 
fications. The  first  sign  of  trouble  came  in  October,  2005,  when 
FTS  spotted  a  "sharp  increase"  in  consumer  claims.  Kuskin  says 
he  didn't  hear  about  a  single  accident  and  argues  that  there  were 
claims  on  only  0.5%  of  the  tires.  That  may  seem  small,  but  one 
major  tiremaker  says  it  considers  warranty  claims  on  more  than 
0.5%  of  one  model  to  be  "on  the  high  side,"  and  even  when  the 
number  exceeds  0.1%  "it  starts  drawing  attention."  Kuskin  says 


July  23,  2007  I  BusinessWeek  I  47 


SpecialReport 


he  submitted  the  data  to  NHTSA  and  that  it  didn't  see  an  issue 
either.  "I  wasn't  in  tune  to  the  fact  that  this  could  be  a  big  prob- 
lem," he  says. 

But  his  engineer,  an  industry  veteran,  was  suspicious  that 
the  tires  weren't  being  made  properly.  And  after  the  May,  2006, 
accident  in  New  Mexico,  Foreign  Tire  started  asking  pointed 
questions  of  its  Chinese  supplier.  Eiber  wanted  to  know  if 
Hangzhou  Zhongce  was  using  a  0.6-millimeter  gum  strip— it 
prevents  a  tire's  steel  belts  from  separating  from  the  rubber— in 
every  unit.  Kuskin  says  the  company  told  Foreign  Tire  that  the 
tires  were  fine.  But  when  Eiber  took  apart  the  tires  from  the  New 
Mexico  ambulance  company,  he  found  no  gum  strips.  Foreign 
Tire  pressed  Hangzhou  Zhongce  about  the  missing  strips,  but 
says  its  executives  responded  that  the  tires  were  not  a  problem. 

It  was  time  for  a  face-to-face  meeting.  Kuskin,  Eiber,  and 
the  FTS's  attorney  flew  to  Hangzhou  in  September,  2006.  Over 
three  days  of  meetings,  Kuskin  says,  they  talked  about  prob- 
lems with  the  tires,  the  possibility  of  a  recall,  and  asked  for 
documented  test  results  that  would  prove  the  tires  were  safe. 
Then  Kuskin  says  he  pressed  the  Chinese  to  take  responsibility 
for  the  recall  and  replace  the  defective  tires.  They  listened,  he 
says,  but  were  noncommital. 

The  trip  did  imearth  one  revelation,  Kuskin  says.  Hangzhou 
Zhongce  told  him  that  its  chief  engineer  had  decided  to  stop  using 
the  gum  strips,  which  the  company  has  since  confirmed.  Appar- 
ently the  man  didn't  understand  the  significance  of  the  technology, 
Kuskin  says.  "There  is  one  engineer  responsible  for  this  whole 
mess,"  he  adds.  "Thaf  s  the  guy  I  am  absolutely  ftirious  with." 

Over  the  next  few  months.  Foreign  Tire  says  it  sent  six  e- 
mails  to  Hangzhou  Zhongce  asking  for  information  on  the 
tires  and  help  with  a  recall.  On  May  30,  Kuskin  wrote:  "Prob- 
lems do  not  go  away  because  they  are  ignored.  We  notified  you 
of  two  quite  severe  problems.  I  have  heard  nothing  or  very 
httie  on  these  subjects."  Hangzhou  Zhongce,  says  Kuskin, 
never  directiy  responded  to  his  questions.  Nor,  he  says,  would 
it  say  which  tires  lacked  gum  strips  so  FTS  could  recall  them. 


FTS  decided  to  do  more  testing.  It  asked  a  tire  distril  i 
in  Maine  in  early  January  of  this  year  to  find  a  few  E 
zhou  Zhongce-produced  tires  that  were  made  in  20(i 
took  the  Maine  firm  six  weeks  to  find  the  tires  and 
them.  Kuskin  sent  the  tires  to  Texas  for  another  endui  \\ 
test.  After  20,000  miles,  the  tires  failed.  Kuskin  got  thi 
results  on  May  10. 


"NOT  ACCEPTABLE" 


FEW  DAYS  EARLIER,  FOREIGN  Tire  was  sued  over  a| 
wreck  that  had  occurred  in  August,  2006.  A  van  i 
FTS  tires  crashed  on  the  Pennsylvania  T\impikej| 
people  were  killed  and  another  has  serious  brain  i 
age. "  It  wasn't  a  good  day  for  me,"  says  Kuskin.  On 
11,  Foreign  Tire  alerted  NHTSA  about  all  of  its  finJ 
1  and  the  government  ordered  a  recall.  NHTSA  ser^ 
[importer  a  letter  on  June  26  saying  the  company 
ability  to  afibrd  the  recall,  which  Kuskin  estimates  will  cosij 
million,  is  "not  acceptable."  For  its  part,  Hangzhou  Zhongc 
the  tires  aren't  defective  and  questions  whether  a  recall  is  I 
necessary.  Attorneys  for  the  Chinese  firm  met  with  NHTSA  oi 
11  and  asked  for  a  chance  to  prove  that  its  tires  are  safe,  says ;  - 
son  familiar  with  the  meeting.  The  company  also  says  incor ' 
sized  tires  may  have  played  a  role  in  the  fatal  accident. 

Meanwhile,  the  attorney  representing  the  victims  c 
Pennsylvania  crash  is  gearing  up  for  a  major  legal  b 
Jeffrey  B.  Killino,  who  works  for  the  law  firm  Woloshin  i 
lino  in  Philadelphia,  plans  to  make  the  case  that  Foreign 
waited  too  long  to  issue  a  recall.  "I'm  going  to  build  a 
that  they  should  be  criminally  indicted,"  he  says.  "It  we* 
case  that  prompted  the  recall."  Kuskin  denies  he  waite  i 
long  to  alert  NHTSA  and  says  his  tires  not  only  meet  gc 
ment  standards  but  also  that  his  firm  volunteered  tha 
tires  failed  its  owm  more  stringent  tests. 

As  he  ponders  his  fi 
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Some  recalls  of  Chinese- 
made  goods  can  be  blamed 
on  poor  design  specs  set  by 
U.S.  distributors,  but  some 
are  the  result  of  shortcuts  or 
substitutions  made  by  their 
Chinese  suppliers.  Among 
recent  product  recalls: 


THOMAS & 
FRIENDS 

Wooden  Railway  Toys 
RC2  Corp.,  Oak  Brook,  I 


1,5  million      Lead  paint 


mmmm 


LASKO 

SPACE  HEATERS 

Lasko  Products  Inc., 
West  Chester,  Pa. 


1.2  million 


Overheating 
electrical  cord 


TEAMTALKIN' 
TOOL  BENCH  TOY 

Playskool, 
Pawtucket,  R.I. 


255,000        Two  toddlers  choked  to 
death  on  plastic  nails 


HALOGEN 
TABLE  LAMPS 

LGSourcinglnc, 
North  Wilkesboro,N.C. 

97,000 

Short  circuit,         M, 
fire  hazard             ^A 

ROCKINGHAM  DELUXE 
LOUNGE  CHAIRS 

Bond  Manufacturing  Co., 
Baypoint,  Calif. 


68,000 


Collapsing  chairs 
injured  eight 


Data:  U  S  Consumer  Product  Safety  Commission 


Kusldn  says  he  is  trying  t 
ply  the  lessons  he  has  le; 
from  his  experience.  "We  ( 
have  a  formal  schedul( 
test  tires,  he  says,  but  no' 
company  tests  one  a  m 
Kuskin  also  plans  to  wrift 
contracts  that  would  ob 
Chinese  manufacturers  to  ! 
pay  for  fijture  recalls  an^ 
sure  that  disputes  are  s 
in  Hong  Kong,  where  the 
system  is  more  sophisti 
than  China's. 

As  he  takes  out  ads  in  i 
papers  urging  consume 
turn   in  their  recalled 
Kuskin  harbors  hopes  of 
ing  his  Chinese  partner 
He  says  he  has  had  "re: 
able  conversations"  wit] 
U.S.  law  firm  recentiy  ret;  - 
by  Hangzhou  Zhongce.  ' 
intend  to  be  made  who  ■ 
Hangzhou,"  he  says.  ■ 
-With  Lorraine  Wi 
and  John 1 1 
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NYSE:  MHP 

mcgraw-hill.com 


Over  twenty  new  stock  exchanges  have  opened  up 
around  the  world  since  1996. 

The  list  of  stock  exciianges  is  getting  longer  and  more  difficult  to  pronounce. 
It's  a  revolution  that's  fueling  a  greater  demand  for  transparent  and  comprehensive 
information.  Precisely  the  type  of  financial  market  intelligence  provided  by 
Standard  &  Poor's  every  day.  Or  simply  stated,  when  markets  open,  economies 
expand,  people  prosper  and  McGraw-Hill  grows. 


[ ANCIAL  SERVICES  INFORMATION  &  MEDIA  EDUCATION 


le  ivir.lirav,/-Hill  companies 


The  McGraw-Hill  Companies 

Open  Markets.  Open  Minds. 


The  High  Cost 
Of  Wooing  Google 


States  and  cities  are  dangling 
ever-bigger  inducements  to  attract 
companies,  and  the  digital  giant  kno; 
hoinf  to  drive  a  hard  bargain 


BY  NANETTE  BYRNES 

PHOTOGRAPHS  BY  JAY  L.  CLENDENIN 
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DOWN  ON  THE 
SERVERFARM 

Google's  facility 
under  construction 
in  Lenoir,  N.C, 
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late  warehouses  filled  ^^ith  rov>-  ii;-ion  ro\'\"  of  computers  that 


••-meriLS.  Lenoir  1  pronounced  like  tiie  woman's  name  Lenore) 
■b0a.st5, resources  at  the  top  of  Google's  list:  cheap,  abundant 


Just  as  Goes 
•us,iness:  it  plays  tlie  real  estate  game  aggressively.  Begin- 

:v  elicited  a  stream 


Government  I  Incentives 


in  North  Carolina,  all  frantic 
to  lure  a  major  tech  company, 
even  before  they  knew  which 
one.  During  months  of  negotia- 
tions over  Google's  shifting  re- 
quirements, the  company  never 
failed  to  remind  those  officials 
that  it  could  go  elsewhere.  In 
the  end,  the  North  Carolin- 
ians agreed  to  a  package  of  tax 
breaks,  infrastructure  upgrades, 
and  other  goodies  valued  at 
$212  million  over  30  years,  or 
more  than  $1  million  for  each 
of  the  210  jobs  Google  said  it 
eventually  hoped  to  create  in 
Lenoir  (table). 

Some  felt  bullied.  "It's  simply 
unconscionable  from  an  ethics 
standpoint  for  this  company  to 
go  in  from  this  very  unfair  bar- 
gaining position,"  says  Robert 
F.  Orr,  a  former  North  Carolina 
Supreme  Court  justice  running 
for  governor.  "These  are  busi- 
ness decisions  by  the  smartest 
businesspeople  in  the  world, 
and  it's  just  exploiting  a  desper- 
ate town." 

But  that's  not  the  major- 
ity view  in  Lenoir.  Most  see 
Google's  arrival  as  a  vital  morale 
booster,  if  not  a  full  replacement 
for  the  lost  furniture  factories.  "I 
would  have  voted  for  a  100%  tax 
incentive  if  that's  what  it  would 
have  taken  to  land  them,"  says  Herbert 
H.  Greene,  a  commissioner  of  Caldwell 
County,  of  which  Lenoir  is  the  seat. 

THE  SPOILS  OF  BIDDING  WARS 

BUSINESS-DEVELOPMENT  incentives, 
while  hardly  new,  are  proliferating  as 
never  before,  and  the  dollar  values  are 
soaring.  Lenoir's  courting  of  Google 
offers  a  case  study  of  how  elaborate 
the  inducement  ritual  can  get.  Today 
it's  not  just  carmakers  promising  thou- 
sands of  jobs  apiece  that  are  getting 
rich  deals.  From  New  York  to  Wash- 
ington State,  IT,  biotech,  and  finan- 
cial-services companies  have  incited 
frenzied  bidding  for  their  business  and 
the  spirit-elevating  buzz  they  bring. 
States  and  localities  bruised  by  glo- 
balization view  these  knowledge-based 
fields  as  the  foundation  for  economic 
rebuilding.  Reliable  current  estimates 
of  the  number  of  deals  don't  exist,  but 
those  who  study  the  field  all  agree  that 
the  total  is  rising.  Peter  S.  Fisher,  a 
professor  of  urban  and  regional  plan- 
ning at  the  University  of  Iowa,  pegs  the 
aggregate  value  of  incentives  at  about 
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It's  simply 
unconscionable  from 
an  ethics  standpoint 
for  [Google]  to  go  in 
from  this  very  unfair 
bargaining  position. . . . 
It's  just  exploiting  a 
desperate  town." 

-Robert  F.  Orr,  former  North 

Carolina  Supreme  Court  justice, 

now  running  for  governor 


$50  billion  a  year  (table,  page  56). 
Competitive  anxiety  compels  the  hand- 
outs: the  fear  that  without  lucrative  en- 
ticements, companies  will  go  elsewhere. 
And  the  bidding  war  is  being  escalated 
further  by  sophisticated  corporate  con- 
sultants expert  at  playing  jurisdictions 
against  each  other  and  deploying  data- 


All  Told, 
Here's  What 
Google  Got 

THE  TOWN  OF  LENOIR,  Cal 

County,  and  North  Carcl 
offered  an  array  of  ince 
to  land  a  computer  ceni 


TAX  BENEFITS 
OVER  30  YEARS* 


$18! 

MILLL 


WATER-FACILITY 
UPGRADE 


$23 

MILLI' 


JOB-DEVELOPMENT    $4.'; 
GRANT    MiLLi 


RAILROAD 
REROUTING 


$i.e 

MILLIi 


ROAD 
WIDENING 


$70J 


WORKER  TRAINING    $2( 
AND  MISC. 


TOTAL 


$21 

MILLIi 


*  Estimated 

Data:  BusinessWeek  interviews:  state,  county,  c 

documents:  figures  reflect  Google's  contributio 


bases  that  allow  companies  to  comi  "en 
the  baubles  offered  by  various  suitoi'  ^ 

All  of  these  factors  came  into  pl>(  '^ « 
Lenoir,  population  17,000.  It's  a  ] 
that  clings  to  tradition:  Wednesday  i 
outdoor  movies  in  the  main  squa^iChr 
blackberry  festival  each  July,  and  a  ii :  Dei 
War  battle  reenactment  in  Augustil  tpfes 
the  world  is  changing,  and  Lenoii 
been  devastated  by  the  departure  tOi|Mtor, 
na  of  its  core  business,  the  manufa^san 
ing  of  bedroom  sets.  i  Iben 

Just  two  miles  from  downtowni<sii 
Bernhardt  Furniture,  one  of  the 
est  local  employers,  whose  payroUl 
shrunk  by  half,  to  3,000,  in  recent  y  J 
From  the  window  of  CEO  G.  Alex  E I  las  en 
hardt's  office,  you  can  see  the  shut1i<i 
factories.  Two  belong  to  his  compfSS. 
the  other  five,  to  friends  and  com 
tors.  In  2000  the  unemployment  ' 
in  Caldwell  County  was  less  than  'Vom 
by  2005  it  had  hit  13%.  Today  it's  : 
three  percentage  points  above  thei' 
tional  average.  "WTien  our  globalizi'i 
came,"  says  Bernhardt,  "it  came 
lightning  speed." 


'Si 

lain 

'« 

nitgl 

JCCOUi 

That's  why  the  town  fathers  res-itktof 


CESS 


nervous  excitement  when  they 
:d  in  December,  2005,  that  a  ma- 
ch  company  was  shopping  for  a 

to  build  a  big  new  facihty.  The 
f  many  auditions  came  two  weeks 

Christmas,  when  Caldwell's  Eco- 
Development  Commission  sent 
epresentatives  south  to  Charlotte 
:h  Rhett  L.  Weiss.  Google's  top  site 
liator,  Weiss  didn't  identify  him- 
s  a  company  employee.  In  fact,  it 

be  months  before  Google's  name 
:ed  in  North  Carolina.  At  that  first 
ng,  Weiss  handed  out  business 

from  Dealtek  Ltd.,  the  Los  Altos 
,)  consultancy  he  founded  in  1999 
as  continued  to  run,  though  at  a 
1-back  pace,  since  joining  Google 
)5. 

CESS  OF  SURVIVAL" 

Y  ONE  person  embodies  the  boom 
siness-incentive  deals,  it's  Weiss, 
lawyer  by  training  who  wears 
i-down  shirts,  khaki  pants,  and 
•im  glasses.  After  working  for  Big 
iccounting  firm  KPMG,  he  opened 
k  to  focus  on  corporate  site  selec- 


I  didn't  think 
there  would  be  a  lot 
of  [economic]  spin-off 
value.  Psychologically, 
the  impact  of  this  for 
our  community  would 
be  greater  than  the 
reality." 

-David  W.  Barlow, 
Mayor  of  Lenoir,  N.C. 


tion.  The  firm  advises  both  migrating 
companies  and  localities  seeking  new 
business.  It  is  one  of  about  200  firms 
that  sell  such  services  and  have  national 
reach.  Dealtek  tries  to  differentiate  it- 
self in  an  increasingly  crowded  field 
by  selling  software— "a  consultancy's 
proverbial  'Black  Box,'"  the  firm  calls 


it— which  compares  competing  site- 
selection  opportunities. 

The  Lenoir  offer  certainly  had  much 
to  recommend  it.  Electricity,  for  one 
thing,  costs  only  4.5(f  to  5(t  per  kilowatt- 
hour  on  average  in  North  Carolina,  vs. 
6t  to  IH  in  some  comparable  locales. 
With  furniture  makers  gone  or  dovvTi- 
sized,  there  was  excess  capacity.  Duke 
Energy  Co.,  the  utility  hoping  to  sell  the 
cheap  power,  hosted  the  introductory 
session  in  Charlotte. 

Weiss  gave  half  an  hour  each  to  three 
North  Carolina  counties  that  day  and 
was  done  before  noon.  "This  is  a  process 
of  survival,"  says  Alan  Wood,  senior 
development  manager  for  the  Caldwell 
Count}'  Economic  Development  Com- 
mission. "They  look  for  reasons  to  elim- 
inate sites."  Wood  had  first  met  Weiss 
the  previous  April  at  MerleFest,  a  blue- 
grass  festival  in  Wilkesboro,  N.C.  Local 
business-development  scouts  use  the 
musical  gathering  as  a  chance  to  mingle 
with  consultants  like  Weiss,  who  come 
at  their  invitation.  Explaining  that  he 
hadn't  given  Weiss  a  hard  sell  at  the  fes- 
tival. Wood  says:  "You  don't  usually  ask 
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someone  to  marry  you  on  the  first  date." 
Three  months  later,  after  touring 
North  Carolina  in  a  plane  supplied  by 
the  state's  Commerce  Dept.,  Weiss  asked 
a  roomftil  of  people  from  Lenoir  gathered 
in  a  meeting  room  in  Raleigh  whether 
anyone  could  guess  the  corporation  for 
which  he  worked.  One  tentatively  sug- 
gested Google.  When  Weiss,  smiHng, 
confirmed  it,  Lenoir  Mayor  David  W. 
Barlow  recalls  thinking:  "There's  no  way 
in  the  world  this  will  ever  happen." 
Google's  size  and  success  seemed  beyond 
the  town's  grasp. 

But  Weiss  was  serious,  requiring  ev- 
eryone in  the  town  and  county  who  knew 
Google's  identity  to  sign  confidentiality 
agreements  so  rival  companies  wouldn't 
learn  that  Google  was  on  the  prowl.  Dur- 
ing negotiations  over  the  next  10  months, 
Weiss  combined  a  calm  demeanor  with 
an  obsessive  attention  to  detail,  never 
committing  Google  to  building  in  Lenoir. 
"He  plays  a  good  game  of  poker  as  well, 
I'm  sure,"  says  Barlow. 

Despite  his  doubts.  Barlow  threw  him- 
self into  the  competition.  A  Realtor  and 
part-owner  of  a  car  dealership,  the  mayor 
is  married  to  a  retired  schoolteacher  and 
lives  doors  away  from  their  children  and 
grandchildren.  He  saw  the  possibility  of 
Google's  arrival  as  a  way  to  restore  civic 
self-respect.  "I  didn't  think  there  would 
be  a  lot  of  [economic]  spin-off  value,"  he 
admits.  "Psychologically,  the  impact  of 
this  for  our  community  would  be  greater 
than  the  reality."  Google  never  formal- 
ized its  suggestion  that  it  might  one  day 
employ  210  people  in  Lenoir;  nor  did  the 
company  say  how  many  jobs  might  go 
to  locals,  as  opposed  to  computer  techs 
Google  would  bring  in. 

EXPANDING  WISH  LIST 

TO  KEEP  WEISS  interested,  the  Lenoir 
City  Council  voted  in  closed  session  on 
Mar.  21,  2006,  to  expand  the  tax  incen- 
tives then  on  the  table.  An  initial  offer  of 
100%  off"  local  property  taxes  and  75% 
off"  real  estate  taxes,  both  for  15  years, 
grew  to  100%  and  80%,  respectively,  for 
30  years.  Fine,  said  Weiss,  but  there  were 
other  issues. 

When  negotiations  began,  he  had 
seemed  satisfied  with  a  127-acre  site 
that  includes  a  former  lumberyard.  Now 
he  demanded  more.  In  March,  Mayor 
Barlow  and  a  fellow  Realtor  began  to 
piece  together  a  larger  plot.  Nights  and 
weekends  they  knocked  on  doors,  ask- 
ing people  to  sell.  One  parcel  was  owned 
by  57  heirs,  including  a  long-estranged 
couple.  As  part  of  the  deal,  the  county 
paid  for  their  divorce.  "I  never,  ever 
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thought  this  was  going  to  work,"  says 
Barlow.  He  cobbled  together  a  total  of 
216  acres  out  of  51  parcels.  He  took  no 
commissions. 

There  wasn't  much  time  to  celebrate 
the  real  estate  coup,  because  by  June 
the  deal  seemed  to  be  falling  apart 
on  another  front.  In  Raleigh,  the  state 
legislature  was  working  on  a  Google- 
driven  bill  that  would  exempt  server 
farms  from  sales  tax  on  the  copious  elec- 
tricity they  use.  On  June  13,  Weiss  sent 
an  e-mail  to  Jim  Fain,  the  state's  com- 
merce secretary,  complaining  that  the 
legislation  "has  remained  cursed  with 


unfortunate  and  petty  dickering 
the  legislative  drafting  side— mainrjii  q 
fusing  to  reinsert  better  word  chci| 
If  North  Carolina  didn't  quickly  i 
"sales  tax  exemptions  that  make  it 
petitive  with  other  states  in  whicl 
project  could  locate,  the  project  si 
will  not  come  to  North  Carolina,"  ^ 
wrote.  He  continued  to  let  officials  1 
he  was  talking  to  several  other  s-lren 
including  South  Carolina  and  New  ittlu 
according  to  documents  and  interv^e 
The  legislation  passed  in  July. 

Amazingly,  Google's  interest  in 
ing  to  North  Carolina  surfaced  ijijii 


tost 
itan-i 


*ater. 


DEVELOPMENT 
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only  once,  in  an  article  on  July 
Charlotte's  News  &  Observer. 
5  hit  the  roof  over  what  he  saw  as 
ach  of  confidentiality,  according 
nail  and  interviews.  Fain  himself 
!fied  Weiss  during  a  previously 
luled  encounter  at  a  McDonald's 
terstate  95,  where  the  commerce 
tary  met  Weiss,  his  wife,  and  four 
ran,  who  were  finishing  a  vaca- 
it  the  North  Carolina  shore, 
ie  of  the  final  issues,  negotiated 
gh  the  fall  and  into  December, 
>vater.  Afraid  that  Google's  plan 
drain  Lenoir's  water  capacity. 


Is  There  a  Better  Way 
To  Court  a  Company? 


What  causes  business- 
development  incentives  to 
worl<  or  fail?  Examples  from 
the  Midwest  offer  clues. 

In  1995,  Michigan  created  a  program  to 
issue  tax  credits  aimed  at  creating  jobs  in 
a  state  hurt  badly  by  the  U.S.  auto  industry 
slump.  Over  12  years,  the  state  handed  out 
enticements  valued  at  $2.3  billion  overtime 
to  309  projects. 

The  initiative's  impact  has  been  the  topic 
of  sharp  debate.  Skeptics  say  the  state 
failed  to  choose  carefully  among  companies 
seeking  aid,  pointing  to  Kmart  Corp.  as  an 
example.  Beginning  in  1998, 
Kmart  received  tax  credits 
valued  at  more  than  $30 
million  over  20  years.  The 
retail  chain,  then  based  in 
Troy,  Mich.,  agreed  to  preserve 
7,721  jobs  in  Michigan  and 
create  875  new  ones.  But  even 
with  help,  Kmart  stumbled 
and  in  2002  filed  for  Chapter 
11  protection.  Its  head 
count  fell  below  what  it  had 
promised,  ending  its  eligibility  for  more  tax 
breaks.  Kmart  merged  with  Sears  Holding 
Corp.  in  2005  and  moved  its  headquarters  to 
Hoffman  Estates,  III. 

Michigan's  program  lacks  "clawback" 
provisions  permitting  recovery  of  incentives 
when  companies  fail  to  hold  up  their  end  of 
the  bargain.  As  a  result,  the  state  couldn't  get 
back  $6.1  million  in  benefits  from  Kmart. 

The  state  can,  however,  point  to  some 
successes,  such  as  Haworth  Inc.,  a  furniture 
manufacturer  that  recently  consolidated  its 
operations  in  Michigan  and  employs  2,700. 
Overall,  the  program  has  created  or  retained 
38,800  jobs,  according  to  the  state. 

But  a  study  issued  in  2005  by  the 
Mackinac  Center  for  Public  Policy,  a  nonprofit 
free-market-oriented  research  group  in 
Midland,  Mich.,  concluded  that  statewide, 
Michigan  had  continued  to  lose  jobs  while 
incentives  were  being  doled  out.  U.S.  Census 
data  show  job  growth  in  Michigan  from 
1995  to  2000,  but  significant  contraction 
from  2001  to  2003,  the  last  year  for  which 


One  model: 
Chicago's 
deal  with 
Fordtobiiild 
a  parts  plant 


statistics  are  available.  The  Michigan 
Economic  Development  Corp.  says  far 
more  jobs  would  have  been  lost  without  the 
probusiness  inducements. 

Public  policy  experts  generally  give  high 
grades  to  a  deal  crafted  by  Chicago  and  the 
state  of  Illinois  to  encourage  Ford  Motor  Co. 
to  build  a  155-acre  parts-supplier  campus 
near  its  Chicago  assembly  plant.  But  even 
that  project  hasn't  been  a  complete  success. 
In  1999,  Ford  invited  Chicago  to  compete 
for  the  supplier  complex  against  Atlanta, 
where  the  automaker  also  assembled  cars. 
City  and  state  officials  collaborated  on  a  deal 
valued  at  $117  million  over 
three  years,  which  included 
road  and  sewer  improvements 
and  worker  training.  Ford 
agreed  to  build  1  million 
square  feet  of  space  for  its 
suppliers  and  see  that  750 
full-time  jobs  were  created. 
The  company  didn't  receive 
any  financial  incentives  until 
it  met  the  construction  and 
job  goals.  Clawback  clauses 
would  punish  Ford  if  it  failed  to  deliver. 

The  supplier  campus  opened  in  2004  with 
11  parts  companies,  and  by  2005  it  employed 
1,038  workers.  Tower  Automotive  and  Brose 
North  America  Inc.  are  amongthe  suppliers 
that  feed  instrument  panels,  doors,  and 
other  components  to  the  Ford  plant  a  mile 
down  newly  extended  126th  Street. 

Timing  helped.  After  reporting  large  losses 
for  2005,  Ford  announced  it  would  eliminate 
30,000  jobs  and  close  14  plants  across 
North  America.  Among  the  casualties:  the 
plant  near  Atlanta.  Having  invested  heavily 
in  Chicago,  Ford  spared  the  2,300  jobs  at  its 
assembly  plant  there. 

But  the  Chicago  complex  suffered  a  big 
loss  in  April  when  parts  supplier  Visteon 
Corp.  closed  its  doors,  eliminating  290  jobs. 
That  leaves  1,100  supplier  employees.  "Even 
with  the  job  losses,"  says  Paul  O'Connor, 
executive  director  of  World  Business 
Chicago,  part  of  the  city's  Planning  Dept., 
"we  still  have  a  state-of-the-art  facility  on 
which  we  can  grow."         -Coleman  Cowan 
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Mayor  Barlow  wanted  Google 
to  commit  to  staying  in  town 
long  enough  to  justify  a  $24  mil- 
lion municipal  upgrade.  Several 
times,  locals  thought  the  deal 
would  die  over  this  point,  though 
Weiss  says  he  didn't  think  so.  In 
the  end,  Google  agreed  to  pay 
$1.05  million  toward  the  water 
expansion,  but  it  never  locked 
itself  into  operating  in  Lenoir 
for  a  minimum  period. 

In  an  interview,  Weiss  ex- 
plains that  the  company's 
changing  demands  reflected 
evolving  technological  require- 
ments and  experiences  at  other 
company  computer  facilities.  Google,  he 
adds,  will  help  the  struggling  town.  The 
large  construction  project  will  provide 
temporary  employment  and  produce 
tax  revenue  on  building  materials.  In 


addition  to  helping  pay  for  the  mu- 
nicipal water  upgrade  and  the  closure 
of  a  rail  line  on  its  land,  the  company 
has  offered  to  reimburse  local  expenses 
related  to  the  long  negotiations,  he  says. 


The  Fiscal  Arms  Race 

A  sample  of  recent  business-development  deals 


COMPANY 
(INDUSTRY) 


AMOUNT* 
(MILLIONS) 


THYSSENKRUPP  (Steel)  Mt.  Vernon.  Ala.  $822       2007 

»  Alabama's  incentives  package  for  the  2,700-job  steel  plant  was  worth  half  of  what  Louisiana  offered, 
but  land  and  shipping  arrangements  made  Alabama  more  attractive. 

SEMATECH  CAMPUS  (computer  chips)  Albany,  N.Y.  $300       2007 

»Sematech,  a  consortium  of  Austin  (Tex.)  computer-chip  companies,  will  expand  its  research  facility 
at  the  State  University  of  New  York  at  Albany  creating  450  jobs. 

TOYOTA  (automotive)  Tupelo.  Miss.  $294       2007 

»Toyota  announced  earlier  this  year  that  it  will  accept  $294  million  in  incentives  to  build  a  $1.3  billion 
assembly  plant  to  be  completed  in  2010. 

ADVANCED  MICRO  DEVICES  (computer  chips)      Albany,  N.Y.  $1,249       2006 

»  AMD  has  until  2009  to  decide  whether  to  accept  the  incentives  package,  which  includes  $650  million 
in  cash,  and  start  construction  of  a  $3.2  billion  chip  factory 

KIA  (automotive)  West  Point.  Ga.  $400       2006 

»  Georgia  used  tax  breaks,  road  improvements,  and  workforce  training  to  persuade  Kia  to  build  a 
$1.2  billion  manufacturing  plant  expected  to  hire  nearly  2,900  workers. 

GOLDMAN  SACHS  (finance)  New  York  $275       2005 

WGoldman  Sachs  agreed  to  remain  in  New  York's  downtown  financial  district  and  build  a  new 
headquarters  near  Battery  Park. 

BOEING  (aerospace)  Everett.  Wash.  $3,200       2003 

»  Washington  beat  out  13  other  states  competing  for  Boeing's  787  Dreamliner  final-assembly  plant  and 
up  to  1,200  jobs.  Benefits  may  be  shared  with  other  companies. 

SCRIPPS  RESEARCH  (biomedical)  Palm  Beach  County,  Fla.  $569       2003 

»Palm  Beach  County  and  the  state  of  Florida  persuaded  the  institute  to  build  a  research  facility  on  the 
campus  of  Florida  Atlantic  University. 

IBM  (computer  chips)  East  Fishkill,  N.Y.  $660       2000 

» IBM  has  been  a  big  employer  in  the  lower  Hudson  Valley  for  more  than  20  years,  but  its  workforce  has 
been  shrinking.  The  East  Fishkill  factory  employs  5,600. 

NISSAN  (automotive)  Canton,  Miss.  $363       2000 

» Mississippi  added  $68  million  for  plant  expansion  to  its  original  incentives  package  of  $295  million. 
The  factory  brought  4,200  jobs, 

•  Estimated  value  ot  tax  Creaks  and  other  incentives  over  time     Data:  Companies,  government  officials.  SusinesstVeek  research 
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Google 
didnthave 
to  guaranty 
jobs  to  win 
Lenoir's 
largesse 


Site  negotiator  Weis 
at  the  Mountain  Vie\ 
(Calif.)  headquarter 


(One  memo  puts  those  costs  at  r 
than  $300,000.) 

Rather  than  focus  on  Google's 
pected  annual  tax  rebate  of  $5.87  mi 
on  a  bill  of  $6  million,  Weiss  point 
that  what  the  city  will  collect— s 
$130,000— is  a  lot  more  than  wh 
received  on  the  property  before  the  ( 
patty's  improvements.  All  told,  Gc 
plans  to  invest  $600  million  in  the  Lf 
server  farm. 

Since  the  company's  plans  in  Lt 
were  announced  in  January,  Weiss- 
struck  similar  deals  for  new  comp 
centers  in  South  Carolina,  Oklahd 
and  Iowa.  Google  won't  say  how  r 
server  farms  it  operates  nationwide.- 

In  Lenoir,  some  residents  still  Tt 
the  tactics  used  by  the  out-of-town  i 
nology  giant.  "There  were  18  or  20  d 
of  contracts,  a  lot  of  ticky-tacky  st> 
says  T.J.  Rohr,  an  attorney  and  me» 
of  Lenoir's  city  council.  "And  a  lot  c 
time  it  seemed  like  they  were  saying  i 
our  way  or  the  highway.' " 

But  Rohr  was  the  only  member  o 
seven-person  council  to  vote  againsi 
final  deal.  Mayor  Barlow  says  the  ini 
tant  thing  "is  that  we  were  selected i 
we  have  something  to  offer."  Googk 
adds,  "put  us  on  the  map." 

The  Google  site  in  Lenoir  now  bv 
with  tractors,  bulldozers,  and  coni 
workers.  A  large  silver-roofed  buil 
is  going  up  behind  fencing,  a  re 
ing  wall,  and  a  200-foot  buffer  of  t 
Visitors  aren't  allowed.  As  of  early 
Google  had  hired  one  full-time  em 
ee:  a  site  manager  who  came  fron 
of  town.  ■ 

-With  Coleman  C 


fi 


Bu.sines.sWeek  .C'R! 


ONLINE:  Senior  writer  Nanette  Byrnes  narrate 
a  slide  show  of  Google's  real  estate  bargaining 
with  state  and  local  officials  at 
www.businessweek.coiTi/fextras. 
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McGraw-Hill  Construction 
Custom  Market  Research 

Gain  valuable  insight 
from  a  name  you  trust 


cabrq- 


Marketing  Research  As^ioclatton 


Turn  to  McGraw-Hill  Construction's  Custom  Market 
Research  team-and  our  extensive  construction 
market  expertise-for  the  information  and  insights 
you  need  to  make  smarter,  better  business  decisions. 

Reliable,  timely,  value-driven  solutions: 

•  Brand  Equity/Product  Awareness 

•  Construction  Market  Projections 

•  New  Product  Development 

•  Customer  Satisfaction 

•  Competitive  Intelligence 

•  Price  Elasticity 

Call  866.239.4261 

or  email  brian_.tonry@mcgraw-hili.com 

for  your  FREE  consultation 

or  go  to  dodge.construction.com/analytics/ 


coNSTBucTioN  Research  and  Analytics    www.construction.com 
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Bits  of  code  caQed  widgets  open  the  door  to  viral  marketing  across  social 
networks.  Silicon  Valley  sees  them  as  a  Web  revolution  in  the  making 


BY  SPENCER  E.  ANTE,  HEATHER  GREEN,  AND  CATHERINE  HOLA] 


THERE'S  A  LAND  GRAB  UNDER  WAY  in  Silicon  Valley.  Not  in  real 
land  (even  in  Tech  Town,  home  sales  are  sagging),  but  on  the 
Web.  What's  fueling  the  frenzy  is  something  that  couldn't 
sound  more  prosaic:  widgets. 

In  the  Web  world,  widgets  are  modules  of  software  that 
people  can  drag  and  drop  onto  the  personal  page  of  their 


social  network  or  onto  a  blog.  There,  widgets  typically  loo 
a  little  window  or  box,  packing  a  bit  of  the  functionalit 
you  would  get  with  a  stand-alone  Web  site  or  software 
age.  The  result  can  be  as  mundane  as  the  WeatherBug 
YouTube  clip  of  your  favorite  video  of  a  bulldog  riding  a  { j 
board,  or  your  wish  list  from  online  jewelry  retailer  Blue  I 
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But  widgets  also  can  be  storefront  windows  for  selling 
products  and  services  or  digital  billoards  to  which  customized 
ads  can  be  affixed.  Create  one  that  plays  your  favorite  song  and 
it  can  send  visitors  through  to  Amazon.com  to  buy  the  band's 
album.  Random  House  Inc.  has  a  widget  that  lets  you  click 
through  to  buy  new  book  releases  from  the  compan/s  online 
store.  You  might  even  share  a  slice  of  the  proceeds. 

The  land  grab  comes  from  the  sudden  realization  by  soft- 
ware developers,  media  companies,  and  retailers  that  by 
widgetizing  their  programs,  news  snippets,  video  clips,  and 
products,  they  can  stake  out  some  prime  Web  real  estate. 
People  are  increasingly  spending  their  time  with  like-minded 
souls  at  blogs,  online  communities,  and  social  networking 
sites  such  as  Facebook,  MySpace,  Hi5,  and  Tagged.  In  a  sense, 
creating  widgets  is  like  unleashing  a  cloud  of  benign  viruses. 
They  carry  your  storefront  or  video  clip  or  ad  to  anyone's  Web 


page  or  profile.  And  those  who  like  them  can  share  themi 
thousands  of  people.  They  multiply,  and  as  they  do,  they< 
the  very  geography  of  the  Web. 

That  leads  some  technologists  to  conclude  that 
humble  bits  of  code— or  applications,  as  widgets  are 
knovm— could  turbocharge  a  third  phase  in  the  Inteii 
development.  In  the  first,  users  typed  in  addresses  ofij 
sites  or  portals  to  find  things.  Then  came  search  engin( 
the  mid-1990s,  which  gave  surfers  a  faster  way  to  ferrel 
information  and  products.  Widgets  don't  signal  the  deai 
portals  or  search  engines,  but  they're  giving  even  more  pj 
to  individuals  to  become  distributors,  publishers,  and  arli 
of  content.  "We've  got  to  push  it  [content]  out  to  where< 
are,"  says  CBS  Interactive  President  Quincy  Smith.  "We  6  K 
drive  everyone  to  CBS-dot-com-backslash-CSI-backslasbl  |! 
body  is  around."  !  iV 

Marc  Andreessen  has  seen  one  Web  epoch.  He  co-foiM  W 
Netscape  Communications  Corp.,  which  ignited  the  Web  H  ifr 
lution  back  in  1994  when  it  developed  a  commercial  ve<  fc 
of  the  Web  browser.  Now  he's  convinced  something  sL<  Mf 
is  happening.  "I  think  the  Internet  is  going  through  a  m  iia 
major  shift,"  says  Andreessen,  who  is  now  co-founder  ofil  ta 
Inc.,  a  service  that  lets  people  create  social  networking!^  all 
"Concepts  are  now  able  to  spread  on  a  million  Web  site»  iii 
super  exciting  because  you  can  get  huge  scale  very  quickljl  si 
big  widgets  have  the  potential  to  become  the  new  networt  fie 

The  scramble  began  on  May  24,  when  Facebook  Inn  %i 
nounced  it  would  crack  open  its  site  and  hand  over  signiii  i 
economic  and  distribution  power  to  widget  developers.  \i  in, 
MySpace.com  had  let  outsiders  paste  applications  on  itsi  li 
Facebook,  the  No.  2  social  network,  went  a  few  steps  fiii  tai 
and  let  developers  tap  into  its  user  profile  database  to  ind  igoi 
a  widgef  s  usefulness.  Facebook  also  created  discrete  arei  i 
its  site  where  developers  can  keep  100%  of  the  revenueii  plai 
generate  from  advertising  and  e-commerce.  i  lyal 

Here's  how  it  works  now:  Click  the  Flixster  movie  VK  Facf 
that  you  installed  on  your  Facebook  profile  page,  and  ill  i,or 
you  to  a  place  where  you  can  list  the  movies  you've  seen,  ^  J  resij 
with  your  rating  and  review,  or  look  at  pages  that  show  rei  sif; 
and  ratings  from  your  friends,  whaf  s  playing  in  theatenn  lys 
film  trailers.  And  when  your  friend  Todd  posts  his  review  ^'fel((l 
new  animated  flick  Ratatouille,  Facebook  lets  you  know ; 
it  on  your  news  feed  page.  Click  on  the  link,  "View  1 
Reviews,"  and  up  comes  his  movie  page.  By  that  point,  t|opul 
your  friends  become  aware  that  you  have  started  usinp 
program,  and  the  cycle  continues. 

For  many  Web  users,  widgets  are  a  form  of  self-exprerc[)re 
William  Tinkler,  a  23-year-old  soon-to-be  University  of  i 
Carolina  law  student,  spends  a  couple  of  hours  a  wen 
Facebook.  His  page  boasts  five  vvadgets  in  all,  and  his  fit 


ico; 


i  niin 


THE  BUSINESS 
OF  WIDGETS 

How  much  is  made  off 

widgets,  and  by  whom, 

varies  by  service  provided: 


BRAND  BUILDING 


MARKETERS  pay  widget  creators  tO' 
fun,  shareable  programs  promoting ir|its. 
brand.  Typically,  advertisers  pay  a  fl ' 
the  widget's  creation— and  more,  in  (  d 
cases,  each  time  a  user  installs  the  v  i  ipicai 
clicks  on  it. 


FREEWEBS  created  a  widget  for  REE  < 
lets  users  customize  a  VIRTUAL  SNt-*)  igeon 
embed  it  on  their  Web  page,  and  "fij  '■ 
people's  sneakers.  fsil 


aafeu«ffi;g»aM!aiij.;ai>a!ii!awhfegh-^ 


bytl 


iCRE; 


^fee, 


erted  each  time  he  puts  up  a  new 
Dne  shows  the  jackets  of  books  he 
ding,  another  tells  friends  who  visit 
ige  what  movies  he  plans  to  rent 
online  movie  store  Netflix.  (Next 
nkler's  list:  The  Science  of  Sleep ^ 
so  has  a  world  map  featuring  the 
!  he  has  visited  highlighted  in  blue, 
's  a  politics  meter  on  his  site  dis- 
ig  where  he  stands  on  the  conserva- 
beral  spectrum  and  a  space  where 
s  can  convey  their  feelings  about 
dtli  goofy  gestures  such  as  a  virtual 
five."  "I  consider  it  another  way  of 
ng  your  personality,"  says  Tinkler, 
sn't  bother  him  that  the  movie  wid- 
:ludes  a  plug  urging  visitors  to  sign 
a  free  Netflix  trial, 
oftware  companies,  Facebook's  shift 
reeted  as  though  it  were  a  starting 
in  a  100-yard  dash.  Hadi  Partovi, 
founder  and  president  of  iLike  Inc., 
led  his  development  team  on  three 
of  20-hour  days  to  crank  out  a  Face- 
version  of  iLike's  program,  which 
:ople  share  their  favorite  musicians 
)ngs  with  one  another.  Now,  when 
ijok  friends  say  they  are  going  to 
:ert,  the  iLike  program  automati- 
lotifies  you.  Then  it  suggests  other 
that  your  friends  like.  CUck  on  a 
3  going"  link,  and  it  brings  up  a 
vith  names  and  photos  of  the  345 
planning  to  attend  the  show.  The 
my  also  got  an  entirely  separate  area 
Facebook  site  on  which  to  sell  ads, 
s,  or  concert  tickets. 

results  have  been  startling.  It  took  iLike  six  months  to 
p  its  first  million  users  for  the  program  that  ran  off  the 
in3^s  own  Web  site;  iLike  signed  up  another  million  in  its 
sek  on  Facebook.  The  company,  which  has  offices  in  San 
SCO  and  Seattle,  had  to  borrow  two  truckloads  of  com- 
servers  to  handle  the  stampede.  Now  iLike  is  the  third 
)opular  application  on  the  site,  with  more  than  4  million 
And  it  is  selhng  ads  and  taking  commissions  from  the 
concert  tickets  and  new  releases.  "We  are  already  mak- 
)re  money  from  Facebook  than  our  own  Web  site,"  says 
twin  brother  Ali,  iLike's  CEO. 

ebook  founder  and  CEO  Mark  Zuckerberg,  23,  is  taken 
by  the  response  to  his  new  platform.  "We  thought  it 


WHAT  IS  IT? 

Think  of  widgets  as  a  way  to  DRESS 
UP  AND  PERSONALIZE  your  Facebook 
page,  blog,  or  even  the  PC  desktop  you 
stare  at  all  day.  They're  tiny,  highlight- 
ed hnes  of  text  or  nondescript  boxes 
running  along  the  edge  of  the  page. 
But  die/ re  quite  powerful,  providing 
you  news,  helping  you  buy  things, 
or  telling  visitors  about  your  favorite 
rock  bands  or  the  video  you  recently 
shot.  One  big  attraction:  WIDGETS 
BRING  INFORMATION  TO  YOU  rather 
than  making  you  visit  a  photo  site  like 
FlJckr  or  a  news  site  like  Weather.com. 
INCREDIBLY  EASY  TO  USE,  they  can  be 
addictive.  On  Facebook,  for  instance, 
you  get  an  alert  every  time  a  "friend" 
adds  a  widget.  If  you  like  it,  you  can 
add  it,  too,  with  just  one  chck. 


would  take  a  litde  longer  to  ramp  up," 
he  says.  Wearing  his  shorts  and  sandals 
at  Facebook  headquarters  in  downtown 
Palo  Alto,  Calif.,  Zuckerberg  says  that 
more  than  half  of  Facebook's  28  million 
members  have  installed  at  least  one  ap- 
plication. He  muses  that  Facebook  has 
the  potential  to  become  a  sort  of  oper- 
ating system,  helping  communities  add 
more  and  more  complex  services,  much  as 
Microsoft  Corp.'s  Windows  is  a  platform 
that  milhons  of  developers  write  programs 
for.  Then  Zuckerberg  catches  himself  and 
says  that  metaphor  might  be  a  bit  much. 
"It's  still  earljr"  in  the  game,  he  admits, 
and  if  s  hard  to  tell  how  far  the  application 
movement  can  go. 

Even  MySpace  is  feeling  the  heat.  Ever 
since  Rupert  Murdoch's  News  Corp. 
bought  it  in  2005,  the  site  has  been  looking 
for  ways  to  make  money  off  its  70  million 
members.  That  has  led  to  some  run-ins. 
This  spring,  MySpace  temporarily  blocked 
access  to  one  widget  by  Photobucket  Inc. 
because  it  violated  the  company's  pro- 
hibition against  advertising  on  the  site. 
Now  MySpace  says  it's  developing  a  pilot 
program  to  allow  a  handfiil  of  developers 
to  integrate  with  its  platform.  But  it  won't 
open  up  to  aU;  its  executives  say  they're 
concerned  about  security  and  spam.  "We 
want  to  open  up  to  the  best  and  most  im- 
portant applications,"  says  MySpace  CEO 
Chris  De Wolfe.  "Depending  on  how  that 
goes,  we'll  open  it  up  further." 

Skeptics  point  out  that  widget  fever 
bears  many  of  the  signs  of  previous  In- 
ternet fads  that  generated  tons  more  excitement  than  money. 
A  few  years  ago,  after  all,  geeks  hyped  podcasting  as  the  next 
revolution,  but  the  technology  so  far  hasn't  crossed  over  to 
the  mainstream.  There  are  already  signs  of  overexuberance 
about  widgets.  On  July  10  the  venture  capital  firm  Bay  Part- 
ners drew  guffaws  from  some  quarters  when  it  launched  a 
multimillion-dollar  fund  devoted  entirely  to  backing  widgets 
made  for  Facebook  pages.  And  the  blogosphere  is  chattering 
about  "app  fatigue." 

But  major  companies  from  media,  publishing,  technology, 
communications,  entertainment,  and  retail  are  jumping  on  the 
widget  bandwagon.  Reebok  International  Ltd.  recentiy  created 
a  marketing  widget  called  "Shoe  Fight,"  which  lets  you  design 


ENTERTAINMENT 


CREATE  SHOPPING  and  prod- 
its.  Users  buy  products  directiy 
vidget  or  are  taken  to  the  store 
ck  on  it.  The  creator  and  the  Web 
ypically  are  paid  an  "affiliate"  fee 
store  for  each  sale. 


TV  AND  MOVIE  STUDIOS  make  shareable  video 
players  that  let  you  watch  clips  or  full  shows. 
Media  companies  see  these  as  promotional  tools 
to  drive  viewership.  When  ads  are  appended,  the 
revenue  can  be  shared  vnxh.  a  large  Web  site.  But 
small  Web  page  owners  typically  aren't  paid. 


Widgets  created  by  RECORD  LABELS  AND 
BANDS  let  you  embed  songs,  music  videos,  or 
playlists  into  your  Web  page.  These  can  be  linked 
to  online  stores  such  as  Amazon.com,  which  sells 
music.  Typically,  the  wddget  developer  or  the  Web 
page  ovmer  receives  a  slice  of  the  sales. 


widget  lists  items  for  sale  on 
ige  owners  attach  a  code  so  that 
them  based  on  the  revenue  and 
rs  their  widget  generates. 


During  college  basketball  MARCH  MADNESS, 
CBS  created  a  widget  to  update  fans  on  the  play- 
off tournaments'  LATEST  SCORES  and  news. 


Online  music  site  MOG  has  a  shareable  widget 
tiiat  lets  you  PURCHASE  RELATED  SONGS  fi-om 
ITUNES  AND  AMAZON;  a  share  of  each  sale  goes 
back  to  MOG. 
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a  sneaker  and  put  it  on  your  Web 
site,  while  IBM  is  plugging  widgets 
into  its  software,  including  one  that 
lets  employees  turn  their  unread  e- 
mails  into  an  audio  file  they  can  lis- 
ten to  on  the  way  home  from  work. 

Google  Inc.,  the  most  powerful 
force  on  the  Web  today,  is  taking 
widgets  seriously.  In  June,  it  un- 
veUed  a  program  to  attract  wid- 
get makers  with  $5,000  grants  or 
$100,000  seed  investments.  Google 
is  also  testing  Gadget  Ads,  which 
lets  merchants  convert  their  static 
display  ads  into  a  sort  of  wadget 
by  adding  videos,  animation,  and 
real-time  news  or  marketing  data  to 
them.  At  WidgetCon  2007,  a  daylong 
conference  that  brought  together 
more  than  150  marketers  and  tech- 
nologists in  New  York  on  July  11, 
Google  business  product  manager 
Christian  Oestlien  said  the  company 
is  allocating  the  same  amount  of 

brainpower  to  developing  widgets  as  it  is  to  search  engines. 
As  Google  sees  it,  widgets  allow  people  to  personalize  their 
Web  experience— and  in  the  process  produce  more  effective 
advertising.  "I  actually  see  gadgets  themselves  as  a  new  form 
of  advertising,"  says  Marissa  Mayer,  Google's  vice-president 
for  search  products  and  user  experience. 

Values  of  some  top-tier  widget  makers  have  already  been 
jacked  up  as  venture  capitalists  and  big  Web  players  throw 
money  their  way.  On  May  30,  Fox  Interactive  Media,  the  parent 
of  MySpace,  paid  a  reported  $300  million  for  Photobucket,  which 
makes  a  photo-sharing  widget,  and  bought  Flektor,  which  makes 
a  video-editing  widget,  for  a  reported  $20  million.  Financiers  and 
entrepreneurs  estimate  there  may  be  dozens  of  widget  companies 
in  Silicon  Valley  right  now  commanding  valuations  north  of  $100 
million.  "Widgets  are  a  fundamentally  important  idea,"  says 
Vinod  Khosla,  one  of  the  Valley's  most  respected  venture  capital- 
ists, who  has  invested  in  two  widget  makers.  Slide  and  iLike.  "I 
believe  it  has  the  potential  to  create  big  bUlion-doUar  winners." 


FROM  WWW  TO  WIDGETS: 

A  VERY  BRIEF  HISTORY  OF  THE  WEB 

In  just  13  years,  the  preferred  method  of  connecting  and  finding  information  on 
the  Internet  has  evolved  from  browsing  to  search.  Now  it  appears  to  be  entering 
a  third  phase,  sharing,  which  is  being  fueled  by  the  rise  of  widgets. 
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PHASE  1 

PHASE  II 

PHASE  III         ^^^^^1 

BROWSING 

SEARCHING 

SHARING 

To  surf  the  Web,  users  typed 

As  the  Web  exploded,  it 

Increasingly,  people  are  cus- 

in the  address  of  the  destina- 

got harder  to  find  what  you 

tomizing  personal  Web  sites, 

tion  they  wanted  to  find,  say, 

wanted  via  any  single  Web 

blogs,  and  social  network 

ESPN.com.  Or  they  went  to 

site.  Keywords  ruled,  as 

pages  with  little  programs 

portals  with  Hnks  classified 

surfers  clicked  through  lists 

known  as  widgets.  The  real 

by  subject,  such  as  finance  or 

of  Web  results  dished  up  by 

power  of  these  simple  ser- 

travel. Companies  spent  big 

search  engines.  Google,  with 

vices,  created  by  individuals 

money  on  banner  ads  and 

its  simple  look  and  super- 

or  large  companies,  is  that 

branding  campaigns  to  lure 

smart  algorithms,  redefined 

they're  shareable  and  can  be 

people  to  their  sites. 

surfing  and  onhne  ads. 

distributed  wddely. 

Earlier  this  year,  the  Na 
Basketball  Assn.  learned  how  i 
sive  these  little  doodads  can  b 
NBA  created  hundreds  of 
card-like  wddgets.  The  card 
a  picture  of  your  favorite 
along  with  their  updated  sta 
and  links  to  news  stories  and ' 
about  them,  saving  you  a  t 
NBA.com.  Today,  the  NBA's  w 
have  generated  more  than  10 1 
lion  views  from  175,000  Iocs 
"We  see  it  as  taking  litde  pien 
NBA.com  and  scattering  the 
the  wind  and  using  them  to 
people  back,"  says  Steve  G 
vice-president  of  NBA  Interaci 
If  widgets  really  take  offti 
could  upset  some  big  applet 
They  undermine  performance 
sures  that  the  ad  industry  haii 
so  hard  to  establish  for  meaia 
Web  activity,  such  as  page  ■ 
and  time  spent  on  a  site.  In  a  a 
where  a  Web  site  can  be  splintered  into  a  hundred  little  ]■ 
widgets  reshape  the  definition  of  a  Web  page  and  an  aucK 
They  also  could  accelerate  a  move  away  from  big  Web  pp 
The  e-commerce  implications  are  potentially  huge.  Ill 
of  simply  building  a  destination  site  where  people  ca 
shop,  sellers  can  use  widgets  to  bring  the  store  to  the  t 
Amazon  and  Wal-Mart  Stores  Inc.  have  toolbar  widge^ 
enable  surfers  to  search  their  Web  stores  while  staying  oq 
social  network  or  other  personal  page.  In  May  the  e-conn 
market  research  firm  Terapeak  built  an  eBay  shopping  ■> 
that  lets  buyers  search  for  items  and  shop  firom  Faceboo* 
eBay  CEO  Meg  Whitman:  "EBay  wdll  always  be  a  destit 
site,  but  we  will  also  do  distributed  commerce." 

Widgets  also  can  turn  any  blog  or  Web  site,  no 
how  small,  into  an  ad  platform.  Tumri,  an  online  adve^ 
startup,  has  developed  widget  storefronts  for  Wal-Mart,w 
shoe  store  Zappos.com,  Macy's,  and  Sears.  Any  little  gui 
a  Web  page  can  sign  up  for  the  Tumri  widget  stores  ani 
which  product  categories  to  add 
or  sell  on  their  site.  A  fashion  b> 
for  example,  may  opt  to  sell  hif  i(  ^ 
handbags  firom  Macy's.  So  longj  bh 
merchant  doesn't  object  to  its !(  nli 
appearing  there,  the  publisher  I   lu 
the  widget  onto  his  site.  Tumnj   tn 
splits  the  revenue  it  receives  fell   fe 
cRck,  50/50,  with  the  Web  site •'   » i 
ating  the  clicks  and  ad  impres^i   fe 
This  is  all  heady  stuff.  Thin;!  iol 
happens  when  social  networks  g  I  iij 
mobile.  Widgets,  with  their  bi    j). 
appeal,  are  ready-made  for  (i   j; 
such  as  the  new  Apple  iPhone^ 
so  often  the  creative  chaos  of  thei 
coalesces,  preparing  the  way  f 
tained  profitability  around  a  ne^ 
ness  model.  The  symbiotic  relati  I   ij[ 
of  widgets  and  the  social  Web  n  I    no 
with  a  big  emphasis  on  might  i    s, 
one  of  those  moments.  II  (n 
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nance  Trading 


luess  Who's 
loming  Up  Short 

vate  equity  deals  and  stifFcompetition 
1:11  tougn  times  for  short-sellers 


TEVE  ROSENBUSH 

■fS  NOT  EASY  TO  SHORT  A  STOCK 
these  days.  While  the  average  hedge 
fund  is  up  8%  so  far  this  year,  port- 
folios that  bet  on  falling  prices  are 
down  5.5%,  according  to  Hedge 
Fund  Research  Inc. 
Whafs     to     blame? 

inly,  the  strong  markets 

I't  helped.  But  the  strat- 
sufFering  more  from  the 

'  number  of  short-sellers 

ag  the  game— a  dynamic 

IS  crowding  certain  stocks 

fushing  up  costs.  The  pri- 

quity  boom,  which  keeps 

r  under  the  price  of  be- 
ared stocks,  only  compli- 

matters.  "We're  hearing 

irder  and  harder  to  make 

y  on  the  short  side,"  says 

;rt  Discolo,  head  of  hedge 

strategies  at  AIG  Global 

tment  Group. 

at's  not  stopping  investors 

trying  their  luck  at  short- 
locks.  Once  the  domain  of 

I  specialists,  the  strategy  is 

routine  for  thousands  of 

idual  traders,  hedge  funds, 

yen  mutual  fiinds.  In  Jime, 

linterest  on  the  NYSE  Eu- 

t  hit  an  aU-time  high  of 

!  or  12.4  billion  shares, 

!e  that  of  2000. 

ich  of  the  recent  grovith 

ming  from  new  products 

tie  so-called  130-30  fund, 

aper  alternative  to  tradi- 

I  hedge  funds  being  de- 
led by  banks,  mutual  fund 

anies,  and  other  asset  managers. 

portfolios  sell  short  30%  of  their  as- 

ising  the  proceeds  to  extend  the  long 

on  to  130%  of  assets.  A  few  years 

there  were  just  a  handful  of  these 

.  Now,  there  are  more  than  100. 


The  increased  competition,  in  turn,  is 
driving  up  costs.  Thaf  s  because  the  more 
popular  a  stock  is  among  short-sellers, 
the  more  expensive  it  is  to  borrow.  In  a 
typical  short  transaction,  hedge  funds  or 
other  investors  put  up  cash  as  collateral 


TICKER  SHOCK  to  borrow  the  stock  they 

Squeezed  by  want  to  short  from  a  bank 

a  steady  advance  or  broker.  In  return,  those 

instockprices  securities  dealers  pay  them 

interest  on  the  cash,  gener- 
ally in  line  with  short-term 
rates,  roughly  5.25%  today.  That  helps 
generate  income  for  the  funds. 

But  if  there  are  too  many  shorts 
swarming  a  company,  investors  must 
pay  to  borrow  the  stock.  Especially  hot 
names  like  Internet  retailer  Overstock. 


com,  with  a  31%  short  interest,  and  chip- 
maker  National  Semiconductor  Corp., 
at  16%,  can  be  particularly  costly.  Hard- 
to-borrow  stocks  can  cost  2%  to  40%  a 
year,  meaning  the  price  has  to  fall  by  at 
least  that  amount  before  the  short-sellers 
can  make  any  money.  "As  more  130-30 
and  hedge  funds  raise  money,  I  think 
demand  for  borrowed  stock  could  easily 
outstrip  supply,  and  the  costs  will  go  up," 
says  Josh  Galper,  managing  principal  of 
researcher  and  consultant  Vodia  Group. 

ROLLER  COASTER 

THE  LEVERAGED  BUYOUT  boom  is  mak- 
ing Hfe  even  more  difficult  for  shorts.  With 
LBO  deals  reaching  a  record  $737  billion 
in  2006,  underperforming  companies  are 
hot  properties.  Those  stocks  often  sell  at  a 
premium,  since  investors  are  banking  on  a 
buyout  boosting  the  price. 

Consider  the  roller-coaster  ride  of  shorts 
in  Jones  Apparel  Group  Inc.,  which  owns 
Jones  New  York,  Nine  West, 
Anne  Klein,  and  other  brands. 
After  the  company  cut  profit 
estimates  in  late  2006,  shorts 
circled  the  stock,  then  trading 
in  the  high  20s;  short  interest 
stood  around  7%.  But  takeover 
rumors  pushed  shares  up  to  35 
by  April,  2007.  If  s  now  around 
29,  after  management  an- 
nounced it  had  received  a  $900 
million  offer  from  a  Japanese 
apparel  company  for  its  Barneys 
New  York  retailing  unit. 

P  Steven  D.  Persky,  founder 

and  CEO  of  Dalton  Invest- 
ments, says  the  "private- 
equity  effect"  has  ruined  sev- 
eral of  his  recent  shorts  like 
Tekni-Plex  Inc.,  which  produc- 
es packaging  for  health-care 
products.  He  shorted  the  com- 
pany's bonds,  figuring  Tekni 
would  stop  making  payments. 
But  private  equity  firm  MST 
Partners  came  to  the  rescue 
and  ponied  up  the  cash  to  tide 
Tekni  over. 

Persky  has  since  closed  a 
$300  million  fund  that  held  most  of 
his  shorts  and  is  shying  away  from  the 
strategy  in  two  other  portfolios.  He's 
not  alone.  One  longtime  short-seller,  the 
$175  million  Keel  Capital  Management, 
has  exited  the  game,  citing  the  lack  of 
opportunities.  Some  have  shifted  their 
strategy,  avoiding  shorting  single  stocks 
and  betting  against  indices  instead.  "The 
game  is  much  more  competitive,"  says 
Persky. "  I  doubt  many  firms  have  made  a 
lot  ofmoney  on  the  short  side."  ■ 
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Investigations  Long-Distance  Schemes 


Talk  Isn't  So  Cheap 
On  a  Phone  Card 

Legal  battles  among  prepaid  providers  are 
bringing  the  shady  side  of  the  business  to  light 


BY  BRIAN  GROW 

FOR  MANY  IMMIGRANTS, 
prepaid  phone  cards  are  the 
main  connection  to  home 
cities  and  villages  across 
Latin  America  and  the 
world.  But  it  practically  goes 
without  saying,  according  to 
users,  that  the  cards  don't  deliver  what 
they  promise. 

"The  number  of  minutes  the  card  tells 
you  that  you  have,  you  get  half  of  that," 
says  Alma  Hernandez,  22,  a  na- 
tive Mexican  who  works  at  a  taco 
stand  in  the  Plaza  Fiesta,  an  At- 
lanta mall  popular  with  Latinos. 
"It's  what  everybody  thinks." 

Now  fresh  allegations  of 
fraudulent  marketing  of  phone 
cards  are  coming  from  an  unlikely 
source:  some  of  the  biggest  companies 
selling  the  cards.  Confirming  suspicions 
long  held  among  users,  these  corpora- 
tions are  accusing  each  other  in  federal 
court  litigation  in  Newark,  N.J.,  of  sys- 
tematically shortchanging  vulnerable 
customers. 

Prepaid  phone  cards  have  proliferated 
in  recent  years  to  become  a  $4  billion 
industry  whose  customers  are  mostly 
poor  immigrants,  older  people,  and  other 
low-income  consumers  unable  to  afford 
conventional  phone  service  or  lacking 


THE 
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the  documentation  needed  to  sign  up. 
Major  retailers  such  as  Wal-Mart  Stores 
Inc.  and  Walgreens  sell  prepaid  cards 
under  their  own  brands,  but  these  are 
generally  thought  to  provide  the  service 
they  advertise  and  aren't  involved  in  the 
cuiTent  controversy. 

The  main  accuser  in  the  industry  court 
fight  is  Newark-based  IDT  Corp.,  the 
largest  player  in  the  business,  widi  total 
sales  last  year  of  $2.2  billion.  In  March 
its  IDT  Telecom  unit  filed  suit  against 
nine  rivals,  alleging  that  they 
market  inexpensive  cards  that 
offer  as  many  as  100  minutes 
apiece  but  deliver  only  about 
60%  of  what  they  promise.  IDT 
Telecom  estimates  that  fraud  by 
its  competitors  costs  consumers 
more  than  $1  million  a  day  and  cuts  into 
IDT's  sales.  "What  makes  this  insidious 
scheme  especially  abhorrent  is  that  it 
preys  on  a  repeated  basis  on  vulnerable 
segments  of  the  immigrant  population, 
including  the  Hispanic  community,"  the 
IDT  complaint  alleges.  "These  guys  be- 
long in  jail,"  the  company's  founder  and 
chairman,  Howard  S.  Jonas,  adds  in  an 
interview. 

Three  companies  have  setded  with 
IDT:  Epana  Networks,  Dollar  Phone,  and 
Locus  Telecommunications  denied  any 
liability  and  made  no  payments,  but  they 


Disappearing 
Mmutes 

Phone  card  companies 
impose  fine-print  "fees," 
which  cause  users  to 
lose  calling  time.  Here 
are  some  common 
ones: 


CONNECTION  FEE  Assessed  when  a  call  begins 


MAINTENANCE  FEE  May  be  imposed  at  the  end  of 
a  call  or  every  week  or  month 


COMMUNICATION  FEE  Another  subtraction  that 
may  apply  when  a  call  concludes 

DISCONNECTION  FEE  Yet  another  penalty  triggered 
by  a  call  ending 


LONG-TALKING  FEE  Assessed  for  calls  lasting  more 
than  20  minutes 


Data:  Bum  '  irlowe,  associate  professor  emeritus  of  housing  and  consumer  economics.  University  of  Georgia 
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agreed  to  cease  any  misleading  m 
ing  they  may  have  employed. 

The  other  six  IDT  competitors  i 
in  the  suit  are  fighting  back.  In  an 
letter  to  the  industry  dated  Mar.  1 
Prepaid  Solutions  Inc.,  based  ini 
Neck,  N.Y.,  said:  "IDT's  lawsuit  isi 
ing  but  an  underhanded  ploy  to 
lost  market  share  by  intimidationr 
points  out  that  in  January,  IDT  sei 
separate  class  action  in  federal  cc 
Newark  brought  on  behalf  of  huii 
of  phone  card  customers  who  m 
IDT  oTthe  same  sort  of  deceptive  m 
ing  that  the  company  is  blaming  J 
rivals.  In  a  settlement  of  the  con' 
class  action,  IDT  denied  wronf 
but  agreed  to  pay  up  to  $20  i 
in  refunds  and  improve  disclosu 
its  own  cards.  CVT  argues  that 
suit  merely  attempts  to  spread  th<^ 
"They  want  everyone  else  to  die,  ar  I 
want  to  dominate  the  industry,"  sa 
Co-Chairman  Richard  R.  Roscitt. 
Jonas  counters  that  he's  acting 
"moral  outrage." 

Caught  in  the  middle  are  th 
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Immigrants 


1  ^,  who  use  the  phone 

c  by  diahng  an  access  _ 

1  I  and  then  entering    depend  On 

ique  ID  number  pro-       -•    -"-  j 

e  on  each  card.  Many    tJiem BIKX 

'.gal  immigrants  who 
k  documentation     re- 


can  do  little 

1  to  sign  up  for  phone    A^ST-fipn  tViPV 
V- from  AT&T,  Verizon,     vvin^ii  Liiv^j 

( ler  major  providers,     gg^  riDPed  Oil 
u  don't  have  a  So-    ^^^^^^^ 

I  ecurity  number],  you 
i'  get  a  phone,"   says 
i  Sierra,  a  middle-aged  store  clerk 
ianta  who  has  used  phone  cards 
<ht  years  since  emigrating  from 
Itibia. 

MMITED"  CALLING 

0  .  OR  NOT,  MANY  new  immigrants 
k  ufficient  credit  history  to  qualify 
(  count  international  service.  AT&T's 
1-  ice  service  costs  as  much  as  $1.32  a 

1  -  tor  calls  to  major  Mexican  cities.  In 
1'  St,  a  $5  card  called  Oye!,  marketed 
I  subsidiary  Entrix  Telecom  Inc.,  has 
-  i  "unlimited"  minutes  to  similar 


Mexican  locations.  IDT  says 
the  card  allows  for  at  lesast 
one  conversation  of  any  du- 
ration. But  some  users  have 
assumed  they  would  receive 
an  open-ended  number  of 
minutes  over  multiple  calls 
and  say  they  were  surprised 
when  the  card  cut  off  after 
one  conversation. 

The  IDT  suit  has  brought 
to  light  suggestions  that 
phone  card  providers  rou- 
tinely manipulate  the  minutes  consum- 
ers can  use.  In  an  internal  e-mail  pre- 
sented by  an  IDT  attorney  during  a 
May  9  hearing,  two  executives  from  Los 
Angeles-based  Total  Call  International 
Inc.  purportedly  discuss  cards  offering 
72  minutes  to  Guatemala  that  in  fact 
provide  only  45.  "Do  you  think  you  can 
make  it  deliver  50  minutes  to  Guatemala 
for  a  week  to  10  days,  and  then  change 
it  back  to  45?"  an  executive  identified 
in  court  documents  only  as  Mr.  Ali  asks 
a  colleague.  An  attorney  for  Total  Call 
didn't  return  calls  seeking  comment. 


CALL  ON  ME  Phone  card  compa- 

Prepaid  cards  nies  also  impose  an  ar- 
have  become  ray  of  "fees"  on  card 
a  $4  billion  yggj-g  ^j^^t  reduce  the 

IJJ^JSJ^  value  of  cards  by  trim- 

ming 10,  20,  or  more 
minutes.  Often  called  connection,  service, 
or  maintenance  fees,  these  provisions 
sometimes  are  disclosed  in  ambiguous 
fine  print  on  the  back  of  cards,  but  other 
times  aren't  disclosed  at  all,  according  to 
a  2005  study  by  Julia  Marlowe,  associ- 
ate professor  emeritus  of  housing  and 
consumer  economics  at  the  University 
of  Georgia.  IDT's  $3  Crazy  Crazy  Crazy 
card,  for  example,  charges  a  connection 
fee  at  the  end  of  the  call  for  every  five 
minutes  of  use.  The  card  also  lists  a  25% 
service  fee,  although  it's  not  clear  from 
the  language  on  the  card  how  the  25% 
applies.  IDT  says  the  fees  are  fair  and 
vary  by  destination.  A  customer  can  avoid 
them  by  using  all  of  a  card's  minutes  for 
one  conversation,  the  company  says. 

Regulation  of  phone  cards  has  been 
light.  Only  11  states,  including  Califor- 
nia, Connecticut,  Florida,  and  Illinois, 
have  laws  on  calling  cards.  Other  states 
rely  on  generic  consumer  protection 
regulations,  but  those  are  rarely  applied 
to  cards.  The  Federal  Communications 
Commission  has  jurisdiction  but  hasn't 
used  it  much.  The  staff  of  the  Federal 
Trade  Commission  is  watching  the  call- 
ing card  industry,  suggesting  stiffer  en- 
forcement could  come  soon.  "We  have 
been  speaking  to  Hispanics  across  the 
country,  and  allegations  about  decep- 
tive practices  in  the  prepaid  calling  card 
industry  keep  coming  up,"  says  Lisa 
Hone,  the  FTC's  assistant  director  of 
marketing  practices. 

Marta  Trias  is  resigned  to  the  fraud. 
The  manager  of  11  kiosks  selling  jewelry 
and  clothing  at  Adanta's  Plaza  Fiesta, 
Trias,  52,  emigrated  from  Uruguay  four 
and  a  half  years  ago.  She  spends  $150  a 
month  on  cards  to  call  her  mother  every 
day  in  Montevideo,  Urugua/s  capital. 
She  currently  uses  IDT's  Crazy  Crazy 
Crazy  card.  On  July  4,  the  voice  prompt 
on  her  brand-new  $3  card  said  she  had 
55  minutes  for  calls.  But  she  expects 
she  won't  get  that  much  because  of  fees 
that  she  admits  she  doesn't  understand. 
"They're  taking  advantage  of  the  situa- 
tion of  immigrants,"  she  says  in  Spanish. 
"If  you  don't  get  your  minutes,  who  are 
you  going  to  complain  to?"  ■ 


BusinessWeek  .com 


ONLINE:  For  a  look  at  how  immigrants  fall  victim  to 
crooked  or  incompetent  lawyers,  or  people  posing  as 
lawyers,  go  to  businessweek.com/extras. 
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Workplace  I  Office  Life 


You  Are  Where  You  Sit 

How  to  decode  the  psychology  of 
the  morning  meeting 


BY  AILI  McCONNON 

HE  CLIENT  WAS  A  SENIOR 
female  executive  at  a  ma- 
jor global  company.  She 
was  hardworking,  bright, 
and  well-liked,  but  she 
had  one  big  fhistration: 
People  often  ignored  her 
ideas  at  meetings. 

After  watching  the  woman  interact 
with  colleagues,  executive  consultant 
Constance  Dierickx  offered  several  sug- 
gestions. One  of  the  most  important:  "I 
told  her  to  stop  sitting  against  the  wall 
and  sit  around  the  table  instead."  Within 
six  months,  co-workers  were  comment- 
ing that  she  had  more  "executive  pres- 
ence and  spoke  wdth  greater  conviction," 
says  Dierickx. 

The  moral  of  the  story:  Where  you  sit 
influences  where  you  stand.  If  you  take 
away  their  Brooks  Brothers  suits,  Manolo 
Blahnik  shoes,  and  BlackBerrys,  manag- 
ers are  little  more  than  naked  apes— so- 
cial mammals  with  primal  methods  of 
expressing  group  power  hierarchies.  Over 
the  past  few  years,  psychologists  and  con- 
sultants have  begun  to  decode  the  secret 
meaning  of  office  behavior  and  to  under- 
stand one  of  the  business  world's  deepest 
mysteries:  Why  do  people  tend  to  sit  in 
the  same  place  at  routine  meetings? 

Blame  it  on  the  boss.  The  person  with 
the  most  power  determines  how  every- 
body else  positions  themselves  around 
the  typical  rectangular  or  oblong  office 
table.  As  a  rule,  leaders  like  to  sit  at  the 
end  of  the  table  facing  the  exit  so  no  one 
can  sneak  up  on  them. 

From  there  on,  things  get  quite  com- 
plicated, according  to  Sharon  Livingston, 
a  clinical  psychologist  and  founder  of  the 
Livingston  Group,  a  marketing  consul- 


BusinessWeek  weekend 


TELEVISION:  For  more  on  drawing  meaning 
from  meetings,  watch  our  TV  show. 
BusinessWeek  Weekend.  To  find  your  local  station, 
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tancy.  Livingston  has  met  with  more  than 
40,000  people  in  her  career  at  dozens  of 
large  companies  and  has  found  that  peo- 
ple fit  into  one  of  seven  personality  types 
based  on  where  they  sit,  which  she  ex- 
plains using  the  nomenclature  borrowed 
from  Snow  White's  seven  dwarves.  Those 
sitting  opposite  the  person  leading  the 
meeting  tend  to  be  Grumpy  or  Doc,  or  a 
combination  of  the  two,  says  Livingston. 
Grumpy  is  openly  argumentative  and 
may  be  hard  to  control.  Doc  is  the  person 
who  faces  off  against  the  leader  to  show 
off  his  or  her  intelligence. 

The  person  who  sits  on  the  leader's 
right  is  Happy— a  yes-man.  In  her  Web- 
based  questionnaire  that  quickly  deter- 
mines one's  dwarf  personality,  59%  of 
the  20,000  people  who  have  taken  the 
test  fall  in  the  Happy  category.  "We've 
been  trained  in  American  society  to  be 
helpful  and  support  the  leader,"  says 
Livingston. 

KEEPING  MUM 

WITH  AN  UNDERSTANDING  of  the 
psychology  of  office  seating,  man 
agers  can  move  people  around  to 
improve  their  chances  of  influ- 
encing them.  Managers  should, 
for  instance,  place  potential 
foes  on  their  right.  Suspected 
brov^mnosers  may  offer  more 
frank  opinions  if  they  are  on 
the  opposite  sides  of  a  table. 

On  the  other  hand,  there's 
something  to  be  said  for  ignoring 
the  issue  entirely.  Some  experts, 
such  as  leadership  consultant 
Patrick  Lencioni,  believe  that 
if  too  many  people  are  wor- 
ried about  where  they're  sitting  it 
signals  a  dysfunctional  group.  "If 
there's  a  strong  insecurity,  people 
are  more  aware  of  all  the  trappings 
like.  What  am  I  wearing?  Where 
do  I  sit?  When  a  team  is  functional 
and  has  a  high  amount  of  trust,  you 
worry  less  about  those  details."  ■ 


Leaders  usually 
position  themselv 
at  the  head  of  a  tc 
with  their  backs  t( 
wall  or  corner.  Thi 
like  to  face  the  doij 
so  they  can  see 
newcomers  a  few* 
seconds  ahead  o\i 
everyone  else. 


LEFT-HAND  MANAGER 

A  complex  position.  This 
person's  proximity  to  power 
signals  support  but  he  or 
she  is  likely  to  be  a  "yes,  but" 
character.  This  player  agrees 
in  broad  principle,  then  slips 
in  an  opposing  view. 


RIGHT-HAND  MANAGER 


THE  MIDDLEMAN 


THE  OUTSIDER 


The  person  who  sits 
to  the  right  of  the  boss 
tends  to  say  yes  to  nearly 
everything  the  leader 
suggests.  This  manager 
tends  to  be  focused  on  the 
boss  instead  of  materials 
and  others  in  the  room. 


People  who  sit  in  the 
middle  of  long  tables  can 
easily  maintain  eye  contact 
with  most  of  the  others  at 
the  table.  They  are  often 
extroverts  and  may  mediate 
between  those  at  either  side. 


THESIDELINER 


The  person  who  sits 
at  the  comer  of  the 
table  is  often  trying 
to  hide  in  the  crowd. 
He  frequently  leans 
back  in  his  chair. 
He  waits  to  hear 
others'  views  before 
expressing  his  own. 


This  person  sits  away  from  the 
group  sitting  at  the  table.  This 
can  signal  that  she  maintains 
a  "bigger-picture"  perspective. 
Or  perhaps  she  was  just  too 
late  to  get  a  seat. 


THE  OPPONENT 


Someone  who  sits 
directly  opposite 
the  leader  is  typically 
argumentative,  often 
sitting  with  arms 
crossed.  This  type 
frequently  asks 
rhetorical  questions 
or  finds  other  ways 
to  announce  his  or 
her  expertise. 
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Managing 

The 

Business 
Brain  in 
Close-Up 

Can  neuroscience 
offer  insights  into  the 
'soft'  art  ofleadership? 


BY  JENA  McGregor 

IRST  THERE  WAS  "NEURO- 
economics,"  a  burgeoning 
field  that  uses  brain  scans 
to  explore  economic  deci- 
sions, such  as  why  we  won't 
dump  a  dog  stock.  Then 
came  "neuromarketing," 
the  sometimes  controversial  technique 
of  using  flmctional  magnetic-resonance 
imaging  (fMRl)  to  study  how  our  brains 
respond  to  pricey  Super  Bowl  ads  or,  say, 
brand  images  of  Coke  or  Pepsi. 

And  now,  thanks  to  an  aspiring  coach- 
ing guru,  we  have  "neuroleadership."  The 
catchy  term  was  coined  last  year  by  David 
Rock,  a  leadership  consultant  who  has 
been  importing  notions  from  neurosci- 
ence to  help  explain  managerial  behavior. 
Rock  is  just  one  of  a  small  but  growing 
group  of  people  connecting  the  two  fields. 
Business  school  professors  at  Arizona 
State  University  and  Emory  University 
are  working  with  neuroscientists  to  use 
electroencephalograph  (EEG)  machines 
and  flVlRIs  to  study  the  brain  waves  or 
images  of  executives  rather  than  those  of 
traditional  undergraduates.  And  in  May, 
Rock  helped  organize  a  NeuroLeadership 
Summit  in  Asolo,  Italy,  where  scientists 
mingled  with  executives  fi-om  companies 
such  as  fashion  house  Hugo  Boss  and 
agribusiness  giant  Cargill.  Participants 
ponied  up  $3,500  to  attend  the  summit, 
which  was  held  at  CIMBA,  an  MBA  pro- 
gram that  has  made  the  neuroscience  of 
leadership  core  to  its  curriculum. 
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While  neuroleadership  may  have  a 
creepy  Brave  New  World  ring  to  it,  don't 
worry.  Your  boss  isn't  going  to  scan  your 
brain  and  compare  it  to  Jack  Welch's  gray 
matter  anytime  soon.  The  explosion  of 
fMRI  research  over  the  last  decade  has 
led  to  compelling  findings  on  how  our 
brains  make  decisions  or  weigh  ethics, 
but  the  research  has  oflien  been  over- 
hyped.  And  like  most  newfangled  trends 
that  capture  the  minds  and  checkbooks 
of  executives,  neuroleadership  may  hold 
promise  for  managers,  but  it  also  may 
mean  profits  for  some  people  plugging  it. 
"It's  full  of  possibilities,"  says  University 
of  Southern  California  leadership  sage 
Warren  Bennis,  who  has  long  been  inter- 
ested in  neuroscience's  lessons  for  lead- 
ers. "What  worries  me  is  people  being 
taken  in  by  the  language  of  it  and  ending 
up  with  stuff  we've  known  all  along." 

Still,  the  people  linking  the  two  fields 
believe  the  "hard"  science  of  the  brain  will 
someday  offer  fresh  insights  for  the  "soft" 
art  of  leadership.  At  Emory,  researchers 
asked  16  executives  to  respond  to  Power- 
Point slides  about  moral  quandaries,  such 
as  acting  on  privileged  information,  while 
inside  an  MRI  machine.  They  found  that 


managers  weighing  ethical  dilemn  'i 
the  part  of  their  brain  associated  wit  j 
memories,  which  could  mean  mora  ii'  i 
ing  is  formed  early  in  Ufe.  This  couJ »"'; 
cate  that  sending  leaders  with  an  a  /■ 
for  Enron-style  accoimting  througl ;  i 
seminars  will  do  littie  good,  says  Ri 
GUkey,  a  management  and  psychiat  ^ 
fessor  who  was  part  of  the  study. 

And  in  what  they  have  dubbec  ! 
Leadership  Neuroscience  Project,"  t 
A.  Balthazard  and  David  A.  Wa  i 
both  at  ASU's  School  of  Global  M  ^ 
ment  &  Leadership,  have  used  E  ■ 
monitor  the  brains  of  44  business  '^■ 
while  they  discussed  scenarios  s 
layoffs.  Working  with  neuroscientis^ 
hope  to  eventually  find  patterns  in  e ' 
leaders'  EEGs  and  use  the  readings  iUI 
plement  training.  They  also  plan  i 
students  in  two  new  master's  progr 
through  EEGs  this  fall. 

Rock  and  collaborator  Jeflfr 
Schwartz,  a  research  psychiatrist 
University  of  California  at  Los  A 
have  been  taking  a  different  tack,  a] 
broader  themes  from  neuroscience 
ership  rather  than  trying  to  map  inc  H 
managers'  brains.  One  of  their  mai  if' 
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asizes  that  mindfial,  focused  attention 
V  management  practices,  rather  than 
!  i  habits,  can  rewire  the  brain.  Such 
i  pts  have  akeady  attracted  fans:  Mc- 
f&Co.  uses  Schwartz's  lingo  in  cUent 
hops.  "I  think  they're  very  leading 
'  says  Michael  Rennie,  a  leader  of  the 
Organization  Practice.  An  article  by 
ir  in  Booz  Allen  Hamilton's  Strategy 
■iness  journal  was  the  publication's 
lowTiloaded  article  last  year, 
eral  companies  have  caught  the 
leadership  bug,  too,  peppering 
ig  for  managers  with  talk  of  their 
ialas  and  prefrontal  cortexes.  Af- 
tending  the  summit  in  Italy,  Jim 
in,  CargUl's  manager  for  learning 
i  and  development,  says  he  is  plan- 
ning to  use  the  duo's 
ideas  in  some  of  the 
$75  billion  private 
company's  training 
J  •  programs.  And   at 

J.lIlJiS  American  Interna- 
tional Group's  Re- 
tirement Services 
Div.,  Jim  Smalley, 
director  of  train- 
ing and  leader- 
ship development, 
has  been  working 
fj  1  ^--  Q.95  with  Rock  to  school 
'*-'-^-^-'-0  managers.  One 
insight:  Focus  on 
just  three  goals  to 
c  all  the  background  noise  in  the 
"  says  Smalley.  The  brain,  they're 
ided,  can  hold  only  a  few  ideas  at  a 
n  its  working  memory. 
mch  concepts  strike  you  as  famU- 
inagement  axioms,  you  aren't  alone. 
Bennis  found  Rock  and  Schwartz's 
to  be  "filled  with  banalities"  about 
ship.  And  some  summit  attendees 
led  by  neuroscience's  promise  for 
»ss  were  turned  off  by  what  they  saw 
Ik's  attempts  to  carve  out  his  own 
;  based  consulting  niche.  Rock  says 
ess  leaders  are  drawn  to  scientific  ex- 
ions;  Schwartz  says  he  hopes  man- 
will  be  receptive  to  his  attempts  "to 
a  new  language  for  self-awareness." 
he,  including  a  handful  of  manag- 
AIG,  Cargill,  and  elsewhere  already 
xecutives  have  long  turned  to  other 
to  give  them  a  new  vocabulary  to 
about  change.  "When  you  start 
a;  about  things  like  behavior  change 
isychology,"  says  McKinse/s  Ren- 
.executives']  eyes  glaze  over.  What 
them  change  their  behavior  is  a 
dve  frame."  And  whenever  they're 
Rock  will  surely  be  happy  to  sell 
me.  ■ 
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Would  you  stop  to  give 
someone  directions? 

If  you  were  walking  that  way, 

would  you  guide  them? 

What  if  it  was 

out  of  your  way? 

Two  miles. 

Two  thousand  miles. 

Would  you  travel  that  far 

to  teach  someone? 

To  learn  something  yourself? 

Peace  Corps. 
Life  is  calling. 
How  far  will  you  go? 


800.424.8580  |  peacecorps.gov 
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Bourbon  Trail 

Between  Louisville  and  Lexington  lies  a  trip  to 
America's  whiskey-making  past,  bt  PAViuKiLtV 
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rHE  PERFUME  OF  A  FERMENTING  mash  of  com,  wheat, 
rye,  and  barley  fills  my  nose  as  I  step  into  the  stone 
distilling  bam  of  Woodford  Reserve  in  Versailles, 
Ky.  I  taste  the  mash  and  smell  the  whiskey  at  each 
of  its  three  stages  before  it  is  barrel-aged.  A  guide 
takes  my  small  group  through  the  barrel  warehouse, 
explaining  the  nuances  and  history  of  Woodford's 
bon.  I  cap  off  the  firee  tour  with  a  picnic  lunch  of  pulled  pork 
sweet  tea  before  hitting  the  next  stop  in  Bourbon  Country. 


en  it  comes  to  whiskey  and  tourism, 
Dcople  think  of  Scotland.  But  not 

overlooked  is  the  60-mile  cor- 
jetween  Louisville  and  Lexing- 
here  you'll  have  the  chance  to 
in  America's  whiskey-making 
nd  present— and  mix  the  ex- 
,ce  with  visits  to  storied  race- 
thoroughbred  farms,  and 
I  PGA  golf  course  designed  by 
ficklaus. 

aging  of  com  whiskey  in  charred 
arrels  dates  back  to  at  least  the 
.  But  only  recently  have  the  distill- 
promoted  their  unique  geography 
le  American  Whiskey  Trail."  There 
i^en  distilleries  on  the  trail,  with  five 
ntucky:  Jim  Beam,  Buffalo  Trace, 

s  Mark,  Wild  TYirkey,  and  Wood- 
iWo  more,  Jack  Daniels  and  George 
,  are  in  Tennessee,  80  mUes  south 
hville. 

ne  of  the  distilleries  are  drawing 
•ds  of  70,000  visitors  a  year,  more 
twice  the  level  of  five  years  ago, 

popularity  of  pricey  small-batch 
ey  has  fed  bourbon's  mystique 
?  drinkers  in  the  U.S.  and  abroad. 
St  people  will  ffy  into  Louisville.  You 
rant  to  stay  a  night  at  the  historic 
ich  Hotel,  taking  in  its  Old  Louis- 
tmosphere  of  tobacco  farming  and 
breeding.  Or  you  might  opt  for  the 
,  hipper  Hotel  21c.  Consider  spend- 
light  in  Lexington  at  the  Gratz  Park 

Griffin  Gate  Marriott  Resort  to  be 
to  the  Kentucky  Horse  Park, 
of  the  distilleries  on  the  trail  are 
ming,  but  some  are  more  worth- 
than  others.  Jim  Beam  (27  miles 
of  Louisville,  in  Clermont)  or  Wild 
(53  miles  to  the  east,  in  Law- 
)urg)  make  great  whiskey,  but  the 
;s  are  a  bit  industrial. 

an  immersion  in  bourbon  mak- 
'd  recommend  spending  at  least 
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'  MAKERS  MARK 


WILD  TURKE'^. 
V^OODFORi)  RESERVE 


an  hour  each  visiting  Woodford  Reserve 
and  Maker's  Mark,  which  is  on  a  se- 
cluded 600-acre  facility  in  Loretto,  Ky., 
60  miles  south  of  Louisville.  Besides  the 
distillery  and  warehouses,  the  grounds 
contain  an  arboretum  wdth  over  275  na- 
tive trees,  perfect  for  a  picnic.  In  Maker's 
Still  House,  you  get  a  "hands-in"  tour  as 
a  guide  invites  you  to  dip  a  finger  in  the 
7,500-gallon  vats  and  taste  the  yeasty 
mash  steeped  in  the  Kentucky  limestone- 
filtered  water  necessary  to  legally  call  the 
end  result  bourbon.  Some  unsuspecting 
good-sport  visitors  are  picked  out  to  put 
their  noses  close  to  the  mash  only  to  get  a 
snootful  of  carbon  dioxide,  like  ginger  ale 
going  up  your  nose.  It's  all  good  fun. 


On  a  distillery  visit,  you  learn  more 
about  what  makes  small-batch  bourbons 
such  as  Maker's  Mark,  Wild  Turkey's 
Russell's  Reserve,  and  Jim  Beam's  BasU 
Hayden  different  from  the  lower-priced 
popular  brands.  If  s  in  the  age  of  the  whis- 
key, the  source  of  the  oak  in  the  barrels, 
the  time  of  year  fermentation  takes  place, 
and  even  where  the  barrels  are  stored. 

As  for  sampling  the  goods,  well,  they 
don't  pour  as  they  do  at  a  winery.  Jim  Beam 
and  Woodford  limit  visitors  21  and  over  to 
two  half-ounce  tastings.  Wild  Turkey  and 
Maker's  Mark  don't  offer  samples  at  all. 
If  an  hour's  tour  is  not  enough,  the  dis- 
tilleries oflfer  other  programs.  Woodford 
runs  five  "Bourbon  Academies"— all- 
day  education  and  tasting  sessions— per 
year,  plus  grilling  and  cooking  demon- 
strations featuring  master  distiller  Chris 
Morris,  experienced  bartenders,  and 
chefs.  The  cost  is  $125. 

Woodford  allows  individuals,  by 
appointment,  to  sample  from  10  bar- 
rels. Then,  for  $10,000,  buyers  select  a 
two-barrel  custom  batch  from  which  they 
get  180  botties  personally  labeled. 

Of  course,  you  can  only  sip  so  much 
bourbon.  The  Whiskey  Trail  is  also  home 
to  the  Valhalla  Golf  Club,  where  PGA  club 
members  may  play  the  Nicklaus-designed 
course  if  their  golf  pro  makes  arrange- 
ments in  advance.  Churchill  Dovms  in 
Louisville  and  Keeneland  in  Lexington 
are  idyllic  racecourses,  but  check  racing 
schedules  before  you  visit. 

Since  Kentucky  farms  stopped  grow- 
ing tobacco  as  part  of  the  Master  Tobac- 
co Agreement,  some  have  planted  wine 
grapes.  But  make  no  mistake:  The  aroma 
of  corn  whiskey  says  unmistakably  that 
you're  in  Bourbon  Country.  ■ 


iFor  more  on  visiting  the  Bourbon  Country, 
sinessweekcom/extras 


iNTHEMAKIKG 

The  stills  (opposite 
.    and  fermeptefs  at 
','■- Woodford  Reserve 
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ExecutiveLife  Autos 


One  Long,  Lean  Lexus 


a  smooth  eight-speed  transmission,  380  horses, 
and  loads  of  legroom,  this  redesigned  Lexus  sedan  is  a 
thoroughbred  with  a  sense  of  style,  by  david  welch 


WHEN  IT  COMES  TO  PRESTIGE,  LEXUS  has  lived  in  the  shadow  of  Mercedes-Benz 
since  its  inception.  The  Japanese  carmaker  still  lacks  the  German's  cachet,  but  its 
latest  high-end  model  goes  tit  for  tat  in  most  every  other  way.  The  second  "L"  in 
this  luxury  sedan's  name  stands  for  long-wheel  base.  The  posh  sedan  has  been 
stretched  five  inches  to  match  the  size  of  the  competing  Mercedes  S550  and  give 
passengers  a  lot  of  legroom.  Its  380-horsepower  engine  is  nearly  as  powerful  as 
that  of  the  S550,  but  the  car  costs  about  $10,000  less. 


IN  PURSUIT  OF  MKRCED 

Lexus  LS  4601 

PRICE:  $71,000-$93,000 
POWER:  380  horses 


FEWER  BUTTONS  German  rivals  have  loaded 
their  cars  w\h  a  complex  video-screen  interface 
for  controlling  nearly  everything  but  the  steering 
vi/heei.  Lexus  has  simple  buttons  and  knobs  v\^ith 
a  few?  touch-screen  controls  for  things  like  the  air 
conditioner  and  audio.  You  don't  need  to  stare  at 
the  in-dash  screen  to  change  radio  stations  or 
heat  and  cool  the  cabin. 

OH-SO~smOTH  The  380  hp  engine  is  mated  to 
a  silky-smooth  eight-speed  transmission  that 
boosts  fuel  economy  to  a  combined  21  mpg. 
Most  cars  have  five  speeds;  the  S550  has  seven. 

PARK  IT  YOURSELF  A  guidance  system  can  steer 
the  car  into  a  space  for  you,  but  it's  slow  and 
more  trouble  than  it's  w/orth. 

THE  LEXUS  LIMO  The  L  version  of  the  car  has  an 

executive  seating  package,  an  option  that  helps 
push  the  price  tow/ard  $93,000.  It  offers  plenty  of 
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legroom  for  people  taller  than  six  feet  and  a 
reclining  seat  that  comes  with  heating  and  cooling 
systems  and  massagers. 

NOTAILGATING  The  cruise-control  system  uses 
radar  to  find  cars  up  ahead.  Close  in  too  fast  and 


the  car  will  tense  up  the  front-row  seat  bq 
the  car's  computer  thinks  a  collision  is 
unavoidable,  it  will  increase  braking  pres  | 
soon  as  the  driver  taps  the  pedal. 

KEYLESS  STARTS  You  push  a  button  to  st  I 
the  car  won't  turn  on  unless  the  fob  is  clos  j 
a  pocket  or  purse.  With  valet  parking,  ren^fj 
to  hand  over  the  fob  as  you  would  a  key. ' 


BARE  FACT: 

Continental 
breakfast  will  not 
be  served  here."^ 


on  the  top.  Peanut  buttery  layer  on  the 
bottom.  13  grams  of  protein  for  energy. 
And  in  a  variety  of  delicious  flavors. 


New  from  Balance.  Bare 


NUTRITION  ENERGY  BAR/  13g  Protein 


BALANCE  3AR[ 

TswraKsalty  peanut  butter  uimi. 
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ExecutiveLife  Parker  on  Wine 


BY  ROBERT  PARKER 


Winners  from  the 
Women  of  Bordeaux 


PERHAPS  BECAUSE  OF  HER  NAME  or  because  she  heads  a  famous 
"first-growth"  chateau.  Baroness  Phihppine  de  Rothschild  is  the  best- 
known  woman  competing  in  Bordeaux's  male-dominated  wine  trade. 
But  she  is  hardly  alone.  A  growing  number  of  female  proprietors  in  the 
area  lead  estates  that  are  turning  out  terrific  wines.  Here  are  some  of 
their  wines  from  2004,  the  vintage  that  is  hitting  store  shelves  now. 


Grand  Mayne 

89  points.  A  sleeper  of  the  vintage 
from  Marie-Frangoise  Nony's  St.-Emilion 
estate,  the  fleshy,  dark  ruby/purple-tinged 
2004  shows  plenty  of  creme  de  cassis, 
mulberry,  and  cherry  fruit.  Medium-  to 
full-bodied,  opulent,  and  straightforward, 
it  should  drink  nicely  for  10  to  12  years  or 
more.  $37 

Calon-S^gur 

89  points.  This  St.-Estephe  estate,  run  by 
Denise  Capbern  Gasqueton,  offers  a  wine  with 
dark  ruby/plum  color,  notes  of  roasted  herbs, 
sweet  cherries,  currants,  and  loamy  earth. 
It's  medium  in  weight,  with  light  to  moderate 
tannin  and  an  elegant  style.  $37-$45 

Troplong  Mondot 
89  points.  Under  the  leadership  of 
Christine  Valette,  this  chateau  has  turned 
out  some  of  St.-Emilion's  most  compelling 
wines.  The  2004  displays  sweet  cherry, 
white  chocolate,  and  black  currant 
characteristics  in  a  medium-bodied 
wine.  $43-$63 

Clos  St.-Martin 
90+  points.  Sophie  Fourcade  is  a 
cutting-edge  sort  who  also  runs  two  other 
St.-Emilion  estates,  Grandes  Murailles  and 
Cote  de  Baleau.  In  this  Clos  St.-Martin,  sweet 
plum  and  cherry  characteristics  emerge. 
Medium  in  body,  it  has  an  elegant  personality 
and  terrific  purity  as  well  as  length. 
Anticipated  maturity:  2010-2020.  $44 


Pichon  Longueville  Comtesse  de 
Lalande 

92  points.  May-Eliane  de  Lencquesaing 
recently  sold  this  Paulliac  estate,  but  she  was 
responsible  for  the  2004.  It  exhibits  a  deep 
ruby/purple  color  as  well  as  scents  of  cocoa, 
espresso  roast,  black  cherries,  and  cassis. 
Medium-  to  full-bodied,  opulent,  and  fleshy, 
this  wine  can  be  enjoyed  now  or  cellared 
for  two  decades.  $64-$70 

Clos  I'Eglise 

91  points.  This  wine  offers  sweet  mocha- 
infused  black  raspberry  and  cherry-like  fruit 
in  its  intense  aromatics.  In  the  mouth,  it  is 
pure  silk.  Helen  Garcin's  Clos  I'Eglise  is  a 


delicious,  complex  P( 
that  should  drink  bee 
for  12  to  14  years.  $7! 

Mouton  Rothschii 
91-93  points.  The  baj 

vivacious,  dense,  rubt 
purple-hued2004ofi 
hints  of  new  saddle  III 
truffles,  and  cassis, 
rich,  pure  claret  reqL' 
patience  since  it  will 
a  decade  of  cellaring 
shed  its  lofty  tannins; 
Anticipated  maturity, 
2015  to  2045.  $145- 


ChSteau  Margaui 

93  points.  Corinne 
Mentzelopoulos' 
supple-textured  20C 
Margaux  exhibits  as 
blue/purple  color  to 
as  well  as  sweet  aro 
flowers,  blueberries 
de  cassis,  and  licori 
^^_  has  fabulous  fruit  in 

and  silky-sweet  tanr 
the  long  finish.  This  medium-bodied  f 
growth  can  be  enjoyed  now  or  cellaret 
decades  or  more.  $189-$250B 

Robert  Parker  is  the  world's  most  influ< 
wine  critic.  Visit  eRobertParker.com  to 
of  thousands  of  tasting  notes,  buy  liis  t 
subscribe  to  his  newsletter,  The  Wine  A 


VALETTE 

Producing 

some  of 

St.-Emilion's 

most 

convening 

wines 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
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SEE  NeU  DIMENSIONS. 


The  McGraw-Hill  Companies 


Introducing  the  Company  Insight  Center 

You're  just  one  click  away  from  an  unparalleled 
business  and  financial  resource. 

Get  a  panoramic  view  of  global  companies,  their  leaders, 
and  the  links  between  them. 

What's  more,  it's  powered  by  BusinessWeek  and  Capital  IQ  —  and  it's  free. 
Expand  your  horizons  today  at  businessweek.com 
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PersonalFinance  I  Stocks 

The  Bulls 
Are...Um, 
Trotting 

Most  of  our  forecasters  see  stocks  heading  higher, 
but  don't  look  for  double-digit  gains,  bybenlevisohn 


OUR  FEARLESS  FORECASTERS  sure  were  a  gloomy 
bunch  in  December  when  we  polled  them  about 
the  stock  market's  prospects  for  2007.  Citing  the 
housing  slump,  rising  oil  prices,  and  geopolitical 
instability,  only  17  of  the  80  strategists  thought 
the  Dow  Jones  industrial  average  would  be  above 
13,000  at  this  point.  But  the  blue-chip  average 
surprised  nearly  everyone  by  closing  up  over  7%,  at  13,408,  on  June 
29.  5  Unlike  last  year,  when  20  strategists  came  within  100  points  of 
nailing  the  midyear  figure,  only  three  came  that  close  this  time,  with 
a  fourth  off  by  102  points.  A.G.  Edwards  &  Sons'  Stuart  Freeman, 
our  winner  for  all  of  2006,  came  closest  at  midyear,  with  a  13,450 
call.  5  What  about  the  second  half?  We  asked  six  of  our  best  fore- 
casters for  the  midyear,  and  tossed  in  another  past  winner  for  good 
measure.  Five  are  bullish  but  fairly  restrained  about  it.  None  sees 
gains  above  7%.  Here  they  are,  beginning  with  the  most  optimistic: 


n 
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Bernie  Schaeffer 

CHAIRMAN,  SCHAEFFER'S 
INVESTMENT  RESEARCH 
Schaeffer  sees  signs  of  negativn 
ment  everywhere.  Bets  against  tl 
ket,  in  the  form  of  short  sales  an 
interest  in  put  options,  are  at  reci 
els.  Analysts  have  more  stocks  atr 
than  at  "buy"  for  the  first  time  i 
cade.  Some  75%  of  mutual  fund  fl 
heading  overseas.  Volatility,  a  men 
investor  fear,  has  increased  sharp 
In  his  view,  if  s  time  to  buy.  Tlr 
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counterintuitive,  but  in  a  bull  mar- 
tiaeffer  worries  when  investors  get 
ifident,  not  when  they're  too  cau- 
^^ith  the  Dow  up  7%  tiiis  year,  he 
j^ou  would  expect  sentiment  to  be 
but  if  s  not." 

1  moderate  economic  grovilJi  and 
ate  earnings  gains  in  the  mid- 
1  single  digits,  Schaeffer  sees  the 
[itting  14,400  before  the  end  of 
|ir.  "There  are  worries,"  he  says 
alantly,   "but  there   are   always 


Robert  Stovall 

MANAGING  DIRECTOR, 
WOOD  ASSET  MANAGEMENT 
When  you've  worked  on  Wall  Street  as 
long  as  Stovall  has— his  first  job  was  67 
years  ago,  as  a  messenger— you  know 
better  than  to  bet  against  a  resilient 
market.  "There  are  a  lot  of  negatives,"  he 
says,  "but  the  market  keeps  rolling  on." 

Why?  Wall  Streef  s  primary  motivators 
are  fear  and  greed,  and  greed  has  the  up- 
per hand.  Stovall  says  people  are  putting 
their  cash  to  work  because  they  don't 


want  to  miss  out  on  higher 
prices.  That  cash  should  help 
keep  the  market's  momentum 
intact,  along  with  stable  inter- 
est rates  and  low  inflation.  In 
December,  Stovall  predicted  the 
market  would  fall  slighdy  dur- 
ing the  second  half  of  2007,  but 
now  he  thinks  a  Dow  of  14,400, 
another  7%  gain,  isn't  out  of  the 
question. 

Charlie  Crane 

FOUNDER,  SCOTSMAN 
CAPITAL  MANAGEMENT 
The  global  economy  just  keeps 
humming.  China's  on  fire, 
growing  10%  a  year,  with  India 
not  far  behind.  Smaller  coun- 
tries, such  as  Estonia,  Vietnam, 
and  Cambodia,  are  flourishing. 
Even  Germany,  viath  2.8%  pro- 
jected growth  in  2007,  is  wak- 
ing up  after  years  of  stagnation. 
How  does  a  money  manager 
that  invests  only  in  U.S.  markets 
take  advantage  of  that?  Large- 
cap  U.S.  stocks,  says  Crane,  be- 
cause American  corporations 
are  benefiting  from  increasing 
globalization. 

This  is  especially  true  for 
the  industrial  cyclicals.  Crane's 
top  sector  pick,  a  group  that 
includes  General  Electric,  Hone5rwell, 
and  DuPont.  All  have  extensive  overseas 
operations  and  sell  into  global  markets. 

Overall,  U.S.  companies  should  see 
earnings  growth  in  the  6%-to-8%  range, 
says  Crane.  Companies  that  are  in  the 
Standard  &  Poor's  500-stock  index 
should  have  somewhat  better  profit  re- 
ports because  of  their  greater  overseas 
exposure.  Crane  feels  "reasonably  opti- 
mistic" that  the  Dow  industrials  will  hit 
14,000  by  yearend. 
An  avid  sea  kayaker,  Crane  says:  "The 


We  don't  know  when  childhood  officially  ends. 
But  it  starts  again  at  retirement. 


Call  your  broker,  or  visit  hartfordinvestor.com. 
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water  can  get  plenty  bumpy,  so  I  don't 
go  out  when  it's  dangerous."  Thaf  s  his 
investing  philosophy,  too. 

Richard  Sichel 

CHIEF  INVESTMENT  OFFICER, 
PHILADELPHIA  TRUST 
Sichel  originally  predicted  that  the  Dow 
would  fall  to  13,078  by  yearend,  but 
the  unexpectedly  strong  U.S.  job  market 
changed  his  mind.  Unemployment  now 
sits  around  4.5%,  and  for  an  economy 
that  relies  on  consumer  spending  for 
more  than  70%  of  gross  domestic  prod- 
uct, that's  very  good,  says  Sichel.  He 
predicts  that  the  U.S.  economy  should  be 
able  to  grow  at  3%  for  the  year,  and  cor- 
porate earnings  should  continue  to  beat 
analyst  estimates.  Most  importantly,  it 
means  the  Federal  Reserve  can  sit  tight. 
Sichel  likes  the  technology  sector,  es- 
pecially under-the-radar  companies  like 
Harris,  which  makes  communications 
equipment  for  commercial  and  military 
customers.  All  told,  he  sees  the  Dow  fin- 
ishing the  year  at  13,800. 

Stuart  Freeman 

CHIEF  EQUITY  STRATEGIST, 
A.G.  EDWARDS  &  SONS 
Even  in  the  fourth  year  of  a  bull  market, 
Freeman  sees  bargains  everywhere.  How 
so?  If  s  all  about  price-to-eamings  ratios. 
Back  in  early  2000,  p-e's  were  around 
30;  now  they  sit  at  around  16  based  on 
the  next  12  months'  expected  earnings. 
Corporate  profits  have  been  growing  in 
the  double  digits  for  the  last  four  years, 


but  stock  prices  have  lagged.  Freeman 
argues  that  the  current  environment, 
with  slow  economic  growth  and  low 
inflation,  is  historically  a  good  time  for 
stocks  to  make  up  some  of  that  ground. 
He  doesn't  see  a  return  to  the  heady  lev- 
els of  the  Internet  bubble,  but  p-e's  have 
room  to  rise  to  20. 

Freeman  especially  likes 
consumer  staples  such  as 
drug,  food,  and  beverage 
companies,  a  sector  with 
valuations  at  10-year  lows.  . 

His    favorite    is    drugstore    global  plaVS 
giant  Walgreen,  which  he    CJ  ir       J 

thinks  will  benefit  from  its    theSC  DFOS 
plans  to  build  new  stores  -i      ■'-    • 

and  upgrade  older  ones.  ^FC  DUVm^ 

Freeman's  yearend  target    ^^^^^^^ 
for  the  Dow  is  13,700.  A  col- 
lector of  antique  watches, 
he  may  be  on  track  if  the  market  keeps  on 
ticking  like  his  timepieces. 


From  tech 
to  consumer 
staples  to 


sets  to  cash  because  short-term  ir 
rates  are  well  over  5%.  He  also  " 
international  stocks.  He  now  ha: 
of  his  assets  in  global  markets 
quite  active  in  China  and  also  wi 
to  bring  Vietnamese  companies 
on  U.S.  exchanges.  "It's  a  new  de 
ing  market  that's  bee 
Westernized,"  he  say 


Bill  Greiner 

CHIEF  INVESTMENn 
OFFICER,  UMBASS> 
MANAGEMENT 

Greiner,  our  yearen( 
ner  in  2005,  was  thi 
bullish  of  the  seer? 
in   December.   His 


ll 


Mark  Elenowitz 

CHIEF  EXECUTIVE, 
TRIPOINT  GLOBAL  EQUITIES 
Our  more  bullish  prognosticators  foresee 
a  relatively  strong  U.S.  economy,  but  not 
Elenowitz  of  Tripoint  Global  Equities,  a 
boutique  investment  bank.  He  predicts 
higher  inflation  and  decreased  consumer 
spending,  which  will  result  in  lower 
growth  for  gross  domestic  product.  Ele- 
nowitz thinks  the  Dow  will  fall  by  almost 
2%,  to  13,176. 

Where    should    investors    put   their 
money?  Elenowitz  has  moved  some  as- 


call  matched  the  top 
the  close,  of  the  Dov 
he  sees  a  volatile 
ahead,  which  could  mean  a  10% 
tion  to  the  mid-12,000s  before  a  re 
to  13,100  at  yearend. 

Why  so  wary?  Greiner  says  thei 
runup  was  fueled  by  private  equit;'; 
and  their  access  to  easy  credit.  J 
notes,  lenders  have  begun  to  reasss 
practices  of  these  funds  and  may 
willing  to  finance  them  if  a  highni 
deal  goes  bad.  That's  a  conce^ 
cause  with  interest  rates  flat  and  ei 
growing  slowly,  the  market  needs  • 
vate  equity  crowd  to  keep  climbiri 

Greiner  has  cut  back  slightiy 
equities,  from  65%  to  60%,  and  I 
the  money  into  cash,  the  better  to 
er  a  stormy  second  half.  ■ 
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Fearless  Forecasting  at  Midyear 

YEAREND  FORECAST 

ASSET  ALLOCATION* 

FORECASTER/COMPANY 

DOW 
INDUSTRIALS 

S&P 
500 

NASDAQ 
COMPOSITE 

RUSSELL 
2000 

U.S. 
STOCKS 

GLOBAL 
STOCKS 

BONDS 

CASH 

SECTOR 

COMPANY 

BERNIE  SCHAEFFER 

Schaeffer's  Investment  Research 

14.400 

1580 

2600 

975 

60% 

0% 

10% 

20% 

Consumer  durables 

MasterCan 

ROBERT STOVALL 

Wood  Asset  Management 

14.400 

1514 

2627 

NA 

40 

25 

15 

8 

Technology 

Pitney  Bovi 

CHARLIE  CRANE 

Scotsman  Capital  Management 

14.400 

1615 

2875 

850 

95 

0 

0 

5 

Industrial  cyclicals 

Transoceai 

RICHARD  SICHEL 

Philadelphia  Trust 

13.800 

1463 

2569 

NA 

70 

0 

30 

0 

Technology 

Harris 

STUART  FREEMAN 

A.G.  Edwards  &  Sons 

13.700 

1560 

2630 

830 

56 

9 

30 

5 

Consumer  staples 

Walgreen 

MARK  ELENOWITZ 

TriPoint  Global  Equities 

13.176 

1490 

2615 

841 

40 

25 

15 

17 

Health  care 

NBTY       ' 

BILL  GREINER 

UMB  Asset  Management 

13,100 

1525 

2600 

860 

60 

5 

25 

10 

Technology 

Intel         J 

"Asset  allocations  do  not  total  100%  in  some 

cases  because  of  allocations  to  other  categories,  such  as  gold.  REITs,  hedge  funds,  derivatives,  and  non-l 

J.S.  bonds 

[ 
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lilanthropy 


apping  a  Schoors 
ivestment  Savvy 

can  get  income  for  life.  But  it  takes  a  charitable 
ulse  and  a  $100,000  trust,  by  annetergesen 


H 


NVIOUS  OF  THE  15%-PLUS 
annual  returns  that  Stan- 
ford, Harvard,  and  many 
other  elite  universities 
have  earned  on  their  en- 
dowments in  recent  years? 
Now  a  grovvdng  nimiber  of 
p  are  allowing  alumni  and  otlier  do- 
invest  alongside  their  endovraients. 
cch:  You  have  to  be  willing  to  donate 
t  $100,000  via  a  charitable  remain- 
ist.  That  donation  will  provide  you 
1  immediate  tax  deduction  and  an 
J  for  life  but  vwll  stay  with  the  uni- 
when  you're  gone.  "This  gives  peo- 
h  a  charitable  inclination  who  don't 
great  deal  of  wealth  access  to  some 
)est  money  managers  in  the  world," 
ill  Buchanan,  director  of  gift  plan- 
Duke  University. 

a  donor,  the  wisdom  of  such  a 
y  depends  on  factors  such  as  age 
X  bracket:  The  longer  a  donor's 
pectancy  and  the  lower  his  or  her 
cket,  the  greater  the  potential  pay- 


»^^ 


off  to  piggybacking  on  an  endowment. 

In  recent  years,  more  than  two  dozen 
schools  have  petitioned  the  Internal  Rev- 
enue Service  to  allow  such  charitable 
trusts  to  invest  in  "units"— sort  of  like 
mutual  fund  shares— that  track  their  en- 
dowments. This  unit  structure  is  neces- 
sary because  some  of  the  colleges'  invest- 
ments, such  as  leveraged  hedge  funds, 
cannot  be  held  directly  by  the  trusts 
without  onerous  taxation  of  their  profits. 

Harvard,  the  first  to  get  such  a  ruling  in 
2003,  says  donors  have  invested  more  than 
$500  million  of  trust  assets  alongside  its 
endowment.  In  recent  montlis 
a  slew  of  others,  including 
Duke,  Massachusetts  Institute 
of  Technology,  Notre  Dame, 
Princeton,  Stanford,  and  the 
University  of  Michigan,  have    tTUSt  gOCS 
received  similar  rulings.  Still  . -i 

others,  such  as  Columbia,  the     LO  LllC 
University   of  California   at 
Berkeley,  and  the  University 
of  Virginia  have  filed  applica- 


tions or  are  weighing  such  a  move.  "Many 
schools  with  endowments  that  have  gener- 
ated superior  returns  have  jumped  on  this 
bandwagon,"  says  David  Leibell,  partner 
at  Cummings  &  Lockwood,  a  Stamford 
(Conn.)  law  firm. 

To  tie  part  of  your  fortune  to  an  endow- 
ment, you  must  first  spend  about  $3,000 
to  $5,000  to  set  up  a  charitable  remainder 
trust.  Most  donors  flind  these  trusts  with 
appreciated  stock.  The  trust,  which  can  sell 
the  shares  tax-free  and  invest  the  proceeds 
in  the  endowment,  will  pay  you  (or  any 
beneficiary  you  choose)  at  least  5%  of  its 
fair  market  value  each  year  for  a  set  period, 
generally  for  as  long  as  you  Uve.  The  payout 
rate  is  set  at  the  outset  by  taking  into  ac- 
count such  factors  as  interest  rates  and  the 
age  of  the  person  receiving  the  income. 

TAX  WRINKLES 

THE  MORE  A  TRUST  EARNS,  the  greater 
its  value,  and  the  higher  the  payments. 
For  example,  if  your  $100,000  trust  has 
a  5%  payout,  you'll  get  $5,000  the  first 
year.  If  the  assets  jump  to  $120,000 
the  second  year,  you'll  receive  $6,000. 
Should  the  trust  decline,  you'll  get  5%  of 
the  lower  value.  At  your  death,  whatever 
remains  goes  to  the  university. 

Donors  have  some  tax  issues  to  consider. 
Under  the  IRS  rulings,  they  would  have  to 
pay  ordinary  income  tax  at  rates  of  up  to 
35%  on  most,  if  not  all,  of  the  trust  income. 
In  contrast,  if  a  trust  holds  stocks,  long- 
term  capital  gains  and  qualified  dividend 
income  face  a  maximum  15%  tax  rate. 

The  key  question  is  whether  the  en- 
dowments' returns  will  be  enough  to 
more  than  make  up  for  the  higher  tax- 
es. The  answer,  of  course,  depends  on 
such  unknowables  as  fiiture  returns  and 
tax  rates.  Yale,  whose  endowment  has 
earned  an  annualized  17.2%  over  the  past 
decade,  says  it  could  take  as  many  as  10 
years  for  those  investing  with  its  endow- 
ment to  come  out  ahead.  That's  why  Yale, 
which  received  a  favorable  ruling  from 
the  IRS,  has  opted  against  offering  an 
endowment-based  investment  option. 

Be  aware  that  once  you  name  a  school 
as  your  trust's  ultimate  beneficiary,  you 
cannot  change  your  mind.  Moreover,  your 
trust's  returns  may  not 
exactly  match  the  endow- 
menf  s,  because  the  uni- 
versity will  have  to  keep 
some  cash  on  hand  to 
make  your  payouts.  Still, 
"many  people  are  hell- 
bent on  doing  this,"  says 
Buchanan.  Those  returns 
are  just  too  irresistible.  ■ 
-With  Ben  Levisohn 


At  your  death 
the  charitable 


university 
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THE  GOOD  NEWS  FROM  ARBITRON  MAKES  FOR  EASY  LISTENINI 
ZIOPHARM  ONCOLOGY  GETS  A  HEALTHY  KICK  FROM  ARSENIC. 
THE  GROWTH  IN  WIND  TURBINES  HAS  ZOLTEK  SPINNING  FASn 


STREAKING 
AHEAD 

STOCK  PRICE  (DOLLARS) 


43 

0 

JAN.  3,  '07  JULY  11 

Data:  Bloomberg  Financial  Markets 


Tuned  In  to  Arbitron 

ARBITRON  (ARB),  a  media  research  outfit  that  compiles 
the  radio  ratings  the  same  way  ACNielsen  monitors  TV 
watchers,  has  some  shareholders  interested  in  its  cash 
stash.  Arbitron  has  no  debt  and  enjoys  robust  cash  flow.  So  these 
investors  want  the  company  to  borrow 
enough  money  to  buy  back  20%  of  its 
shares.  Not  that  the  stock  is  on  the  skids: 
It  shot  from  43  in  January  to  53.34  on 
July  11.  "Arbitron  isn't  frilly  exploiting 
its  cash,"  says  Mark  Boyar  of  Boyar 
Asset  Management,  which  owns  shares. 
This  year's  free  cash  flow  of  $82  million 
win  jump  to  nearly  $200  million  by 
2012,  he  figures.  By  buying  back  shares, 
Arbitron  could  enhance  its  stock,  which 
he  values  at  70  to  75.  Arbitron's  ample 
cash,  he  adds,  may  attract  private  equity 
suitors.  Part  of  Arbitron's  bright  future  lies  in  its  Portable  People 
Meter,  the  size  of  a  cell  phone,  that  keeps  track  of  which  radio 
or  TV  program  is  on.  Clear  Channel  Communications,  which 
kicked  in  19%  of  Arbitron's  revenues  last  year,  has  signed  up 
to  use  Arbitron's  radio  ratings  in  46  markets  through  2010.  By 
then,  the  meter  v\t11  have  replaced  paper  record-keeping.  Alexia 
Quadrani  of  Bear  Steams  (Arbitron  was  a  client)  who  rates  it 
"outperform,"  figures  the  device  wall  let  Arbitron  hike  prices 
by  60%-65%.  Quadrani  sees  earnings  of  $1.45  a  share  in  2007, 
$1.83  in  2008,  and  $2.42  in  2009. 

At  Ziopharm, 
Arsenic  Is  Not  So  Toxic 

ARSENIC  TO  TREAT  CANCER?  So  advocates  Dr.  Jonathan 
Lewis,  professor  of  surgery  and  medicine  at  Memorial 
Sloan-Kettering  Cancer  Center  from  1994  to  2001  and 
now  CEO  of  Ziopharm  Oncology  (ZIOP).  Arsenic  has  long  been 
in  medical  use,  he  says,  and  there's  renewed  interest  since  the 
approval  of  Cephalon's  inorganic- arsenic  drug  Trisenox  in 
2000.  Extremely  effective  against  rare  hematological  cancers, 
Trisenox'  wider  use  is  hampered  by  its  toxicity,  says  Lewis.  (It 
carries  a  Food  &  Drug  Administration  warning  as  potentially 
lethal.)  But  the  arsenic  that  Ziopharm  uses  in  its  Darinaparsin 
(ZIO-101)  is  organic,  which  reduces  most  toxic  side  effects, 
Leviis  says.  "We  are  testing  its  use  in  treating  myeloma  and 
other  blood  cancers."  ZIO-101  and  another  drug  aimed  at 
sarcoma,  ZIO-201,  are  both  in  Phase  2  cUnical  trials.  "ZIO-101 


is  the  first  of  a  new  class  of  arsenicals 
that  are  potentially  safer  and  more 
effective  for  cancer  treatment,"  says 
Chrystyna  Bedrij  of  Griffin  Securities, 
who  rates  the  stock,  now  at  4.90,  a  buy, 
v\ath  a  year's  target  of  20.  On  July  9, 
Ziopharm  announced  "positive  interim 
data"  from  the  ZIO-201  trials.  Vinny 
Jindal  of  ThinkEquity  Partners,  also 
with  a  buy,  notes  that  an  oral  form  of 
ZIO-101  got  FDA  approval  for  human 
clinical  testing. 


More  Windmills 

Run  on  Zoltek  Components^ 

THE  BOOM  IN  DEMAND  for  wind  turbines— a.La.  iji 
windmills— to  provide  alternative  energy  has  boosii| 
Zoltek  (ZOLT).  Its  stock  rocketed  from  19  in  Decenij 
to  46.21  on  July  11,  powered  by  the  jump  in  orders  for  its 
commercial-grade  carbon  fiber  for  use  in  wind  turbines. ' 
wind  energy  business  remains  very  healthy,"  says  Micha<;|| 
Carboy  of  Signal  HiU  Capital  Group, 
who  expects  Zoltek  to  get  new  long-term 
contracts  from  turbine  makers  Vestas  of 
Denmark  and  Gamesa  of  Spain.  Carbon 
fibers  help  make  the  turbine  blades 
stronger.  Zoltek  also  supplies  carbon 
fiber  to  deep-sea  oil  drillers  for  their 
platforms'  fbtation  systems.  Demand  for 
Zoltek's  products  exceeds  supply,  and 
that  won't  change  in  the  next  two  years, 
says  Carboy.  He  expects  profits  of  72(1: 
a  share  in  2007  and  $1.60  in  2008,  up 
from  13(J:  in  2006.  WiUiamGregozeski 
of  CapStone  Investments  says  the  World  Wind  Energy  A^| 
sees  the  wind  market  grovvdng  at  15%  in  the  next  three  ta| 
years,  viath  the  trend  toward  larger  blades,  where  carbon  < 
required.  He  rates  Zoltek  a  strong  buy. 
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'kets  gyrated  yet  again. 
Df  Hilton  Hotels  rocketed 
er  it  agreed  to  a  buyout 
(Stone  Group.  And 
an's  stock  price  rose 
;r  it  received  a  new  bid 
olio  Management.  Tecti 
s  JDS  Uniphase  and 
Technologies  jumped  10% 
,  respectively,  but  shares 
)uware  fell  19%  after  it 
quarterly  estimates. 

"^■-'?  Financial  Markets.  Reuters 

UAL  FUNDS 


( TOTAL  RETURN 

DED  JULY  11 

p  Has.  DIVERSIFIED  ■§  ALL  EQUITY 


K  TOTAL  RETURN 

L)EO  JULY  11 


I  Mas.  DIVERSIFIED  MALL  EQUITY 


m 

10         15         20         25         3C 
ingstar  Inc. 

U.S.  MARKETS 

JULY  11 

WEEK 

%  CHANGE 
VEARTO     LAST  12 

D,«TE       MOUTHS 

StfSOO 

1518.8 

-0.4 

71 

19.4 

Dow  Jones  Industrials 

13,577.9 

00 

8.9 

21,9 

NASDAQ  Compostte 

2551.8 

0.3 

9.8 

24.6 

S&PMidCap400 

908.3 

-0,3 

12.9 

20,3 

S&PSmallCap600 

436.3 

-0.5 

9.1 

172 

OJWilshireSOOO 
SECTORS 

15,331.4 

-0.3 

78 

19.8 

BusinessWeek  50* 

871.2 

-0.3 

91 
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S&P  Financials 

482.1 

-2,4 

-2.7 

10,1 

SAP  REIT 

185.2 

-1.8 

-6.9 

6.9 

S&P  Transportation 

288.0 

1,4 

92 

34 

S&P  Utilities 

201.1 

-1.4 

78 

205 

S&P  GSTI  Internet 

228.4 

05 

14.3 

34,7 

PSE  Technology 

960.9 

0.2 

9.8 

24.4 

•March  19,  1 

99=1000 

•Februaiv  7, 

2000=1000 

GLOBAL  MARKETS  jlyh  week 

S&P  Euro  Plus  (U.S.  Dollar)  2249.6  0.2 

London  (FT-SE 100)  66151  -09 

Paris  (CAC  40)  6001.1  -1.6 

Frankfurt  (DAX)  7898  5  -2  2 

Tokyo  (NIKKEI  225)  18,049.5  -07 

Hong  Kong  (Hang  Seng)  22,6070  17 

Toronto  (S&P/TSX  Composite)  14,166.1  0.8 

Mexico  City  (IPC)  31,916.3  -0.6 


%  CHANGE 
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MONTHS 

35.2 

12.9 
22.1 

40.6 
16.6 

371 
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63.1 


FUNDAMENTALS  julyio 

S&P  500  Dividend  Yield  179% 
S&P  500  P/E  Ratio  (Trailing  12  mos.)  178 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.0 

First  Call  Earnings  Surprise"  3.81% 

TECHNICAL  INDICATORS         julyio 

S&P  500  200-day  average  1435.7  " 

Stocks  above  200-day  average  610% 
Options:  Put/call  ratio  0.77 

Insiders:  Vickers  NYSE  Sell/buy  ratio        4  96 


WEEK  AGO     YEAR  AGO 


1.76% 

179 
15.1 

3.52% 


1.86% 

170 
13.9 

8.63% 

•First  Call  Corp. 
WEEKAGO^    YEAR  AGO 

"^i431.'6    Positive 

65.0%     Neutral 
0.88    Positive 

5.10  Negative 
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Education  Services 

26.0 

Divsfd.  Metals  &  Mining 

175 

Divsfd.  Metals  &  Mining 

102.6 

Automobiles 

11.2 

Internet  Retailers 

61.7 

Constr.  &  Engineering 

10.6 

Fertilizers  &  Ag.  Chems. 

570 

Footwear 

9.5 

Computer  Hardware 

52.2 
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% 
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11.4 
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75 

Diversified  Emerging  Mkts. 

51.0 

Specialty-Precious  Metals 

LAGGARDS 

69 
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Bear  Market 
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3.5 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
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iSharesFTSE)(ha.Ch.25ldx. 

Eaton  Vance  Grtr.  China  Gr.  A 
Eaton  Vance  Grtr.  China  Gr.  B 

Eaton  Vance  Grtr.  China  Gr.  C 
LAGGARDS 

DireXn.  Emig.  Mkts.  Bear  2X 
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ProFds.  UltSh.  Emrg.  Mkts.  Inv. 


%         52-WEEK  TOTAL  RETURN  % 

LEADERS 

18.5  Dii«Xn.l.aLAm.Bull2Xlnv.    138.4 

175  ProFds.  UltraEmrg.  Mkts.  Inv.   108,9 

175  Profds.  UltraEmrg.  Mkts.  Svc.  106.6 

175  Dreyfus  Prem.  Grtr.  China  I     101,2 

LAGGARDS 

-14.8  Ameritor  Investment  -667 

-14,7  ProRkUltSh.  Emrg.  Mkts,  Svc  -596 

-14.0  Profds,  UKSh.  Emig.  Mkts.  Inv.  -59.1 

-14,0  DireXn.  Emrg.  Mkts.  Bear  2X  -55,8 


WORST-PERFORMING  ,5^ 

GROUPS                                MONTH"/, 

LAST  12 
MONTHS  % 

Homebuilding                -14.0 

Gold  Mining 

-275 

Retail  REIT's                      -8  8 

Homebuilding 

-19.5 

Publishing  &  Printing          -7.9 

Agricultural  Products 

-177 

Home  Furnishings                -74 

Airlines 

-8.4 

Industrial  REIT's               -6.5 

Home  Furnishings 

-8.2 

INTEREST  RATES 

KEY  RATES 

JULY  11          WEEK  AGO 

^1 

YEAR  AGO 

Money  Market  Funds 

4.87% 

um 

4.73% 

90-Day  Treasury  Bills 

4.95 

4.96 

5.06 

2-Year  Treasury  Notes 

4.88 

4.89 

5.15 

10-Year  Treasury  Notes 

5.08 

5.05 

5.10 

30-Year  Treasury  Bonds 

5.18 

5.15 

5.15 

30-Year  Fixed  Mortgage  t                     6.64          6.59       6.72 

t  BanxQuote  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 

10-YR  BONO                  30-YR.  BOND 

General  Obligations 

4.12% 

4.55% 

Taxable  Equivalent 

5.89 

6.50 

Insured  Revenue  Bonds 

4.25 

4.70 

Taxable  Equivalent 

6.07 

6.71 

THE  WEEK  AHEAD 


►"ER  PRICE  INDEX  Tuesday, 

1  .30  a.m.  £DT»  June 
JT  prices  are  expected 
VickeciupbyO.2%,  after 
°  jmp  in  May.  That's  the 
Bus  forecast  of  economists 
!!,l  by  Action  Economics. 
:c|iting  food  and  energy, 
sobably  rose0.2%fora 
n,;traight  month. 
IS  tIAL  PRODUCTION 
i  July  17,  9:15  a.m.  EDT » 
"putput  probably  picked 


up  with  a  0.4%  gain  in  June,  after 
holding  steady  in  May.  Capacity 
utilization  most  likely  inched  up  to 
81.4%,  after  slipping  to  81.3%  in 
the  previous  month. 
CONSUMER  PRICE  INDEX 
Wednesday,  July  18.  8:30  a.m. 
EDT  »  Prices  most  likely  grew 
0.2%  in  June,  following  a  leap 
of  0.7%  in  May.  Excluding  food 
and  energy,  consumer  prices 
probably  rose  0.2%,  after  a  0.1% 
gain  in  May. 


RESIDENTIAL  CONSTRUCTION 

Wednesday  July  18.  8:30  a.m. 
EDT  »Housing  starts  probably 
eased  to  an  annual  pace  of  1.46 
million  units  in  June.  Starts  in  May 
slowed  to  a  pace  of  1.47  million. 
LEADING  INDICATORS  Thursday 
July  19. 10  a.m.  EDT  ))Jhe 
Conference  Board's  leading 
economic  indicators  index  for 
June  is  forecast  to  have  edged 
up  by  0.1%,  following  a  0.3% 
increase  in  May. 


The  BusinessWeek  production  index 
improved  to  310.1  for  the  week  ended 
June  30,  up  10.2%  from  a  year  ago. 
Before  calculation  of  the  four-week 
moving  average,  the  index  grew  to 
310.3. 
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Its  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  airing  July  14  and  15: 

Auto  Incentives:  We'll  show  you 
the  rebates  and  zero-percent 
financing  deals  U.S.  automakers 
are  offering  to  spur  sales. 

Meeting  Seating:  Where  you  sit 
reveals  more  than  you  may  realize 
about  your  relationship  with  your 
colleagues. 

Architect  vs.  Contractor?: 

Mediating  disputes  between  the 
groups  working  on  your  remodel 
may  be  a  thing  of  the  past. 

Funeral  Trends:  From  baby  boomer 
demands  to  green  initiatives,  the 
funeral  business  is  undertaking  a 
transformation. 


BusmessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

View  video  clips  and  find  your  local 

station  and  airtime  by  zip  code  at 

businessweekweekend.com 


Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  signif  icar' 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
names.  Companies  listed  only  in  tables  are  not  included. 
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ambling  on  King  Cotton 


TTTON  Four  Seasons  in  the  Mississippi  Delta 

|rd  Helferich;  Counterpoint;  308pp;  $25 


'7- used  to  call  it  King  Cotton.  Now, 
Top  is  a  welfare  case:  Each  year 
;overnment  doles  out  $4  billion  to 
00  U.S.  cotton  farmers,  including 
nents  if  the  market  price  falls  below 
lin  benchmarks  or  if  foul  weather 
Its  dramatic  losses.  Despite  such 
dng,  many  planters  often  just  break 

>)uring  a  bad  year,  or  even  a 
ear,  the  temptations  to  quit  are 
!ous.  In  the  words  of  Mississippi 
'  Zack  Killebrew,  facing  a 
ially  ruined  crop:  "I'm  ready  to 

the  fire  and  call  in  the  dogs ... 
lin't  no  profit  out  there." 
ibrew's  experience  during  the 
uous  year  of  2005  is  the  subject 
I  Cotton:  Four  Seasons  in  the 
ippi  Delta  by  Gerard  Helferich. 
mode  of  John  McPhee's 
.Uncommon  Carriers,  which  focused  on  such  trades 
;-haul  trucking  and  ocean  shipping,  High  Cotton  is  a 
osmic  look  at  work.  Along  the  way,  Helferich  provides 
ct  sections  on  the  Industrial  Revolution  and  textile 
acturing,  slavery,  sharecropping,  the  great  flood  of 
nd  the  civil  rights  movement.  Readers  familiar  with 
opics  won't  learn  much  that's  new  here— the  author 
■iwn  heavily  from  a  limited  number  of  secondary 
|S.  But  the  main  narrative,  focusing  on  Killebrew's 
Ig,  is  a  perceptive  and  unaffected  look  at  an  occupation 
owever  changed,  is  almost  as  ancient  and  venerated  as 
i  civilization. 

pbrew  farms  1,700  acres  of  the  floodplain  knov^oi  as  the 
jippi  Delta,  with  1,000  acres  in  cotton  and  the  rest  in 
Jis  and  corn.  This  is,  Helferich  says,  the  most  fertile 
fhe  American  South  (with  the  very 
lown  locally  as  "ice  cream  land"  for  its 

texture)  and  some  of  the  richest  land 
h.  But  it  is  fitting  that  this  region  has 
nt  years  sprouted  a  bevy  of  gambling 
5:  Cotton-growing  is  among  the  riskiest 
I  es  around. 

y  cotton  crop  today  depends  on  a 
appHcation  of  chemicals.  In  Mississippi, 
rm,  humid  climate  is  a  paradise  for 
-al  pests,  from  teaweed  to  Johnson 
^d  more  than  15  species  of  insects, 
|irips  to  stinkbugs,  can't  wait  to  feast 
:on  plants.  The  very  cotton  seeds  that 


KIND  OF  BLUE  Seed 

coating  repels 
bugs  and  fungi 


Killebrew  uses  have  been  genetically  modified  to  resist  certain 
bugs  and  herbicides.  They  also  come  coated  in  blue  chemical 
jackets  composed  of  a  blend  of  fimgicides  and  insecticides. 
Nevertheless,  during  growing  season,  repeated  applications 
of  insect-  and  weed-killer  are  required. 

Then  there  is  the  matter  of  erratic,  often  calamitous 
weather,  which  in  the  year  chronicled  by  Helferich  included 
both  Hurricane  Katrina  and  Hurricane  Rita.  Those  storms 
hit  Killebrev^^s  crops  late  in  the  growing  season,  delivering 
severe  punishment.  But  a  much  milder  spring  storm  that 
dumped  five  inches  of  rain  also  had  a  dire  effect,  binding 
soil  particles  into  a  crust  that  seedlings  could  not  penetrate. 
Killebrew  was  forced  to  replant  nearly 
half  of  his  crop. 

Helferich  richly  details  the  array  of 
machines  used  to  plant,  weed,  dose, 
defoliate,  and  finally  pick  a  cotton  crop. 
^         Killebrew  has  two  modem  tractors, 
/  4  ^     each  equipped  with  air-conditioning, 

V.,^     ^'"—li.— ^     power  steering,  and  computers  that 
^  •      t.       track  the  machine's  functioning.  In  the 

fall,  he  uses  a  giant  mechanical  picker 
to  harvest  the  crop.  If  s  still  a  matter  of 
debate  whether  such  mechanization 
prompted  or  followed  from  the  20th 
century's  great  black  migration  out 
of  the  South,  which  saw  5  million 
African  Americans  abandoning  the 
region  for  Northern  cities.  In  any  case,  "thanks  to  chemicals 
and  machines,  Zack  can  work  his  farm  with  two  ftill-time 
employees  and  two  part-timers,  instead  of  the  dozens  of  hands 
it  would  have  taken  a  hundred  years  ago,"  reports  the  author. 

At  the  end  of  four  seven-day  weeks  of  harvesting, 
Killebrew's  cotton  is  in.  Still,  the  author  points  out,  the  result 
remains  uncertain,  and  Killebrew  won't  know  just  how  well 
he  has  done  until  the  fiber  has  been  ginned— or  separated 
firom  its  hulls  and  seed— and  weighed.  Although  Katrina's 
damage  proved  largely  superficial,  Rita  had  a  worse  effect, 
arresting  boll  development.  In  the  end,  Killebrew  netted  880 
pounds  of  cotton  per  acre,  far  below  the  1,300 
pounds  of  the  previous  season  but  not  a  disaster. 
"All  told,  Zack  should  get  about  $600,000  for 
the  cotton,  which  is  less  than  he  spent  to  grow 
it,"  reports  the  author.  "With  his  government 
subsidy,  he  figures  he'll  just  about  break  even." 
All  the  same,  speaking  of  the  future  facing 
his  two  cotton  farmer  sons,  Killebrew  insists: 
"They're  not  gettin'  out  till  they  go  broke— just 
like  me."  He  sounds,  the  author  notes,  "like  a 
sinner  too  far  gone  to  be  redeemed."  Or  perhaps 
like  a  high-roller  who  refuses  to  quit  the  craps 
table  even  though  his  stake  is  withering  fast.  ■ 

-By  Hardy  Green 
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IdeasFaceTime 


WITH  MARIA  BARTIROMO 


A  Resolute  Condoleezza  Rice 


SECRETARY  OF  STATE  Condoleezza  Rice 
has  been  at  George  W.  Bush's  side  since  he 
was  sworn  in  as  President  in  2001,  first  as 
National  Security  Advisor  and  now  as  the 
nation's  top  diplomat.  Like  the  President, 
she  has  been  pilloried  for  not  adequately 
recognizing  the  al  Qaeda  threat  before  Sep 
tember  11  and  for  helping  to  lead  America 
into  a  quagmire  in 
Iraq  after  the  attacks. 
But  her  resolve  has 
never  wavered,  and 
her  poise  has  rarely 
been  pierced.  Both 
those  qualities  were 
on  display  during  a 
lengthy  and  compel- 
ling discussion  at  the 
State  Dept. 

China's  scramble  to  become 
an  economic  superpower 
has  come  at  a  price:  shoddy,  sometimes  lethal  goods  being 
sent  around  the  world.  Do  you  worry  that  China  has  come  too 
far  too  fast  and  that  it  could  lead  to  destabilization  or  even 
economic  catastrophe? 

When  you  talk  to  Chinese  leaders,  they  are  aware  of  some  of 
the  downside  risks,  particularly  for  China  itself  They  are  con- 
cerned, for  instance,  about  having  to  create  25  million  jobs  a 
year  just  to  keep  pace.  They're  concerned  about  people  moving 
from  the  countryside  in  great  droves  into  already  overcrowded 
cities.  I  think  we  all  have  to  be  concerned  about  environmental 
degradation  in  China.  One  of  the  reasons  the  President  has 
been  adamant  that  any  climate-change  effort  would  have  to 
include  China  is  that  China's  greenhouse-gas  emissions  are 
going  to  grow  out  of  sight  if  there's  not  a  way  to  help  wean  it 
off  a  carbon-based  energy  supply.  And,  of  course,  we  have  to 
be  concerned  and  vigilant,  as  we  are  with  products  from  any 
country,  about  the  quality  and  safety  of  goods. 

What's  our  relationship  with  North  Korea? 

We  are  working  very  hard  within  a  six-party  framework  to 
bring  about  denuclearization  of  the  Korean  peninsula.  The 
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North  Koreans  have  begun  to  fulfill  obligations  from  tj 
13,  2007,  agreement,  having  invited  the  IAEA  [Intern] 
Atomic  Energy  Agency]  there.  It's  my  hope  that  the  shiij 
of  the  reactor  is  the  next  step. 

Is  it  safe  for  U.S.  businesses  to  be  pouring  billions  of  dobi 
into  Russia? 

We  talk  to  the  Russians  all  the  time  about  the  impii 
of  the  rule  of  law,  about  the  importance  of  not  cW 
contractual  terms  once  they  have  been  made.. .but  it' 

sessment  every  businil 
to  make.  On  balance, 
viously  a  better  story 
had  been  in  the  pastt 
oil  and  gas  sector,  vv 
had  concerns  about  t 
dencies  toward  naticn 
tion  of  some  of  the  in 
and  we've  made  thoset 
to  the  Russians. 


i( 


Has  anti-Americanismn 
the  world  abated?  Mass 
our  business  interestss 

Whatever  people  tH 
certain  policies  that 
to  undertake  in  diffici 
cumstances  after  Sep| 
11,  there's  great  admiration  for  America.  It's  still  tfi 
where  people  like  to  send  their  kids  to  school,  wherei 
want  to  start  a  new  life.  Sometimes  we  overstate  thei 
to  which  America  is  not  popular,  even  if  sometimes  ci 
cies  are  not. 


If 


Will  you  serve  as  Secretary  of  State  until  the  end  of  thee 
President's  term,  and  if  so,  what  are  your  plans  for  the ' 

I  don't  have  any  plans  to  do  anything  but  be  Secretary 
and  try  to  complete  the  very  ambitious  agenda  that  tH 
dent  has  laid  out.  After  that,  I'll  go  back  to  Stanford  [w 
served  as  Provost].  I'm  actually  on  leave.  I'll  probab 
some,  write  some,  speak  some,  and  hopefiilly  teach  so 

ft 

Will  Vice-President  Cheney  serve  out  his  term,  and  if  hi 
to  step  aside,  would  you  accept  the  Vice-Presidency? 
Oh,  the  President  has  a  perfecdy  good  Vice-Presiden 
expect  he's  going  to  be  Vice-President  till  there's  a  ne\  \ 

Would  you  consider  a  position  in  business  or  on  Wall  S<>l 

I  don't  know  what  I'll  do  long-term.  I'm  a  terrible  lo 


br.  I  was  supposed  to  be  a  music 
I  and  concert  pianist,  and  here  I  sit. 
(Serving  on  corporate  boards,  and  I 
■nerican  business  and  our  corpora- 

0  be  the  engines  of  innovation  for 
Imntry  and,  therefore,  an  engine  of 
ition  for  the  world.  One  thing  I've 
10  do  is  to  institutionahze  the  pub- 
vate  partnership.  The  government 
ilo  it  all.  When  you  talk  about  win- 
learts  and  minds  around  the  world, 

but  a  small  part  of  what  most  of 
rid  encounters  about  America. 

Ivill  your  legacy  be? 

10  early  to  think  about  legacies. 
s  headlines  are  rarely  the  same  as 
(listory's  judgment  is  going  to  be. 
ok  back,  though,  what  I'm  most 
^e  did  is  to  put  the  promotion  of 
racy  at  the  center  of  American 

1  policy.  I'm  a  firm  believer  that 
i  America  stands  for  the  fact  that 
iman,  woman,  and  child  deserves 
I  in  a  system  that  permits  them  a 

who  governs  them,  that  permits 

0  educate  their  boys  and  girls,  to 
fi"om  the  knock  of  the  secret  police 

nt— unless  we  stand  for  those  very 

mman  rights,  no  one  will, 
in  the  Middle  East,  we  had  a 
of  exceptionalism.  We  somehow 

1  that  stability  was  what  mattered, 
enow  when  you  look  at  the  Middle 
•day,  you  say:  "Whoa,  it's  not  very 
I"  Well,  it  wasn't  very  stable  before, 
It  was  a  false  stability  in  which  dic- 
iike  Saddam  Hussein  put  300,000 
!  in  mass  graves,  where  Syria  occu- 
ebanon  for  decades,  where  healthy 

11  forces  were  squeezed  out  because 
itarian  regimes  gave  them  no  place 
plop.  Instead,  al  Qaeda  become  the 
sion  of  politics  in  the  Middle  East. 
1  very  proud  that  this  President  has 
mocracy  at  the  fore.  ■ 

Bartiromo  is  the  anchor  ofCNBCfs 
;Bell. 
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ADVANCED  MANAGEMENT  PROGRAM 

SEPTEMBER  2007 

GENERAL  MANAGEMENT  PROGRAM 

JANUARY  2008 

PROGRAM  FOR  LEADERSHIP  DEVELOPMENT 

DECEMBER  2007 


HARVARD 


SCHOOL 


EXECUTIVE    EDUCATION 


Are  you  ready  to  take  the  next  step  forward?  Then  it  may 
be  time  to  experience  Harvard  Business  School  Executive 
Education.  We  offer  a  variety  of  comprehensive  leadership 
programs  tailored  to  the  key  transitional  points  in  every 
leader's  career. 

Make  an  investment  in  time  that  returns  value  for  a 
lifetime.  Take  a  moment  to  review  your  options  at 

wv\/w.exed.  hbs.edu/pgm/clpbw/. 


IdeasTheWelchWay 


BY  JACK  AND  SUZY  WELCH 


Bosses  Who  Get  It  All  Wrong; 


What  is  lousy  leadership? 


-Goran  Milic,  Zagreb,  Croatia 


Now,  why  would  you  ask  that  question?  Certainly  not  because 
you  want  to  be  a  lousy  leader  yourself!  It  can  only  be  because 
you're  checking  your  instincts  about  someone  you  know. 
Maybe  even  the  person  who  writes  your  paycheck.  And  in 
that,  you're  not  alone.  We  have  written  in  a  previous  column 
about  employees  who  are  inveterate  "boss  haters"— one  of 
our  most  controversial  commentaries,  by  the  way— but  we've 
never  given  bad  bosses  their  due.  So  herewith  are  a  few  of  the 
most  familiar  ways  leaders  can  get  it  wrong  and  too  often  do. 

The  first  and  perhaps  most  frustrating  way  that  some 
people  blow  leadership  is  by  being  know-it-alls.  They  can  tell 
you  how  the  world  works,  what  corporate  is  thinking,  how  it 
will  backfire  if  you  try  this  or  that,  and  why  you  can't  change 
the  product  one  iota.  They  even  know  what  kind  of  car  you 
should  be  driving. 

Sometimes  these  blowhards  get  their  swagger  from  a 
few  positive  experiences.  But  usually  they're  just  victirris  of 
their  own  bad  personalities.  And  you  and  your 
company  are  victims,  too.  Because  know-it- 
alls  aren't  just  insufferable,  they're  dangerous. 
They  don't  listen,  and  that  "deafness"  makes  it 
very  hard  for  new  ideas  to  get  heard,  debated, 
expanded,  or  improved.  No  single  person,  no 
matter  how  smart,  can  take  a  business  to  its 
apex.  For  that,  you  need  every  voice  heard.  And 
know-it-all  leadership  creates  a  deadly  silence. 


IF  KNOW-IT-ALLS  ARE  too  in-your-face,  a 

second  kind  of  lousy  leader  is  too  remote. 

These  emotionally  distant  bosses  are  more 

comfortable  behind  closed  doors  than 

mucking  it  out  with  the  team.  Sure,  they  attend 

meetings  and  other  requisite  functions,  but 

they'd  rather  be  staring  at  their  computers.  If  possible,  all 

the  messy,  sweaty  people  stuff  would  be  delegated  to  HR 

managers  on  another  floor.  Like  know-it-alls,  this  breed  of 

leader  is  dangerous,  but  for  a  different  reason.  They  don't 

engage,  which  means  they  can't  inspire.  That's  a  big  problem 

Leaders,  after  all,  need  followers  to  get  anything  done.  And 

followers  need  passion  for  their  fuel. 

A  third  category  of  lousy  leadership  is  comprised  of  bosses 
who  are  just  plain  jerks— nasty,  bullying,  insensitive,  or  all 
three.  As  a  New  York  reader  wrote  us  recently:  "My  boss 
is  abusive,  by  which  I  mean  disrespectful,  finger-pointing, 
and  sometimes  even  paranoid."  Such  leaders  are  usually 
protected  from  above  because  they  deliver  the  numbers.  But 
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Blowhards. 
Jerks.  Wimps. 
How  inept 
leaders  can 
derail  a 
thriving 
enterprise 


with  their  destructive  personalities,  they  rarely  win  thai 
people's  trust.  Thaf  s  no  way  to  run  a  business,  which  is 
these  types  of  leaders  typically  self-destruct.  If  s  never  a 
quickly  as  you'd  hope,  but  unless  they  ovm  the  place,  it 
happen  eventually. 

The  next  type  of  lousy  leadership  is  at  the  other  end  i 
the  spectrum:  It's  too  nice.  These  bosses  have  no  edge, 
capacity  to  make  hard  decisions.  They  say  yes  to  the  laa 
person  in  their  office,  then  spend  hours  trying  to  clean  i! 
the  confusion  they've  created.  Such  bosses  usually  defei 
themselves  by  saying  they're  trying  to  build  consensus.^ 
What  they  really  are  is  scared.  Their  real  agenda  is  self-f 
preservation— good  old  CYA. 

Which  leads  to  a  final  version  of  lousy  leadership  whi 
is  not  unrelated:  bosses  who  do  not  have  the  guts  to 
differentiate.  The  facts  are,  not  all  investment  opportun 
are  created  equal.  But  some  leaders  can't  face  that  realil 
so  they  sprinkle  their  resources  like  cheese  on  a  pizza,  { 
bit  everywhere.  As  a  result,  promising  growlJi  opportun 
too  often  don't  get  the  outsized  infusions  of  cash  and 
people  they  need.  If  they  did,  someone  mr 
get  offended  during  the  resource  allocatif 
process.  Someone,  as  in  the  manager  of  a 
weak  business  or  the  sponsor  of  a  dubiot 
investment  proposal. 

But  leaders  who  don't  differentiate  usu 
do  the  most  damage  when  it  comes  to 
people.  Unvidlling  to  deliver  candid,  rigoi 
performance  reviews,  they  give  every  emi 
the  same  kind  of  bland,  mushy,  "nice  job' 
sign-off.  And  when  rewards  are  doled  ou. 
give  star  performers  not  much  more  than 
laggards.  Now,  you  can  call  this  "egalitaii 
approach  kind  or  fair— and  these  lousy  1<  t^ 
usually  do— but  it's  really  just  weakness,  id" 
when  it  coraes  to  building  a  thriving  ent<  rise 
where  people  have  an  opportunity  to  grow  and  succee< 
weakness  just  doesn't  cut  it. 

Surely  we  could  go  on,  but  we'll  end  here  with  a  cav 
We  hardly  expect  lousy  leaders  to  read  this  column  anc  "e 
themselves.  Part  of  being  a  lousy  leader,  no  matter  whi  he 
category,  is  lack  of  self-awareness.  But  if  you  see  your  1  s 
here,  take  heart.  When  it's  finally  your  turn  to  lead,  yoi 
know  what  not  to  do.  B 

Jack  and  Suzy  Welch  bok  forward  to  answering  your  questu 
about  business,  company,  or  career  challenges.  Please  e-mai  ^ 
afthewelchway@businessweek.com.  For  their  weekly p  "* 
go  to  businessweek.com/search/podcasting.htm. 
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"Airbus  and  EADS  are  companies 
that  need  to  be  managed 
like  companies  and  not  like 
international  organizations." 

-Nicolas  Sarkozy,  President  of  France,  on  an 

agreement  between  Airbus  and  its  parent  company, 

EADS,  to  overhaul  their  French-German  co-management 

structure  into  one  with  a  single  CEO  and  chairman,  as 

reported  in  The  New  York  Times 


D BY  DEBORAH  STEAD 


S  BEHAVING  BADLY 


eport  to  the  Principal,  Big  Shot 


I  HE  WHITE-COLLAR  CRIME  wave  has  passed  its  peak,  but 
:orporate  leaders  are  still  finding  creative  ways  to  get 
I  :hemselves  in  trouble.  Sophisticated  financial 
I  ligans  are  out.  Incredibly  embarrassing  personal 
;  Igments  are  in.  The  executives  in  question  aren't  doing 


the  types  of  things  that  would  result  in  long  jail  sentences- 
more  like  the  kind  of  stuff  that  would  have  gotten  them  in 
serious  trouble  in  high  school.  To  find  out  what  punishment 
they  would  have  faced,  we  turned  to  John  Buckey,  principal  of 
Littleton  High  School  in  Litdeton,  Mass.         -Jena  McGregor 


I  MACKEY,  CEO, 
.E  FOODS  MARKET 

iCTION:  Anonymous 
insults.  Using  the 
name  "rahodeb" 
mble  of  Deborah, 
"e's  name),  Mackey 
;d  rival  Wild  Oats 
ts  on  Yahoo!, 
ng  the  smaller  grocer 
lediocre  company 
terrible  track  record." 

THE  BOARD  DID: 

need  a  committee 
stigate.  The  initially 
orseful  Mackey 
ized  for  his  "error  in 
;nt." 

THE  PRINCIPAL 

'D  DO:  If  students 
a  school  computer, 
privileges  are  pulled. 
e  severe  cases  of 
>ullying,  says  Buckey, 
3  may  face  detention 
tension.  Many  use 
'eiled  aliases: 
punes  adolescents  give 
Ives  credit  for  being 
awier  than  they  are." 


WILLIAM  SWANSON, 
CHAIRMAN  AND  CEO, 
RAYTHEON 

INFRACTION:  Plagiarism. 
A  popular  booklet, 
Swanson's  Unwritten  Rules 
of  Management,  contained 
passages  that  exactly 
mirrored  a  1944  book  by  an 
engineering  professor  After 
the  news  broke  last  April, 
Swanson  admitted  the  book 
didn't  give  proper  credit. 

WHAT  THE  BOARD  DID: 

Froze  his  salary  for  a  year 
and  cut  his  restricted  stock 
bonus  by  20%. 

WHAT  THE  PRINCIPAL 
WOULD  DO:  "Students  get 
a  zero  for  the  assignment, 
are  made  to  redo  it,  and 
obviously,  we  involve  the 
parents,"  says  Buckey.  "We 
spend  a  lot  of  time  in  our 
Enghsh  classes  talking 
about  what  plagiarism  is. 
Ignorance  of  the  law  is  no 
excuse." 


<--- 


DAVID  EDMONDSON, 
CEO,  RADIOSHACK 

INFRACTION:  Lying  on  his 
resume.  A  Texas  newspaper 
reported  inaccuracies  on 
Edmondson's  resume  last 
February  while  looking  into 
his  arrest  for  drunk  driving. 
He  claimed  to  have  degrees 
in  theology  and  psychology, 
but  completed  only  two 
semesters  of  coursework. 

WHAT  THE  BOARD  DID: 

Initially  defended 
Edmondson  but  reversed 
course  and  said  it  would 
investigate.  Within  days, 
Edmondson  resigned. 

WHAT  THE  PRINCIPAL 
WOULD  DO:  If  students  he 
on  college  applications,  the 
universities'  punishment  is 
tough  enough:  They  rarely 
get  in.  Student  leaders,  such 
as  honor  society  presidents, 
who  lie  "stand  the  chance 
of  being  removed  firom  that 
position.  [There]  are  very 
significant  consequences." 


DAVID  COLBY, 
CFO,  WELLPOINT 

INFRACTION:  Sexual 
indiscretions.  One  woman 
is  charging  that  he  reneged 
on  promises  to  give  her  his 
$4  miUion  home.  Another  is 
suing  Colby  in  connection 
with  a  separate  affair 

WHAT  THE  BOARD  DID: 

Without  disclosing  the 
reason,  WellPoint's  board 
shocked  Wall  Street  by 
forcing  Colby  out  in  May, 
citing  a  violation  of  its 
code  of  conduct.  Later,  the 
allegations  surfaced  that 
Colby  was  having  affairs 
with  numerous  women, 
including  the  two  who  have 
sued  him.  Colby's  lawyer 
declined  to  comment. 

WHAT  THE  PRINCIPAL 
WOULD  DO:  "We  do  have 
the  occasional  Romeo 
that  has  more  than  one 
girlfriend,"  says  Buckey.  If 
Romeo  "starts  interfering 
with  what's  happening 
here  at  school,  we'll  get 
involved."  Counseling  is 
one  option. 


DOUG  PARKER,  CEO  AND 
CHAIRMAN,  US  AIRWAYS 

INFRACTION:  Driving 
under  the  influence  of 
alcohol.  The  same  day 
in  January  that  Parker's 
bold  bid  to  buy  Delta  Air 
Lines  fell  through,  he 
allegedly  had  three  beers 
at  a  golf  tournament  before 
being  pulled  over  by  the 
Scottsdale  (Ariz.)  pohce. 

WHAT  THE  BOARD  DID: 

Nothing.  Parker's 
punishment  came  from 
outside  the  boardroom:  In 
February,  he  spent  24  hours 
in  Phoenix's  Estrellajail. 

WHAT  THE  PRINCIPAL 
WOULD  DO:  If  the 

drinking  happens  on 
campus:  "Suspension,  most 
definitely."  Typically,  DUIs 
or  drinking  episodes  off- 
campus  are  handled  by  the 
local  police  and  are  beyond 
school  disciplinary  action. 
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HIGH-TECH 

MEMORY 

LOSS 

From  the  Department  of 
Confirming  the  Obvious:  Our 
reliance  on  stored  passwords 
and  speed  dialing  may  be 
dimming  our  recall. 

According  to  a  recent 
study  by  Trinity  College, 
Dublin,  the  more  digital 
info  folks  have  to  track, 
the  likelier  they  are  to  rely 
on  PDAs,  cell  phones,  and 
computers  to  remember  it 
all.  And  since  memory  grows 
weaker  when  it's  not  used, 
this  vicious  tech  cycle  leads 
toforgetfulness. 

A  quarter  of  the  3,000 
people  surveyed,  for 
example,  couldn't  recite  their 
home  phone  numbers.  On 
average,  the  respondents 
were  burdened  with  five 
passwords,  five  PINS,  five 
security  IDs,  three  bank 
account  numbers,  and  two 
license  plate  combinations. 

The  study  offered  solace 
for  the  gray-haired  Luddites 
among  us:  Technology- 
induced  memory  atrophy 
seems  to  hit  the  techno- 
smug  young  harder.  In  the 
over-50  set,  87%  could  recall 
family  birthdays,  vs.  40%  of 
the  under-30s.  Now,  where's 
myTreo...?      -Adam  Aston 
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SHOW  BIZ 

KIDZBOP: 
OVER 
THE TOP? 

AS  DISNEY  prepares  for  the 
August  TV  debut  of  High 
School  Musical  2,  that  other 
kiddie  music  juggernaut,  Kidz 
Bop,  is  pushing  beyond  its 
CD  genre.  Launched  in  2001 
by  indie  music  company 
Razor  &  Tie,  Kidz  Bop,  which 
packages  Top  40  songs 
sung  by  kids,  has  sold  more 
than  10  million  copies  of  11 
albums— with  Kidz  Bop  12  set 
for  release  on  July  31. 

Now,  to  compete  with 
Disney  and  others  in  the 
crowded  kids'  music  category. 
Razor  &  Tie  is  expanding 
the  brand.  Kidz  Bop's 
recently  redesigned  Web  site 
emphasizes  music  videos, 
many  made  by  6-to-12-year- 
olds,  who  upload  directly  a  la 
YouTube.  Traffic  quadrupled 
during  the  new  site's  first 


two  weeks,  when  there  were 
more  than  1.3  nuUion  video- 
clip  streamings  by  400,000 
unique  users.  In  October, 
Kidz  Bop  wtH  also  stage 
a  live  tour— promoted  by 
Vee,  which  handles  Sesame 
Streef  s  events— with  auditions 
being  held  now  to  pick  local 
talent  for  shows  in  80  cities. 
Cameras  v\t11  be  rolling,  in 
case  the  material  can  be  used 


CRISIS  WATCH 

GETTING 
ON  THE 
GLITCH  LIST 

WHILE  2007  has  seen  plenty  of 
executive  misbehavior 
(page  9),  so  far  the  number 
of  business  crimes,  scandals, 
errors,  and  calamities 
lags  behind  last  year's, 
according  to  the  Institute 
for  Crisis  Management. 
ICM's  latest  annual  survey 
reveals  there  were  10,131 
negative  news  items  about 
organizations— mostly 
corporations— in  2006. 
The  Louisville  consultancy 
compiles  its  report  by 
tracking  such  coverage 
worldvvdde,  searching  for 
keywords  like  "catastrophe, 
"labor  dispute,"  "defect," 


and  "recall."  ICM  defines  a 
business  crisis  as  an  event 
likely  to  trigger  operational 
or  financial  problems,  along 
with  bad  reactions  from 
shareholders  and  consumers. 
ICM  President  Larry  Smith 
says  the  2006  list  is  notable 
for  its  plethora  of  white- 
collar  crimes,  including 
coverage  of  the  resolution 


for  a  fiiture  TV  show,  sa 
Chenfeld,  one  of  two  fo 
lawyers  who  founded  Rfj 
Tie  in  1990.  Today  Ki 
accounts  for  roughly  hi 
$75  nulUon  in  annual 
and  media  revenues. '. 
risk  in  expanding  the  h 
Overexposure.  A  CD  ew 
months  or  so  may  havef 
just  enough  Kidz  Bop  fil 
and  Dad.  -Tom 


of  the  Enron  saga  as  Cv 
cases  continued  to  plai 
The  survey  also  showei 
executives  and  manag; 
were  responsible  for  ai 
52%  of  2006's  crises,  \ 
workers  triggering  29*11 
outside  forces  the  remr 
19%.  And  there's  a  nev 
on  ICM's  roster  of  the  ^j 
crisis-prone  industriei 
the  usual  ili 
of  airlines'! 
drugmak(k 
and  petro 
refiners,  r 
added  coi 
manufact 
Think  Dek 
exploding 
laptops,  S 
battery  re 
and  Hewit 
Pacltard's  -i, 
scandal. 
-Elimbet 


Odyssey 


Ridgeline 


"Great  choices.  Great  deals. 
Sounds  like  a  win-win  to  me!' 


2007  Accord  LX  AT  Lease 
$100  per  month 


?\ 


199 


36  months 


$2,793  due  at  lease  signing, 

includes  security  deposit,  down  payment;  excludes 
tax  and  license  (for  well-qualified  <  ustomers) 


— Mr.  Opportunity 

Opportunity  knocks  only  once  a  year.  And  it's  gone 
before  you  know  it.  See  your  Honda  dealer  while 
the  window  of  opportunity  is  still  wide  open. 


The  2007  Honda  Clearance 

(H) 


clearance,  hond  a.com 


ibjcct  to  limited  availability.  Through  September  4.  2007.  to  approved  lessees  by  American  Honda  Finance  Corp.  (closed 
d  lease  for  2007  Accord  LX  Sedan  AT  {Model  *CM5647EW).  For  well-qualified  lessees.  Not  all  lessees  will  ciualify 
fihcr  lease  rates  apply  for  lessees  witb'lower  credit  ratings.  MSRP  $21,520  (includes  destination).  Actual  net  capitalized  co.st 
W2.93.  Dealer  participation  may  affect  actual  payment.  Taxes,  license,  title  fees,  options  and  insurance  extra.  Total 
iinthly  payments  $7,164.  Option  to  purchase  at  lease  end  $12,481.60.  Lessee  responsible  for  maintenance,  excessive 
ar/tear  and  I5c/mi.  over  12,000  miles/year  for  vehicles  with  MSRf*  less  than  $30,000.  but  for  vehicles  with  MSRP  of 
OJ)00  or  more,  mileage  cost  is  ZOc/mL  over  12.000  miles/year  See  dealer  for  complete  details.  "f"20O7  IntelliC^hoice  Inc 
vw.intellichoice.com.  ©2007  American  Honda  Motor  Co..  Inc. 
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PLANET  TRUMP 

YOU'RE  FIRED! 
NOW  HAVE 
A VODKA 

THE  WISECRACK  circulating 
among  Trump  detractors 
about  Trump  Super 
Premium  Vodka:  Only 
something  tasteless  could 
succeed  with  the  real  estate 
magnate's  name  on  it.  But 
the  vodka's  track  record  is 
no  joke.  Helped  by  sales  at 
Trump's  resort  properties, 
if  s  respectable.  Liquor 
distributor  Drinks  Americas 
Holdings  says  it  has 
shipped  100,000  cases 
($37  for  a  liter  botde)  in 
the  12  months  since  the 
brand  launched 
in  2006.  That's 
nowhere  near  what 
was  logged  by  brands 
like  Stolichnaya, 
which  sold  2.1  million 
cases  in  the  U.S.  last 
year.  But  if  s  a  lot 
by  celebrity-brand 
standards,  especially 
when  the  celebrity  is 
a  known  nondrinker. 
Indeed,  the  vodka  was 
the  hottest-selling 
celebrity-branded 
spirit  last  year. 


Where  does  it  seU?  Well, 
the  Donald's  hope  that  a 
T&T  (Trump  and  tonic) 
would  become  the  most 
asked-for  vodka  drink  at 
big-time  bars  hasn't  been 
fulfilled.  Although  trendy 
hotel  bars  like  Jay-Z's  40/40 
Club  in  Manhattan  and  the 
V  Bar  in  Vegas  stock  it,  as  do 
liquor  stores,  one  of  the  best 
markets— besides  Trump 
resorts— is  duty-free  shops. 
If  s  "a  natural  for  duty-free," 
says  Los  Angeles  marketing 
consultant  Kevin  Reid,  who 
sees  it  as  "a  very  desirable 
souvenir  for  visiting 
foreigners." 

Trump  Vodka  is  part  of 
a  new  wave  of  celebrity 
booze.  Drinks  Americas, 
which  also  distributes 
Willie  Nelson's 
Old  Whiskey  River 
bourbon,  recendy 
signed  a  deal  with 
Universal  l\1usic 
Group  to  develop 
spirits  with  artists' 
names.  Among 
the  interested 
performers,  says  the 
distributor:  Eminem, 
Snoop  Dogg,  50 
Cent,  Busta  Rhymes, 
Sheryl  Crow,  and 
Gwen  Stefani. 

-David  Kiky 


FANTASY  FOOTBALL 

THAT'S  SOME  DREAM  TEAM 

WITH  THE  NFL  PRESEASON  just  three  weeks  away,  10 ) 
million  fantasy  football  players  are  starting  to,  well,  fantas 
about  ideal  rosters.  Few  will  pick  as  painstakingly  as  Jeffm 
Ohimann.  The  University  of  Iowa  management  sciences 
professor  has  created  a  computer  model  that  uses  three 
inputs:  rankings  of  NFL  ball  handlers  based  on  points  scoi 
last  season,  positions  to  be  filled,  and  guesses  about  the ; 
selection  tactics  of  one's  rival  "owners."  The  software,  bas 
on  analytic  tools  used  to  plot  the  best  delivery  route  or  fas 
checkout  line,  advises  players  about  which  positions  to  dr 
first  and  which  can  wait  for  a  later  round.  Ohimann  and  hi 
collaborators  now  aim  to  license  the  model  to  a  fantasy 
football  sponsor,  such  as  CBS.  In  the  two  seasons  he's  us 
program,  his  team  got  the  most  points,  but  lost  in  the  pla; 
The  model  can't  forecast  off  days  or  injuries.  -Michael  f\ 


EURO  TOURISM 

LET  A  HUNDRED 

BOUTIQUES 

BLOOMT 

MONTARGIS,  a  French  village  that  was 
a  cradle  of  Chinese  Communism  in  the 
19205,  is  adding  a  dose  of  capitalism  to 
attract  modern-day  Chinese  visitors.  The 
town  of  15,000.  about  an  hour's  drive  south 
of  Paris,  figures  prominently  in  Chinese 
revolutionary  history  because  leaders  such 
as  Deng  Xiaoping  and  Zhao  Enlai  were 
introduced  to  Marxism  while  attending 
work-study  programs  at  local  factories. 
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To  publicize  the  historical  tie,  the 
regional  government  has  erected 
commemorative  plaques,  set  up  a  Chinese- 
language  Web  site,  and  dispatched  a 
delegation  to  China  last  year.  But  so  far, 
Chinese  Communism  isn't  selling.  The 
town  has  gotten  barely  a  trickle  of  the 
almost  600,000  mainland  Chinese  tourists 
who  flood  into  France 
each  year,  eager  to 
shop.  To  remedy 
that,  regional 
officials  are  now 
planning  a  visitors' 
center,  including 
a  store  that  will 
carry  perfumes 


and  other  high-end  French  goods.  They 
also  helping  Montargis  merchants  set  i 
value-added-tax  refund  programs  simil  | 
to  those  offered  to  foreign  shoppers  by 
Paris  stiops. 

"Of  course  we  can't  compete  with  tht  | 
Champs  Elysees,"  says  Jean-Frangois 
Pezaire,  chief  of  staff  in  the  Montargis 
mayor's  office.  But  better  shopping,  he : 
might  entice  Chinese  tour  grou|  { 
en  route  from 
Paris  to  the  Loij 
Valley  to  stop; 
Montargis,  at  I 
to  pick  up  a  fe' I 
moremement 
-Carol  Mai 
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Etudiant  Chinois 
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Ven  Onwireless 


Introducing  the  BlackBerry®  8830  Worm  tainon. 

Works  around  the  world.  And  around  the  block  on  America's  most  reliable  wireless  network. 


Global  Capabilities    '      ^ 
Email  and  Phone 


WebBrowser 

BroadbandAccess  Connect  Capable 

Trackball  Navigation 


399.  2-yr.  price  less  5100  advanced  device  ccedi 
less  SIOO  mail-in  rebate  =  199:  with  new  2-y 
activalioiionany  voice  plan  of  39;  moi " 

orhigtierandadatafealureof  H'moi   

or  on  any  new  Voice  and  Data  Choice  Bundle  plar 


wireless.com/blackberry  ('Visit •a'VeVizon-^^itefi^i^CommUnicayohs Store  |  call  IMO.Miy^ABll (899.^2491 
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Art  Lessons  for  Heavy  Metal 


MANY  COMPANIES  patronize 
the  arts,  but  few,  if  s  safe 
to  say,  look  to  artists  for 
business  direction.  Maybe 
they  should.  Pickhan  Heavy 
Fabrication,  a  niche  metal 
banger  based  in  the  German 
city  of  Siegen,  says  it  was 
transformed  after  it  started 
making  monumental  steel 
sculptures  for  American  artist 
Richard  Serra,  the  subject 
of  a  current  retrospective 
at  New  York's  Museum  of 
Modem  Art.  Pickhan  began 
to  work  for  Serra  in  1997, 
after  the  sculptor's  Baltimore 
producer  closed.  "We  had 
invested  in  a  new  machine, 
and  we  needed  work  for  it," 
says  Friedhelm  Pickhan, 
the  66-year-old  company 
patriarch.  "I  didn't  know  a 
thing  about  art." 

Building  a  huge  Serra  piece 
is  one  part  heavy  industry 
and  one  part  origami,  with 
workers  feeding  inches-thick 
plates  of  steel  in  increments 
through  hydraulic  presses  the 
size  of  a  house.  The  expertise 
gained  from  this  demanding 
process  has  won  Pickhan 
contracts  to  build  oil-drilling 


platform  supports  and  other 
large-scale  industrial  gear. 
Executing  Serra's  graceful 
steel  curves  also  taught 
workers  how  to  make  so- 
called  spherical  shells- 
crucial  components  of  high- 
pressure  containers  used 
in  building  chemical  and 
pharma  plants.  "We  learned 


an  unbelievable  amount  from 
him,"  Pickhan  says. 
Serra  sculptures 
account  for  well  under 
10%  of  Pickhan  Heavy 
Fabrication's  revenues 
(which  the  company 
declines  to  disclose).  But 
the  work  continues  to  have 
a  dramatic  effiect  on  the 


FASHION  FORWARD 

SLEEK,  CHIC,  AND  OUT  OF  THIS  WORLD 


THE  SPACE  SUITS  used  by  today's  astronauts 

weigh  about  300  pounds  and  are  so  bulky  they 

severely  limit  mobility.  "You  can't  do  much 

bending  of  the  arms  or  legs  in  that  type  of  suit,' 

says  Dava  Newman,  professor  of  aeronautics 

and  engineering  systems  at 

MIT.  Along  with  colleague 

Jeffrey  Hoffman  (a  former 

astronaut),  her  students,  and 

Cambridge  (Mass.)  design 

firm  Trotti&  Associates, 

Newman  is  creating  a 

space  suit  of  the  future.  Her 

prototype  Bio-Suit  (photo), 

seven  years  in  the  making  and 
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not  yet  perfected,  is  lightweight  and  flexible. 
That's  because  it  dispenses  with  traditional 
gas  pressurization,  using  instead  "mechanical 
counterpressure"  that  turns  astronauts  into 
high-tech  mummies,  wrapping  them  in  tight 
layers  of  spandex  and  nylon 
material  to  exert  the  force  needed 
to  help  counteract  the  vacuum 
of  space.  The  finished  suit  is  still 
about  10  years  away  says  Newman, 
whose  team  is  working  on  getting 
the  Bio-Suit  to  deliver  the  required 
pressure:  one-third  of  that  exerted 
by  the  earth's  atmosphere. 

-Helen  Walters 


planf  s  industrial  prospij 
"We  would  have  never 
dared  do  something  of  f 
dimension,"  Pickhan  ss 
gesturing  toward  piec&t 
a  giant  ship's  crane.  Thl 
grovidng  number  of  larjrj 
scale  jobs  has  promptecd 
the  company  to  set  up  r 
operations  by  a  canal,  s 
huge  finished  products  s 
be  hauled  away  by  bargi 
By  now,  the  plant,  nn 
by  Pickhan's  son,  Uwe,ii 
made  some  50  Serra  ww 
"They  are  the  experts,  1 
only  ones  worldwide  wv 
can  do  it,"  says  Alexann 
von  Berswordt-WallrabI 
German  art  dealer  whoi- 
brought  Serra  to  the  Sir 
factory.  And  while  Friei 
Pickhan  has  seen  just  a 
of  the  sculptures  after  f 
leave  the  premises,  he  i  S 
it  to  New  York  for  the  s  n| 
opening  of  the  MoMA:  <» 
Sounding  astonished  b  i< 
reception  he  got,  he  saj 
"The  people  clapped,  a  1 
had  to  stand  up." 


-Jack  I 
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Want  to  spend  more  time  having  fun, 
and  less  time  looking  for  a  bathroom? 


LOMAX  may  improve  male  urinary  symptoms  due  to  BPH  in  1  WEEK. 


Waking  up  to  go? 

Stopping  &  starting? 

Going  often? 

Straining? 

Going  urgently? 

Weak  stream? 


Talk  to  your  doctor.  For  many  men,  FLOMAX  may  help  in  one  week. 
3MAX  is  approved  to  treat  male  urinary  symptoms  due  to  BPH,  also  called  enlarged  prostate. 
ily  your  doctor  can  tell  if  your  symptoms  are  due  to  BPH  and  not  another  condition  such  as 
bstate  cancer.  Common  side  effects  are  runny  nose,  dizziness  and  decrease  in  semen, 
fudden  decrease  in  blood  pressure  may  occur  upon  standing,  rarely  resulting  in  fainting, 
avoid  situations  where  injury  could  result.  If  considering  cataract  surgery,  tell  your  eye 
geon  you've  taken  FLOMAX.  To  learn  more,  call  866-432-9734  or  visit  4FL0MAX.com. 

If  you  can't  afford  FLOMAX,  our  Patient  Assistance  Program  may  tielp.  Call  800-556-8317. 


FLOMAX 

TAMSULOSIN  HO^'^'-"^ 
The  1-week  difference. 


(Bse  see  Patient  Information  on  adjacent  page. 

•ight  ©2007  Boehringer  Ingelheim  Pharmaceuticals,  Inc.  All  rights  reserved.  (01/07)  FL-33900 


C^  Boehringer     "^^ 
m\v  Ingelheim         r^ 
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FLOMAX 


TAMSULOSINHQ 


CAPSULES  0.4  MG 


IMPORTANT  PATIENT  INFORMATION 


What  is  FLOMAX? 

FLOMAX  is  a  prescription  medication  that  is 
specifically  designed  to  help  relieve  the  signs  and 
symptoms  of  benign  prostatic  hyperplasia  (BPH),  a 
condition  your  physician  may  refer  to  as  an  enlarged 
prostate.  FLOMAX  works  by  relaxing  the  prostate 
muscles  around  the  urethra,  allowing  urine  to  flow 
more  freely  out  of  the  bladder.  FLOMAX  is  NOT 
indicated  for  the  treatment  of  high  blood  pressure. 

Who  should  not  use  FLOMAX? 

You  should  not  take  FLOMAX  if  you  are  allergic  to 
tamsulosin  hydrochloride  or  any  other  component  of 
FLOMAX. 

What  should  I  be  aware  of  before  taking 
FLOMAX? 

0  An  enlarged  prostate  (BPH)  and  cancer  of  the 
prostate  cause  many  of  the  same  symptoms.  It  is 
important  that  you  see  your  doctor  first  to  rule 
out  prostate  cancer. 

0  Though  extremely  rare,  FLOMAX  and  other 
drugs  in  this  class  (alpha- 1  blockers)  have  been 
associated  with  prolonged  painful  erectfon 
(priapism),  which  is  unrelieved  by  sex.  If  this 
occurs,  seek  immediate  medical  attention,  since 
this  condition  can  lead  to  permanent  inability  to 
have  an  erection,  if  left  untreated. 

0  During  cataract  surgery,  a  condition  known  as 
intraoperative  floppy  iris  syndrome  (IFIS)  has 
been  observed  in  patients  treated  with  drugs  in 
this  class.  When  considering  cataract  surgery, 
inform  your  surgeon  if  you  are  taking  or  have 
taken  FLOMAX  and/or  other  drugs  in  this  class. 

o  If  you  have  had  a  serious  reaction  to  sulfa,  be 
sure  to  tell  your  doctor  before  taking  FLOMAX. 

0  FLOMAX  should  NOT  be  used  in  combination 
with  other  drugs  in  its  class  since  interactions 
may  be  expected. 

o  FLOMAX  should  be  used  with  caution  in 
combination  with  cimetidine  or  with  warfarin  (a 
drug  often  prescribed  under  the  brand  name 
Coumadin®  [Bristol-Myers  Squibb  Company]). 

Are  there  any  warnings  associated  with  the 
use  of  FLOMAX? 

FLOMAX  may  cause  a  sudden  drop  in  blood 
pressure,  especially  following  the  first  dose  or  when 
changing  doses.  Although  rare,  this  drop  in  blood 
pressure  may  be  associated  with  fainting, 
lightheadedness   or  dizziness.   Caution   should  be 


exercised  when  driving,  operating  machinery,  oi| 
performing  hazardous  tasks,  since  injury  could  result. 

What  are  the  most  common  side  effects  ol, 
FLOMAX? 

The  most  common  side  effects  are  dizziness,  runny] 
nose,  and  a  decrease  in  semen.  Other  side  effects:! 
include  headache  and  tiredness. 

How  should  I  take  FLOMAX? 

FLOMAX  0.4  mg  capsules  are  taken  once  daily< 
FLOMAX  should  be  taken  approximately  one-halii 
hour  after  the  same  meal  each  day.  If  you  stop  oi 
forget  to  take  FLOMAX  for  several  days,  start  agaiii] 
with  the  0.4  mg  once-daily  dose.  If  you  were' 
previously  on  a  higher  dose,  contact  your  doctofl 
before  returning  to  the  higher  dose. 

Do  not  crush,  chew,  or  open  FLOMAX  capsules. 

What  about  overdosing  with  FLOMAX? 

You  should  always  take  your  medications  accordind 
to  the  directions  given  by  your  doctor.  If  you  thinlij 
you  have  taken  an  overdosage  of  FLOMAX  capsules;! 
contact  your  doctor  immediately.  | 

Still  have  questions? 

For  more  information,  ask  your  doctor  or  pharmacist,  cal^ 
1-866-432-9734,  and/or  visit  www.4FL0MAX.com. 
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Introducing  Ellen 


THIS  WEEK,  ELLEN  POLLOCK  joins  us  as  executive  editor,  follow- 
ing a  stellar  l8-year  career  as  a  reporter  and  editor  at  The 
Wall  Street  Journal.  This  is  great  news  for  BusinessWeek  read- 
ers, because  Ellen  is  one  of  the  smartest,  best-trained,  and 
most  reader-focused  journalists  in  the  business. 

Ellen  and  I  met  in  the  1980s  at  The        have  a  dynamic  redesign  scheduled 


American  Lawyer  magazine,  where  we 
were  both  fortunate  to  work  with  a 
stable  of  talented  young  writers  and 
editors.  Even  in  this  company,  Ellen 
was  a  star,  and  she  has 
gotten  better  at  her 
craft  every  year  since. 

Most  recently,  she 
served  as  the  Journars 
deputy  page  one  editor, 
managing  a  group  of 
topflight  editors  and 
supervising  many 
important  pieces 
herself,  including  key 
parts  of  two  series 
that  won  Pulitzer 
Prizes.  Previously,  she 
was  a  senior  writer, 
reporting  on  such 
topics  as  corporate 
fraud,  shareholder  activism,  and  the 
Whitewater  scandal.  Ellen  is  also  an 
accomplished  author,  with  two  well- 
received  business  books  to  her  credit. 

Ellen  arrives  at  an  exciting  time 
for  BusinessWeek.  The  magazine's 
readership  has  risen  to  4.8  million,  its 
highest  level  in  nearly  a  decade.  We 
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for  the  fall.  John  Byrne,  whom  Ellen 
succeeds  at  the  magazine,  is  off  and 
running  as  the  new  editor-in-chief 
ofBusinessWeek.com,  bringing 

great  ideas  and  strong 
management  to  our 
fast-growing  Web  site. 
Our  new  president, 
Keith  Fox,  is  providing 
a  fresh  strategic 
vision  and  operational 
excellence  to  the  task  of 
running  the  business  of 
BusinessWeek. 

So  what  about  the 
reader?  We  continue  to 
strive  to  be  indispensable 
to  you  through  great 
journalism  that's  timely, 
concise,  useful,  credible, 
and  insightful.  Ellen 
shares  these  goals  and  has  the  skill,  the 
judgment,  and  the  desire  to  help  us  get 
even  better  at  fulfilling  them.  ■ 

\y  EDITOR-IN-CHIEF 
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THE  HIGH  COURT  WASN'T  KIND  TO 
SMALL  BUSINESS 

"THE  SUPREME  COURT:  Open  for  busi- 
ness" (News  &  Insights,  July  9/16)  de- 
scribed the  courf  s  term  as  "a  banner  year 
for  business"  and  noted  "the  business 
community's"  approval,  but  those  phrases 
may  mislead.  Global  corporations  lOce 
Philip  Morris,  Ford,  and  Goodyear  cer- 
tainly were  well  served,  but  not  necessar- 
ily America's  independent  businesses. 

At  least  two  antitrust  rulings  increase 
the  potential  for  large  corporations  to  un- 
dermine genuine  market  competition,  driv- 
ing out  smaller  businesses.  Another  rul- 
ing vindicated  federal  preemption  of  state 
banking  laws,  which  will  reduce  obstacles 
to  multistate  banks  gaining  even  greater 
market  share  from  smaller  competitors. 

-JeffMilchen 

Co-founder,  American  Independent 

Business  Alliance. 

Bozeman,  Mont. 

WHAT  AILS  U.S.  HEALTH  CARE: 
TWO  DIAGNOSES 

THE  RATIO  OF  DOCTORS  to  patients 
in  the  U.S.  was  suggested  as  being  very 
low  ("The  French  lesson  in  health  care," 
Health,  July  9/16).  But  no  mention  was 


made  as  to  why  that  might  be.  Unlike 
the  high-tech  industry,  where  Hl-B  visas 
are  granted  for  immigrant  workers,  the 
medical  profession  seems  to  be  tight- 
ly controlled  by  the  American  Medical 
Assn.  or  some  other  organization.  Even 
the  medical  degrees  of  doctors  from 
some  countries  are  not  recognized.  Doc- 
tors from  India  must  do  a  residency  for 
five  years  before  they  can  start  practicing. 
Even  when  the  doctors  are  experienced, 
such  restrictions  are  placed  on  them. 
Such  deterrents  ensure  that  supply  is 
always  lower  than  demand. 

-Sanjeev  Jain 
Wobum,  Mass. 

WHY  ARE  WE  SPENDING  16.5%  of  gross 
domestic  product  on  health  care  in  the 
U.S.,  vs.  10.7%  in  France,  to  get  infant 
mortality  rates  that  are  higher  and  life 
expectancy  that  is  shorter?  Why  do  the 
French  receive  more  health  services  at 
lower  cost  than  Americans?  Profligate 
spending  on  U.S.  physicians  would  seem 
to  be  the  answer. 

Unfortunately,  this  isn't  a  clue  to  a 
cure.  U.S.  physicians  earn  about  20%  of 
the  U.S.  health  dollar,  a  figure  that  has 
remained  stable  for  decades.  If  every 


DISCOVERS 


running  a  hospital  saves  lives  too 


the  balance  between  cost  and  care 


disease  is  global,  so  cures  should  be  too 


technology  must  be  affordable  to  be  effective 


the  easy  answer  may  not  be  the  right  one 
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American  physician  could  somei 
induced  to  work  for  nothing,  t 
health  bill  would  drop  to  13.2%  > 
Relative  U.S.  health  spending  w 
paid  doctors  would  remain  signii 
higher  than  the  French  10.7%. 

A  pay  cut  of  two-thirds  for  U.S 
cians  brings  their  salaries  in  liii 
French  doctors,  but  thaf  s  unrealiir 
doesn't  do  enough.  Cutting  costs 
health  care  requires  a  far  broader  b  ;h. 
-Dr.  Philip. 

Hoover  Institution,  Stanford  Ui 
Burlingami 

EXXONMOBIL  PLAYS  BY 
SCHOOL  RULES 

I  WOULD  LIKE  to  clarify  Exxon^r 
campus  recruitment  practices  ("T 
fessor  is  a  headhunter,"  Investijrf 
July  9/16).  As  part  of  our  commitii 
hiring  talented  graduates  to  helt* 
global  energy  demand,  ExxonMoli 
select  university  campuses  to  iira 
prospective  exployees  and  hold  l' 
sions  with  faculty.  At  all  times 
these  visits,  ExxonMobil  recruite;* 
ply  with  university  recruiting  polidj 

These  discussions  enable  us  to 
students  who  may  have  an  inter 
career  with  our  company  while  a  gi 
ing  us  the  opportunity  to  offer  oi  lev 
to  universities  on  the  curricula  t 
best  equip  students  to  build  sun 
careers  in  the  energy  industry. 

ExxonMobil  has  been  a  Ion] 
ing  financial  supporter  of  educf 
the  U.S.  In  2006  the  corporation  di 
charitable  arm,  the  ExxonMobil  I 
tion,  provided  over  $32  million 
universities  and  colleges.  At  uni\ 
where  we  have  a  recruiting  pi 
these  funds  are  provided  to  ur 
departments  in  the  form  of  unre 
grants.  The  grants  are  never  prov 
referring  students  to  ExxonMobil! 

-Keii 
Vice-President,  Publiu 
Exxon  Mol 
»  Irvin  to 


KIDDIE  SPAS  AND 

THE  PARIS  HILTON  EFFECT 

YOUR  ALARMIST  ARTICLE  on  V 
Ions/spas  is  laughable  ("What  ne 
blegum  Botox?"  UpFront,  July  2 
you  never  played  dress-up  as  a  li 
or  borrowed  your  mom's  high  he 
lipstick?  Comparing  harmless  fii: 
likes  of  rehab  queens  does  noth 
put  BusinessWeek  in  the  same  le 
Star  and  In  Touch. 

Furthermore,  these  salons  do 
cater  to  girls.  I  take  my  two 
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I  &  Sassy  in  Southlake,  Tex.,  and  I 
.rely  drag  them  out  of  there.  They 
jie  funhouse  mirrors  where  they 
remen  uniforms,  not  to  mention 
,  all  the  boy  toys,  such  as  slimy 
s,  astronaut  pens,  and  potty  putty, 
now  disappointing  that  such  "ca- 
"  to  them  will  lead  them  to  the 
"Paris  Hilton. 

-Paula  Reak  Joyce 
Southlake,  Tex. 


3L0ANS  SHOULDN'T  HAVE 
0  INTEREST  RATES 

miO  is  the  loan  shark?  ("Micro 
t  draws  mega  players,"  Finance, 
16).  Charging  the  most  vulnerable 
30%  interest  or  more  is  unconscion- 
f  the  borrower  were  an  owner  of  a 
ompany  with  lots  of  assets  needing 
is  of  dollars,  the  interest  charged 
;rson  would  be  very  low,  4%  to  8% 
)s.  In  the  case  of  people  who  are  try- 
get  ahead  by  starting  a  microbusi- 
nd  only  need  $150,  these  venture 
ists  and  other  big  investors  look  to 
a  tidy  profit  and  take  advantage  of 
a  and  children  the  world  over. 
j  J  -Marget  Ferguson,  AFO 

l^cro  Business  Development  Program, 
J  iZentral  Vermont  Community  Action 
,  Barre,  Vt. 

)rr  ASSUME  THE  BIG  THREE 
li  ITTING  ON  THEIR  HANDS 

[t,IR£D  FROM  FORD  Motor  a  few 
ai  ago  and  am  still  very  proud  of  the 
in  my.  So,  naturally,  I  was  a  litde 
>a  lointed  by  the  tone  of  your  article 
ti  ng  paranoid  at  Toyota"  (The  Corpo- 
i(  July  2).  It  is  one  thing  to  present  an 
di  praising  Toyota  for  their  efforts  to 
oi  .omplacency,  but  to  suggest  that  the 
n  tic  automakers  have  trod  the  path 
It  iiin"  through  "arrogance  and  iner- 
les  not  give  credit  to  the  thousands 
d  icated  individuals  at  Ford,  GM,  and 
IT  tr  who  are  absolutely  paranoid  and 
«■  ig  hard  every  day  to  regain  their 
m  inies'  competitiveness. 
Fd  was  trying  to  break  out  of  tradi- 
m  automaker  practices  and  make  an 
d  :onomy  business  look  more  like  a 
» economy  business;  hardly  an  ex- 
II  ofinertia  or  arrogance. 

-Jon  Baker 
Bloomfield  Hilb,  Mich. 
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PANAMA  INTL.  MERCHANDISE  MART 

The  Panama  International  Merchandise  Mart  (PIMM)  will 
soon  be  under  construction  near  the  Panama  Canal.  As  the 
region's  first  wholesale  merchandise  mart,  PIMM  will  offer 
a  unique  wholesale  opportunity  because  most  Latin  Ameri- 
can and  Caribbean  buyers  may  not  enter  the  United  States 
due  to  visa  restrictions.  The  project's  first  phase  will  cost 
$50  million;  total  investment  will  reach  $1  billion  by  2015. 

PIMM  will  be  located  in  Panama  close  to  the  second  -  largest 
free  zone  in  the  world,  whose  trade  reached  $14.6  billion  in 
2006,  up  by  1 3.1  %  from  the  previous  year.  However,  this  free 
zone  has  no  more  showroom  space  available,  and  thou- 
sands of  companies  are  waiting  to  operate  from  Panama. 
PIMM  is  poised  to  fill  the  gap  and  become  the  best  alterna- 
tive for  foreign  manufacturers  and  Latin  American  buyers. 

The  merchandise  samples  displayed  in  showrooms  can  be 
shipped  from  origin  to  anywhere  in  the  world.  It  is 
estimated  that  each  showroom's  yearly  turnover  will  reach 
$2  million  the  first  year  of  operation.  With  800  showrooms, 
the  new  merchandise  mart  should  trade  $1 .6  billion  in  2009, 
$7.6  billion  by  2010  and  $13.6  billion  after  the  project  is 
completed  in  2015. 

The  concept  is  simple:  offer  manufacturers,  exporters, 
wholesalers,  distributors,  sales  agents  and  business  people 
from  around  the  world  the  ability  to  buy  or  rent  a  conces- 
sion and  operate  their  own  permanent  showroom  at  the 
PIMM,  a  wholesale  mall  environment  that  will  facilitate 
them  to  access  450  million  Latin  American  and  Caribbean 
consumers.  With  a  stable  government,  the  U.S.  dollar  as 
legal  tender,  inflation  at  just  2.3  %  and  no  tax  on  profit, 
PIMM  in  Panama  is  today  the  best  place  to  invest  in  Latin 
America. 

Projected  profits  are  enormous  and  investor  returns  should 
be  generous.  Among  the  financial  opportunities  being 
offered  to  investors  are:  purchasing  a  showroom  conces- 
sion to  show  and  sell  their  products,  or  leasing  the  show- 
room back  to  PIMM  with  8.65%  return  on  their  money,  or 
investing  in  PIMM  via  our  holding  company.  Panama  Inter- 
national Merchandise  Mart  S.A  is  a  subsidiary  of  PIMM  Hold- 
ing Inc.,  a  Delaware  Corporation. 


www.pimm.com 


Tech&You 

BY  STEPHEN  H.  WILDSTROM 


T-MobUe  Dials  Up  Wi-Fi 

Staring  in  dismay  at  your  monthly  mobile-phone  bill,  you've  probably 
thought  about  trying  out  one  of  the  new  wireless  handsets  that  run  on  i 
cheap  or  free  Wi-Fi  network,  of  the  sort  that  may  already  be  in  your  hon' 
Such  phones  have  never  been  particularly  user-friendly,  but  T-Mobile  hg 
come  up  with  a  fresh  approach  that's  practical,  and  nearly  effortless  to  \\ 


For  $10  a  month,  on  top  of  your 
regular  plan,  you  can  eliminate  the 
problem  of  poor  wireless  coverage  in 
your  home  and  make  unlimited  calls 
without  using  voice-plan  minutes.  All  it 
takes  is  a  broadband  connection,  a  Wi- 
Fi  network,  and  one  of  two  Wi-Fi-ready 
handsets. 

For  T-Mobile  USA,  the  new 
T-MobUe  HotSpot  @Home  service 
makes  a  virtue  of  necessity.  The 
company  has  invested  heavily  in  Wi- 
Fi  and  operates  thousands  of  public 
hotspots  in  airports,  hotels,  and  retailers 
such  as  Starbucks  and  Borders.  But  its  voice  network  suffers 
from  spotty  coverage,  and  it  is  way  behind  rivals  Verizon,  Sprint 
Nextel,  and  AT&T  in  building  high-speed  data  networks  for 
mobile  phones. 

The  problem  with  Wi-Fi  in  handsets  has  been  the  lack  of  any 
simple  way  to  swatch  between  the  phone  network  and  Wi-Fi. 
Taking  advantage  of  Wi-Fi  required  connecting  manually  to  a 
network  and  using  voice  over  Internet  protocol  (VoIP)  software 
that  did  not  let  you  make  or  receive  calls  using  your  handset's 
regular  phone  number.  No  wonder  Wi-Fi  capabilities  ended  up 
being  used  almost  exclusively  for  data. 

UNDER  T-MOBILE'S  NEW  APPROACH,  the  Wi-Fi  setup  is 
completely  automated.  If  you  get  either  a  Linksys  or  D-Link 
wqreless  router  suppled  by  T-Mobile  ($50,  free  after  rebate)  or 
any  other  router  that  complies  with  the  Wi-Fi  Protected  Setup 
standard,  the  push  of  a  button  on  the  router  automatically 
con%ures  your  handset  for  the  network.  After  that,  you 
will  connect  to  the  Wi-Fi  network  in  your  home— or  to  one 
outside— whenever  your  phone  comes  into  range. 

Equally  important:  Your  phone  behaves  exactly  as  if  it  is 
on  T- Mobile's  regular  wireless  network,  even  though  you  are 
connected  through  Wi-Fi.  Instead  of  a  signal  being  sent  to  your 
handset  from  a  tower,  the  call  travels  over  the  Web  to  your  home 
network,  which  then  generates  a  ring  signal.  If  you  happen  to 
be  on  a  call  when  you  move  in  or  out  of  Wi-Fi  coverage,  you 
switch  networks  vsdthout  dropping  the  connection. 

I  found  both  handsets  worked  seamlessly  at  all  the  T- 


Mobile  hotspots  I  tried.  And  th 
do  so  throughout  the  U.S.,  thoi 
not  abroad.  You  can  also  connd 
to  any  other  Wi-Fi  network,  su 
as  one  in  the  office,  if  you  have  { 
password— or  if  the  network  d, 
require  one.  You  cannot,  howei 
connect  to  public  Wi-Fi  netwoiJ 
that  ask  you  to  register  on  a  Wvj 
page,  even  if  they  are  otherwisJ 
free.  And  international  calls  arf 
subject  to  long-distance  chargrj 

The  biggest  flaw  in  HotSpot 
@Home  is  the  poor  choice  of  hiH 
sets  that  work  with  it.  T-Mobil«| 
only  two  relatively  low-end  i 
the  Nokia  6086  and  the  Samsj 
^HOmC  t409  (both  $50  vidtii  an  @Ho:> 

-^-^  subscription).  There  are  lots  c  I 

Wi-Fi-ready  handsets,  includiJ 
HTC  Dash  and  Wing  smartph  I 
already  offered  by  T-Mobile,  aT 
assortment  of  feature-rich  No.1 
sold  in  Europe,  such  as  the  Ef  j 
N95,  but  they're  not  set  up  to 
with  HotSpot  @Home.  T-Mol  I 
says  it  will  offer  additional  ha  | 
in  coming  months. 
The  technology  that  makes  @Home  work  is  a  standarnl 
called  Unlicensed  Mobile  Access.  It  would  be  a  boon  to  A  | 
new  iPhone,  but  iPhone  carrier  AT&T  hasn't  implement© 
it.  And  if  s  not  available  with  the  network  technology  use  i 
by  Verizon  and  Sprint.  T-Mobile  has  long  been  viewed  as  I 
technological  laggard  in  the  U.S.,  but  @Home  shows  it  h 


Its  HotSpot 

[ome 
IS  easy  to 
use^butthe 
handsets 
aren't  great 


some  tricks  up  its  sleeve. 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 
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When  you  need  someone  to  go  the  extra .  ■ ... 

Above  and  beyond.  Far  and  wide  - 
to  get  you  the  IT  help  you  need,  we're  there. 

More  demands  and  more  pressure.  Less  time  and  fewer  resources.  Business  today  is  full  of  challenges.  When  it  comes  to 
technology,  CDW  will  do  what  it  takes  to  respond  to  your  needs.  We  have  products  from  the  top  names  in  the  industry, 
in  almost  every  technology  category  imaginable.  Our  dedicated  account  managers  and  technology  specialists  can  offer 
advice  and  create  solutions,  from  the  simple  to  the  complex.  We  even  have  a  full  range  of  custom  configuration  services 
at  your  disposal.  So  when  you  need  IT  help,  think  CDW.  We're  there  with  whatever  you  need,  whenever  you  need  it. 


CDW.GOm   800.399.4CDW 


The  Right  Technology  Right  Away ' 


MediaCentric 


BY  JON  FINE 


Rankings:  A  New  Web  Orde 

In  May,  1991,  Billboard  abruptly  changed  how  it  calculated  its  top  200  alll 
chart.  Using  Nielsen  SoundScan  data,  which  tallies  up  sales  at  thousand:! 
of  retail  outlets,  the  industry  icon  became  purely  reflective  of  the  week's  t 
sellers.  (Previously,  retailers  were  merely  asked  to  name  "hot"  records,  a  i 
system  that  was  easily  gamed.)  A  new  order  of  pop  music  was  revealed, 


and  country,  hard  rock,  and  hip-hop  began 
flexing  their  true  muscle  on  the  charts. 

This  month,  Nielsen  again  flipped 
around  a  key  ratings  measure.  It  will 
now  rank  Web  sites  by  how  much  time 
users  spend  on  them,  and  de-emphasize 
total  page  views  as  the  prevailing  metric. 
Nielsen's  move  is  a  nod  to  how  habits  and 
technologies  on  the  Web  have  changed, 
thanks  to  video  and  applications  like 
Ajax,  which  delivers  fresh  content  to  Web 
pages  so  users  no  longer  need  to  click 
through  more  screens  to  see  more  stuff". 
The  theory  is  that  time  spent  is  a  better 
measure  of  (pain-inducing  buzzword 
alert)  "engagement"  with  a  given  Web  site, 
although  this  remains  a  highly  inexact  science.  But,  wait,  there's 
this  voice  in  my  head  asking  all  kinds  of  questions . . . 

Does  this  significantly  resliape  the  Web's  top  ten? 

Not  entirely.  The  big  guys,  like  Yahoo!,  are  still  the  top  players. 
But  in  May,  the  first  month  for  which  data  are  available,  three 
new  entries  not  on  the  top-page-view  list  cracked  the  time- 
spent  top  10:  Electronic  Arts,  because  video  gamers  stay  put 
for  a  long  time;  Apple,  whose  iTunes  is  more  of  a  time-suck 
than  a  click-generator;  and  Microsoft's  software  home  page 
(read:  not  MSN.com).  Dropping  off" the  list  were  largely  free 
classifieds  site  Craigslist,  social  network  Facebook— all  those 
party  pics  eat  up  clicks,  not  time— and  Comcast.  AOL  goes 
from  #6  to  #1,  while  Google  slips  from  #1  to  #5. 

Boy.  Bad  news  for  Google,  huh? 

No.  Advertisers  don't  buy  Google  for  page  views  or  time  spent. 
They  buy  Google  for  its  ad  networks,  which  remain  ubiquitous. 
Don't  expect  this  to  make  a  molehill  out  of  Mountain  View. 

Wait  a  minute.  Did  you  say  AOL? 

Two  words  for  you:  Instant  Messenger.  IM  vvdndows  stay  open 
all  day,  hidden  unless  they're  in  use.  This  gets  at  one  key  facet 
of  why  time  spent  is  an  imperfect  measure:  You  can  visit  a 
site  for  hours  without  actually,  um,  visiting  it.  Also  plumping 
AOL's  results  is  e-mail,  which  isn't  much  of  an  ad  vehicle.  AOL's 
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nabbing  the  top  spot  may  not  bring 
of  ad  dollars. 

So  the  change  doesn't  matter,  them 
or  anyone  else.  ' 

No,  that's  not  right,  either.  The  real  ai, 
here  is  how  this  plays  out  in  specific « 
categories,  like  news  or  sports.  If  a  n: 
buyer  wants  to  divide  up  ad  dollars  £^ 
say,  the  top  10  sports  or  entertainmei 
and  this  changes  those  ranks,  it  mea' 
that  ad  dollars  may  well  shift:  within  i 
categories.  AOL  Sports,  for  instance, 
#6  in  time  spent  but  doesn't  crack  tl 
category's  top  ten  in  page  views.  If  ti 
spent  becomes  the  metric  b; 
media  buyers  cull  top  sites,  ■ 
AOL  Sports'  prospects  just  gt 
lot  brighter.  And  AOL  News* 
.  up  to  #2  in  that  category's  t 

SpCriL  on  3.  spent  top  ten,  after  being  #; 

*  "*  page  views.  Of  aU  the  big  plji 

AOL  looks  like  it  has  made  t 
ryr  "r)Q  p'p  A/IPAVS    most  incremental  gains  in  c 
^    &  rankings.  Sorry,  AOL-haters 

^^"^^^^^  long-derided  Time  Warner 

vampiric  ways  persist,  whio 
say  it  will  take  a  stake  through  AOL's  heart  to  finish  it  off. 


There  must  be  ways  to  game  this  new  metric. 

Sure.  There  always  are.  There's  an  incentive  now  to  actua 
down  your  site,  although  making  it  too  poky  may  exaspei 
surfers  all  the  way  into  the  arms  of  your  competition.  If  s 
that  you'll  see  more  sites  ramping  up  video— Sony  just  lai 
its  video  portal.  Crackle!,  in  mid-July— and  add  all  sorts  o 
"widget"  add-ons  to  glue  viewers  to  their  page.  Once  the 
an  arms  race  over  getting  site  \dsitors  to  click  as  many  pa; 
possible.  Now  there's  an  arms  race  to  make  them  sit  still. 


Nielsen  now 
rates  by  time 

on  a 
site  instead 

reviews 
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For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
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ehind  Bemanke's 
icture-Perfect  Forecast 

Fed  still  frets  that  inflation  won't  behave  as  policymakers  expect 


(A 

3 
(D 
(A 


b.S.  ECONOMY 


In  an  era  when  one  of  the  Federal  Reserve's  top  ^£ 

rities  is  better  communication  with  the  financial  markets  and  Q 

e  transparency  in  its  policy-setting  process,  the  Fed's  semiannual  Q 

casts  for  the  U.S.  economy  remain  one  of  the  more  confusing  J^ 
icts  of  monetary  policy.  Are  they  really  forecasts,  based  on  the 


nakers'  best  judgments  of  the  fiiture,  or  are  they 
|i  defined  targets,  showing  what  the  Fed  would 
jl  achieve?  Economists  think  the  prognostications 
1  enough  of  the  latter  to  act  as  a  guide  to  possible 
•s  in  interest  rates  if  reahty  takes  a  different  course, 
."'s  why  if  s  worth  taking  a  close  look  at  the 
itest  forecast  in  its  Monetary  Policy  Report  to  the 
ss,  delivered  by  Fed  Chairman  Ben  Bemanke  in 
imony  on  July  18-19.  The  projections  for  2007  and 
re  a  central  banker's  dream  (table).  They  show 
ite  economic  growth  that's  slow  enough  to  assure 
n  will  be  in  the  Fed's  comfort  zone  next  year  but 
ough  to  hold  the  unemployment  rate  only  a  pinch 
ts  current  low  level.  In  a  scenario  like  that,  the  Fed 
:o  on  vacation  from  now  through  all  of  next  year, 
forecast  implies  the  economy  will  grow  at,  or  a  tick 
its  long-run  trend.  That's  a  pace  consistent  with 
5  inflation  under  control,  because  it  prevents  labor 
s  from  becoming  too  tight,  and  it  keeps  pressure 
iuction  capacity  from  building.  Of  course,  as 
ike  noted,  the  growth  projections  "are  conditioned 
assumption  of  appropriate  monetary  poUcy."  That 
don't  tell  us  what  shifts  in  interest  rates  might  be 
along  the  way.  Higher-than-expected  growth  or 
n  could  provoke  a  rate  hike,  while  undershooting 
rigger  a  rate  cut. 

DY,  THE  FED  HAS  SEEN  some  small  deviations 
i  previous  forecast,  issued  wdth  its  last  poUcy 
3ack  in  February.  The  current  projection  for 
in  2007  is  now  a  quarter-point  lower  than  before, 
fleets  the  economy^s  sluggish  0.7%  annualized 
the  first  quarter. 

1008,  the  policymakers  expect  the  economy  to 
a  bit,  as  the  housing  drag  lessens,  and  they  see 
a  outside  of  energy  and  food  easing,  from  an 
d  2%  to  2.25%  in  2007,  to  1.75%  to  2%,  based  on 
's  preferred  price  measure.  Inflation  has  proven  a 
er  so  far  this  year.  That  gauge  fell  to  1.9%  in  May, 
ow  lies  in  the  1%  to  2%  comfort  zone  of  most 
lakers  for  the  first  time  in  more  than  three  years. 
so,  based  on  Bemanke's  testimony,  the  Fed 


continues  to  believe  the  biggest  risk  to  its  forecast 
is  higher  inflation,  not  a  weak  economy.  Prior  to  the 
slowdown  in  the  Fed's  price  gauge,  the  policymakers 
said  their  biggest  concern  was  that  inflation  would  not 
moderate  as  expected.  Now,  despite  tamer  inflation 
readings,  Bemanke  says  a  sustained  moderation 
in  inflation  pressures  has  "yet  to  be  convincingly 
demonstrated." 

Why  the  persistently  tough  talk?  Bemanke  and  other 
poUcymakers  are  most  keenly  focused  on  the  already 
tightly  wound  labor  markets  and  the  inflation  pressures 
they  could  generate.  As  a  result,  the  Fed  Chairman's 
hawkish  words  put  attention  squarely  on  the  central 
bank's  forecast  for  economic  growth  and  how  the 
economy's  pace  will  influence  the  unemployment  rate. 
On  that  front,  the  Fed's  forecast  for  economic 

growth  this  year  looks 
somewhat  at  odds 
with  its  expectation 
for  unemployment. 
The  projection  that 
the  economy  wall  grow 
2.25%  to  2.75%  from  the 
end  of  2006  to  the  end  of 
2007  imphes  that  growth 
in  the  second  half  of  this 
year  will  be  in  the  range 
of  about  2.5%  to  3%, 
assuming  an  expected 
rebound  in  second- 


HOW  THE  FED  VIEWS 
THE  OUTLOOK 

I  FED'S  CENTRAL 

TENDENCY  FORECAST 

(Q4  TO  Q4  PERCENT  CHANGE) 


2007 

2008 

REAL  GDP 

2.25-2.5  2.5-2.75 

CORE  INFLATION* 

2.0-2.25 

1.75-2.0 

UNEMPLOYMENT 
RATE  (Q4  AVG.) 

4.5-4.75 

ABOUT 
4.75 

•PERSONAL  CONSUMPTION  EXPENDITURES 
PRICE  INDEX  EXCLUDING  FOOD  AND  ENERGY 
Data:  Federal  Reserve 

quarter  growth.  However,  the  economy  has  grown  only 
a  bit  over  2%  during  the  past  year,  and  the  jobless  rate 
has  actually  edged  lower.  If  second-half  growth  comes 
in  at  the  high  end  of  the  Fed's  range,  the  jobless  rate 
would  likely  fall  even  further,  creating  more  concem  over 
potential  wage  and  price  pressures. 

THE  FED'S  PROJECTIONS  also  highlight  a  new 
criticism  that  has  cropped  up  recendy:  The  central 
bank's  inflation  forecast  focuses  on  core  inflation,  which 
omits  energy  and  food,  while  ignoring  overall  inflation. 
Although  the  core  inflation  using  the  Fed's  preferred 
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index  has  fallen  within  the  1%  to  2%  comfort  zone  as 
of  May,  overall  inflation  for  that  same  index  is  running 
at  2.3%.  The  same  pattern  is  true  for  the  more  popular 
consumer  price  index.  Through  June,  the  core  CPI  is 
up  2.2%  from  a  year  ago,  but  the  total  index  is  up  2.7%, 
reflecting  the  high  inflation  rates  for  food  (4%)  and 
energy  (4.6%)  (chart).  Bemanke  addressed  this  issue  in 
his  testimony  and  in  a  recent  speech. 

Policymakers  defend  this  choice  by  noting  they  cannot 
control  short-term  ups  and  downs  in  energy  and  food 
prices,  which  are  usually  subject  to  weather  and  other 
supply  conditions  both  at  home  and  abroad.  But  try 
telling  that  to  the  folks  on  Main  Street.  Those  two  items 
make  up  about  20%  of  consumer  spending. 

The  Fed  Chairman  and  nearly  all  economists  believe 
fluctuations  in  energy  and  food  prices  can  exert  a  lasting 
effect  on  inflation  only  if  they  pass  through  to  other 
prices  and  ultimately  alter  consumer  and  business 
expectations  of  inflation.  If  people  begin  to  anticipate 
rising  prices,  they  wdll  work  those  expectations  into  their 
pricing  and  wage  behavior,  thus  setting  off  the  classic 
wage-price  spiral.  But  if  expectations  are  held  in  check, 
other  prices  adjust,  oflFsetting  the  overall  impact,  as 
budgets  get  squeezed  and  spending  patterns  change. 

THE  IDEA  OF  ASSURING  investors  that  long-term 
inflation  expectations  remain  firmly  in  check  is  central  to 
Bernanke's  theory  of  how  sound  monetary  policy  should 
be  practiced.  He  laid  out  these  ideas  in  great  detail  in 
a  speech  on  July  10,  most  likely  in  a  pointed  effort  to 
explain  the  Fed's  focus  on  core  inflation.  He  allowed  that 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


various  data  showed  inflation  expectations  were  we] 

anchored— at  least  enough  to  believe  that  overall  inl 

will  ultimately  converge  to  the  core  rate. 

However,  he  also  noted  that  expectations  were  nc ' 

perfectly  anchored,  since  they  still  fluctuate.  Thaf  s  ( , 

reason  Bemanke  &  Co.  continue  to  give  heavy  weigl 

to  the  risk  that  infla 
HOW  ENERGY  AND  FOOD  ^i,  „„.  „f„„  j„-^  • 

AFFECT  INFLATION  ^       f       I 

face  of  costlier  ener 

and  food.  Bemanke 

long  argued  that  a  r 

perfect  anchoring  c 

be  achieved  by  the  1 

adopting  an  explicil 

inflation  target.  Sue 

target,  he  believes,  i 

make  the  economy  > 

less  vulnerable  to  si 

term  sviangs  in  enei 

and  food  prices. 

All  this  is  why  the  Fed's  semiannual  forecast  coul 

eventually  play  a  central  role  in  policy  communicati 

and  transparency.  If  these  forecasts,  especially  the  o 

for  inflation  over  the  long  term,  are  seen  as  objectivf 

for  policy  to  achieve,  then  the  Fed  can  more  publich 

clearly  anchor  inflation  expectations. 

Fed  discussions  of  possible  targeting  strategies  a 

ongoing,  and  any  decision  remains  a  ways  off.  But  i 

then,  if  you  believe  the  Fed  will  act  to  ensure  its  latef 

inflation  forecast  comes  to  fruition,  then  you  have  n 

reason  to  expect  inflation  to  be  anything  but  tame. 
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BUDGET  DEFICIT 


Less  Red  Ink  Now.  Lower  Rates  Later? 


THE  ODDS  LOOK  good  for  the 
federal  budget  deficit  to  post  the 
smallest  shortfall  in  five  years, 
while  conditions  look  promising 
for  even  less  red  ink  next  fiscal  year. 
What's  more,  the  unexpectedly  rapid 
shrinkage  in  the  deficit  could  begin  to 
affect  interest  rates— favorably. 

With  three  months  left  in  fiscal 
year  2007,  the  budget  deficit  is  $121 
billion,  compared 
with  $206  billion  over 
the  same  period  for 
FY  2006.  Mer  the 
June  data  showed  a 
monthly  surplus  of 
$27.5  billion,  it's  likely 
that  the  deficit  will  be 
much  smaller  than 
the  revised  forecast  of 
$205  billion  that  the 
White  House  issued 
on  July  11. 

Revenue  gains  are 


LESS  DEBT  TO 
FINANCE 
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outpacing  increases  in  spending. 
Through  the  first  nine  months, 
receipts  are  up  7.5%  over  a  year  ago. 
At  the  same  time  outlays  have  risen 
just  2.5%.  A  healthy  labor  market, 
hefty  corporate  profits,  and  a  surging 
stock  market  are  fueling  the  strong 
rise  in  tax  receipts. 

Economists  expect  revenues 
will  slow  but  continue  to  outpace 

spending  gains  next 
fiscal  year,  pushing 
the  deficit  even 
lower.  Even  if  the 
housing  contraction 
persists,  the  jobless 
rate  ticks  up  a  litde, 
and  the  economy 
grows  modestly, 
Christopher  Low,  an 
economist  at  FTN 
Financial,  expects 
the  gap  would  still 
bejust  about  $120 


billion.  If  the  U.S.  military  start: 
pulling  out  of  Iraq  or  Congress 
makes  no  progress  on  reformin 
alternative  minimum  tax,  "a  su: 
cannot  be  mled  out,"  says  Low. 

A  smaller-than-expected  defi' 
the  U.S.  Treasury  Dept.  trimmii 
number  of  securities  it  is  issuin 
May  it  stopped  selling  new  ±re 
notes,  and  some  economists  bek' 
Treasury  may  even  begin  buyinji 
some  debt. 

A  reduction  in  Treasury's  fin» 
needs  is  coinciding  with  fewer  ( 
issues  from  mortgage  lenders  a 
agencies  such  as  Fannie  Mae.  T 
combination  means  a  smaller  S" 
of  new  debt  is  hitting  the  bond 
market.  As  long  as  inflation  beb . 
Low  believes  reduced  demand  1» 
borrow  funds  could  "be  one  of  i 
big  positives  for  lower  interest  i 
over  the  next  year."  ■ 

-By  James  M 
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staphylococcus  bacteria  attacks 
call  center  of  Fortune  500®  company. 


Half  of  department  hospitalized 
with  staph  infections. 


Employees  miss  total  of 
540  workdays. 


Company  bleeds  red  ink. 
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red  through  the  nasal  canal,  but  nearly  broke  the  company's  back.  At  Unum,  we 
:he  health  of  your  business  is  directly  related  to  the  health  of  your  employees, 
/vhy  our  benefits  are  designed  to  strengthen  both.  We  can  provide  income  protection 
bled  workers  and  offer  solutions  to  get  them  back  on  the  job  sooner.  To  help 
absenteeism,  we  also  educate  employers  on  the  major  causes  of  disability.  Find 
N  Unum  can  benefit  your  business  by  calling  your  broker  or  Unum  representative. 
us  at  unum.com.  You'll  find  we're  a  breath  of  fresh  air. 

ILITY    °    LIFE    o    LONG  TERM  CARE    °    VOLUNTARY  BENEFITS 


oducts  and  services  are  offered  by  the  subsidiaries  of  Unum  Group  ©  2007  Unum  Group  All  nyhis  reserved. 
|gislered  trademark  and  marl<eling  brand  of  Unum  Group  and  its  insuring  subsidiaries  NS07-076 
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Better  benefits  at  work. 
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BEAR  STEARNS'  EMPTY  FUNDS 

It  took  a  while,  but  the 
saga  of  two  big  hedge 
funds  that  lost  a  pile  on  the 
subprime  market  came  to 
its  inevitable  conclusion 
this  week.  On  July  17,  Bear 
Steams  (headquarters, 
photo)  notified  investors 
that  that  they  can  expect  to 
get  back  litde  if  anything 
when  the  two  funds  are 
wound  dowTi.  In  a  letter 
to  investors  in  one  fund, 
the  firm  says  the  process 
of  tallying  losses  "has 
been  much  more  time 
consuming  than  in  prior 
months  due  to  increasingly 
difficult  market 
conditions."  The  funds  had 
raised  $1.6  billion  but  used 
bank  loans  to  boost  their 
buying  power  by  billions. 
At  their  peak,  the  two 
hedge  funds  controlled  investments  in  nearly  $20  billion  worth  of  collateralized  debt 
obligations,  a  sophisticated  bond  backed  by  mortgages  to  borrowers  with  iffy  credit 
histories.  Their  downfall  has  sown  fear  on  the  Street.  Indeed,  in  the  past  several  weeks 
a  number  of  smaller  hedge  funds  that  bet  mainly  on  CDOs  have  racked  up  big  losses, 
and  some  are  moving  to  shut  their  doors. 
See  "Why  Fannie  and  Freddie  are  fidgety,"  page  33 


Murdoch  Moves  Closer 
The  Dow  Jones  board  on  July 
17  gave  its  stamp  of  approval 
to  News  Corp.'s  $5  billion 
offer,  so  now  shareholders 
will  have  tlieir  say.  That 
means  a  potential  showdown 
with  some  members  of  the 
controlling  Bancroft  family, 
who  are  known  to  be  aghast 
and  hunting  for  a  white  knight. 
The  final  vote  could  happen 
within  a  week.  In  a  separate 
development,  The  Wall  Street 
Journal  said  on  July  18  that  the 
SEC  plans  to  file  charges  against 


a  Dow  Jones  board  member, 
David  Li,  in  connection  with  an 
insider-trading  case. 
See  "If  Dow  Jones  says 
no  thanks," page  34 


dealmaldng,  however.  Analysts 
say  another  mining  or  metal^ 
outfit  may  stake  a  claim  to  it. 
M?HHI*  "Rio  Tinto-Alcan: 
Just  the  start" 
businessweek.com/go/tbw 


Aluminum  Wars 

It  courted.  It  bid.  It  lost.  Two 
months  after  offering  $275 
billion  for  Canadian  aluminum 
maker  Alcan,  Alcoa  gave  up  on 
July  12,  conceding  to  mining 
giant  Rio  Tinlo,  which  agreed 
to  pay  a  shiny  $38.1  billion. 
Alcoa  may  not  be  done  with 


Freeing  the  KPMG  13 

The  dismissal  of  charges 
involving  tax  shelters  against 
13  former  KPMG  executives 
was  no  garden-variety  defeat 
for  prosecutors.  On  July  16  a 
New  York  federal  court  judge 
said  the  feds  imconstitutionally 


"coerced"  KPMG  into  reft 
to  pay  attorneys'  fees  for  t 
employees.  The  opinion  g 
momentum  to  legislation 
would  ban  a  host  of  stron 
arm  tactics  the  Justice  Dep 
has  used  since  Enron's  coll  * 
to  target  white-collar  crin 
Prosecutors  are  likely  to  a 


IB 
Chemicals  Czar? 

Secretive  billionaire 
Len  Blavatnik  has  been  tryt^ 
to  build  an  empire  in  cheif 
but  keeps  getting  outbid 
July  17  he  finally  won.  Th<< 
Basell,  a  Dutch  chemical  r  * 
he  bought  in  2005,  Blavau 
has  agreed  to  pay  $19  billl 
in  cash  for  Lyondell  Cheminl 
including  debt.  His  combf 
surpass  DuPont  in  sales. 
liUliUl^  "M&A:  Now  ifs 
chemicals'  turn" 
businessweek.com/go/tbw 
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Houghton  Bulks  Up    I  '^. 

It's  a  textbook  case  of  a 
consolidating  industry.  T 
latest  merger  in  the  educ; 
publishing  field  was  annc  _ 
on  July  16,  when  British-J    ill 
Reed  Elsevier  sold  the  remri  ml 
units  of  its  Harcourt  Educas 
unit  to  Houghton  Mifflin  fo  a 
$4  billion.  Houghton  join! 
The  McGraw  Hill  Companies^  ide 
publisher  oi  BusinessWeeH  ifc 
Pearson  in  a  dwindling  grul 
of  major  players. 


Apollo  Takes  Wing 
Apollo  Management,  the 

private  equity  firm  found 
Leon  Black,  has  watched  \ 
such  as  Blackstone  Group  i 
a  bundle  through  IPOs.  / 
would  like  to  reap  a  few  i 
as  well,  but  it's  not  keen 
the  scrutiny  that  would  c 
with  a  public  listing.  Ins' 
according  to  The  Wall  St 
Journal  on  July  12,  Apolk 
shares  will  trade  on  a 
Goldman  Sachs  platform 
limited  to  institutional 
investors. 
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•ting  Target 
n  Ackman,  one  of 

investors  who  sets 
»ement  quaking, 
sed  on  July  16  that  his 
fund  has  a  9.6%  stake 
cale  discounter  Target, 
in  said  in  a  regulatory 
iiat  he  wants  to  open 
sions  on  ways  to  boost 
)ck  price.  He  didn't  say 
le  had  in  mind  and 
return  a  call  seeking 
ent.  Analysts  suspect 
s  value  in  Target's  real 
I -it  owns  85%  of  its 
t— or  in  selling  its  credit- 
ortfolio.  Meanwhile, 
I's  M^earDazTy  reported 
/ 18  that  KKR  and 
I  in  Sachs  will  offer 
bllionfor  Macy's. 


are  thought  to  be  interested 
in  Volvo,  which  could  fetch 
$6.5  billion  to  $8  bilUon. 
l!Ul!Ul#  "Who  wants  Volvo?" 
businessweek.com/go/tbw 


Where  There's  Smoke 

It  could  be  the  last  big  merger 
among  European  tobacco 
companies:  British  cigarette 
maker  Imperial  Tobacco  said  on 
July  18  it  plans  to  buy  Franco- 
Spanish  rival  Altadls,  maker  of 
Gitanes  and  Gauloises,  for  $22.3 
billion.  The  deal  still  could  be 
scuppered  by  a  richer  offer. 
mmi9  "A  match  for  European 
tobacco  giants?" 
businessweek.com/go/tbw 


tale:  Volvo 

lid  some  weeks  back 
wasn't  talking  to  anyone 
jelling  its  Volvo  cars 
bw  it's  changing  gears, 
ives  said  on  July  16 
e  company's  financial 
•s  are  exploring  a  sale, 
already  seeking  buyers 
d  Rover  and  Jaguar  as 
in  Mulally  refocuses  the 
ny  on  the  Ford  brand 
Ade.  BMW,  an  investment 
headed  by  the  Wallenberg 
of  Sweden,  and  Renault 


A  Recruiter's  Crash 
Jeffrey  Christian,  who  recruited 
Carly  Fiorina  to  be  ceo  of 
Hewlett-Packard  in  1999,  pleaded 
no  contest  on  July  16  to  charges 
of  "reckless  homicide"  related 
to  the  death  of  a  fellow  recruiter 
to  whom  he  had  given  drugs 
and  to  another  charge  related 
to  giving  drugs  to  a  minor.  (See 
"The  rise  and  fall  of  a  corporate 
headhunter,"  BW— Apr.  2.)  He's 
expected  to  serve  two  years  of  a 
three-year  sentence. 
[!UlSUi9  "No-contest pleas  in 
the  Jeff  Christian  case" 
businessweek.  com/go/tbw 
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low  bad  was  the  bad  boy  of  tech's  heyday?  That  question 
be  answered  in  court  as  an  acrimonious  civil  lawsuit 
«ds.  The  suit,  first  reported  on  July  13  in  The  Wall 
Journal,  was  filed  by  a  former  aide  to  Henry  Nicholas  III, 
under  of  chipmaker  Broadcom.  In  his  legal  filing,  Kenji  Kato 
s  that  Nicholas,  known  during  the  tech  boom  for  fast  cars 
or  calling  employees  into  work  at  all  hours,  forced  Kato  to 
and  use  drugs.  He  also  says  Nicholas  threw  wild  parties 
lired  prostitutes  for  clients.  Nicholas,  who  stepped  down 
mly  in  2003,  says  the  charges  are  baseless  and  part  of  an 
pt  to  extort  money.  Federal  officials  have  been  investigating 
Nicholas  and  Broadcom 
for  improper  backdating  of 
stock  option  grants  and  have 
expanded  their  probe  to  look 
into  Kato's  allegations,  says  the 
Journal.  In  January,  Broadcom 
took  a  $2.24  billion  charge, 
^         _^^  saying  it  found  options  for 

1        ^^3r     /  232.9    million    shares    that 

had  been  backdated,  with 
9.7  million  going  to  executives, 
not  including  Nicholas. 

HENRY  NICHOLAS 
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paramount 
dreamwork: 

SPLITI 


Bad  blood  between  the  studia 
and  Spielberg  could  end 
this  Hollywood  marriage 

BY  RONALD  GROVER 


COULD  PARAMOUNT  PICTURES  LOSE  STJi 
Spielberg  and  the  DreamWorks  studio  it  b(l 
just  20  months  ago  for  $L53  bilHon?  It's  eiK 
puhsible.  People  close  to  Spielberg  say  he  is  V 
ihai  Paramount  has  treated  his  team  shabbih 
gxabbed  credit  for  DreamWorks  productiai 
Spielberg  were  to  leave,  says  a  person  fa^ 
with  the  situation,  he  could  take  several  of  his  hitmakers  ai( 
DreamWorks  name  with  him. 

Spielberg's  departure  would  be  a  huge  blow  to  Paran( 
chief  Biad  Giey.  whose  nascent  turnaround  at  the  studio  is! 
largely  on  DreamWorks  hits,  including  Transformers  and  H 
of  Glory.  In  recent  months,  Grey  has  been  toiling  to  rebuil 
relationship  with  Hollywood's  most  powerful  director-prod 
In  early  July,  Grey  went  to  Spielberg's  sprawling  East  Hi 
ion  (N.Y.)  compound  and  gave  him  a  $1  million  cheeky 
Paramount  for  the  Shoah  Foundation  Institute,  which  Spi^' 
founded  m  1994  as  a  tribute  to  Holocaust  victims.  Paraiif 
and  its  patent,  Viacom  Inc.,  express  confidence  that  Spi^ 
will  stick  axound.  "We  couldn't  be  happier  with  Dream'Wl; 
and  I  think  they're  enjoying  the  success  as  well,"  says  Vi' 
CEO  Philippe  P  Dauman. 

A  divorce  is  not  a  foiegone  conclusion— and  one  can't  hi| 
until  late  next  yeai;  the  eailiest  Spielberg  can  get  out  of  hi:* 
tract.  But  insiders  believe  too  much  bad  blood  has  been  s 
to  salvage  the  relationship.  Spielberg  and  his  DreamWor! 
founders,  David  Gefteu  and  Jeffrey  Katzenberg,  aren't  ti 
about  their  plans.  Still,  Geffen,  who  advises  Spielberg  on 
ness  matters,  made  sure  Spielberg  could  take  back  Dreamt 
if  the  relationship  went  soutli.  Meanwhile,  Hollywood  in 
say  othei  studios  already  have  expressed  interest  in  workinj 
Spielberg  and  a  reconstituted  DreamWorks. 

The  DreamWorks-Paramount  marriage  has  been  rocky  £ 


ILLE? 


liey  (left), 
diieffen,  and 
eiSpielberg 
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from  the  moment,  in  late  2005,  that  Grey 
persuaded  the  Viacom  board  to  buy  Spiel- 
berg's baby.  DreamWorks  wasn't  doing 
particularly  well  at  the  time.  A  string  of 
poorly  performing  films  had  just  prompted 
Universal  Studios  Inc.,  which  was  mulling 
a  DreamWorks  acquisition,  to  lower  its 
price.  But  getting  DreamWorks  was  a  ma- 
jor coup  for  Grey,  the  iiber-tslent  manager 
and  producer  who'd  never  run  a  studio  be- 
fore and  had  been  hired  11  months  earlier 
to  turn  around  Paramount. 

'SCRIPT  MAGNET' 

THE  RATIONALE  went  like  this:  The 
untested  Grey  would  use  DreamWorks' 
superior  marketing  and  distribution  to 
overhaul  the  company.  He  would  have 
an  instant  pipeline  of  hot  projects.  Plus, 
Paramount  got  the  DreamWorks 
library,  which  was  valued  at  about 
$900   million   at  the   time   and 
included  such  films  as  American 
Beauty.  (Within  a  few  months, 
Paramount  sold  a  51%  stake  in  the 
library  to  private  equity  funds  for 
$675.3  million.) 

And,  of  course,  Grey  got  Spiel- 
berg, who  signed  on  for  three 
years.  "Spielberg  is  a  script  mag- 
net. Everyone  in  town  wants  to 
be  in  business  with  him,  and  they 
bring  him  the  best  projects,"  says 
DreamWorks'  longtime  banker, 
John  W.  Miller,  managing  director 
of  JPMorgan  Chase  &  Co.  "He  only 
directs  the  ones  he  likes,  but  his 
studio  gets  the  pick  of  the  rest." 

Spielberg  brought  with  him 
Transformers.  DreamWorks  also 
made  Blades  of  Glory,  Norbit,  and  Dis- 
turbia,  which,  along  with  Transformers, 
account  for  nearly  half  the  $1  billion 
Paramount  has  generated  at  the  U.S.  box 
office  this  year. 

All  the  same,  say  people  on  both 
sides,  Paramount  managed  to  alienate 
the  director.  Early  on,  Grey  addressed 
a  premiere  for  Dreamgirls  and  left  the 
impression  that  the  film  was  a  Para- 
mount release.  In  fact,  the  film  was  put 
into  production  at  DreamWorks  and  was 
produced  by  Geffen,  who  had  long  had 
ambitions  of  making  a  movie  of  the 
original  musical.  Press  releases  began 
referring  to  Dream. Works-produced  films 
as  Paramount  productions.  In  February, 
Spielberg  told  The  New  York  Times  that 
he  "took  exception"  to  Paramount  "re- 
ferring to  every  DreamWorks  picture  as  a 
Paramount  picture." 

Spielberg,  who  is  famously  loyal  and 
shuns  public  conflict,  also  fumed  at 
how  Paramount  and  Viacom  treated  his 
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Has  the  Power 

FILM 

USBOXOUCt 
($  millions) 

PRODUCER 

TRANSFORMERS* 

$224.0 

DreamWorks 

BLADES  OF  GLORY 

118.2 

DreamWorks 

NORBIT 

95.4 

DreamWorks 

DISTURBIA 

79.7 

DreamWorks 

SHOOTER 

47.0 

Paramount 

FREEDOM  WRITERS 

36.6 

Paramount 

ZODIAC 

33.1 

Paramount 

NEXT 

18.0 

Paramount 

■PjrarTi.iunr  invested  in  tilm  before  acquiring  DreamWorks    Data:  Box  Oflice  Mo|o 

friends.  He  was  upset  last  year  when  Via- 
com Chairman  Sumner  Redstone  fired 
and  then  publicly  trashed  actor  Tom 
Cruise,  who  worked  with  Spielberg  on 
two  films.  (Spielberg  and  Redstone  later 
had  a  makeup  dinner.)  Nor  did  Spielberg 
like  it  when  Paramount  executives  criti- 
cized Clint  Eastwood's  marketing  plans 
for  Flags  of  Our  Fathers,  a  DreamWorks 
production. 

Spielberg  was  especially  incensed  over 
slights  directed  at  DreamWorks  CEO  Sta- 
cey  Snider,  the  former  Universal  Pictures 
chairman  who  followed  Spielberg  to  Par- 
amount. Snider,  like  Spielberg,  is  a  tal- 
ent magnet,  and  has  a  strong  following 
among  key  filmmakers  like  Ben  Stiller, 
who  produced  the  Will  Ferrell  comedy 
Blades  of  Glory.  Last  August,  Grey  and 
Snider  got  into  a  shouting  match.  At  is- 
sue: news  articles  about  a  Paramount  re- 
structuring in  which  Grey  lumped  Snider 
in  with  other  unit  chiefs  who  reported 
to  him.  While  true  on  paper,  Snider  and 


Spielberg  had  been  promised  auton' 
says  an  industry  executive,  and  sav 
press  accounts  as  a  Paramount  eflFc 
undermine  their  freedom. 

Grey  badly  needed  to  make  peace 
Spielberg.  And  to  do  that  he  first  h; 
get  with  GefFen,  who  was  threate 
to  walk  once  his  contract  was  up 
autumn.  In  the  spring  the  Param 
CEO  sat  down  with  him  and  over  se 
meetings  negotiated  a  new  arrange 
that  gave  DreamWorks  more  powei 
autonomy. 

Since  then  the  DreamWorks'  n; 
become  more  prominent  in  press  rel« 
and  marketing  materials.  DreamWoylj 
hiring  its  ovm  corporate  public-relal 
executive.  And  Snider  now  has  thi  j 
thority  to  green-light  films  with  a 
million  budget,  up  from  $85  mi 
If  DreamWorks  is  producing  a  i 
berg  movie,  she  can  spend  $150  mi 
The  upshot:  DreamWorks  is  essen 
an  independent  studio  inside  a  st 
"There  were  moments  when  it  was  i 
challenging,"  Grey  told  BusinessWe 
the  spring.  "But  we've  put  togethd 
extraordinary  team,  and  we're  woy 
together  to  produce  excellent  movi^  s, 

The  smart  money  is  betting  that  U  f  Ji 
berg  wdll  move  on,  despite  Grey's  c 
offensive.  "Things  are  better  betdie 
them— marginally,"  says  a  Hollywort  ft, 
ecutive  who  has  worked  with  Parami 
"If  it  continues  like  it  is,  they're  gon'ii  Ipei 
the  meantime.  Grey  has  been  beefiri 
the  Paramount  slate  of  movies,  siji 
the  likes  of  director  Martin  Scorsese 
Lost  creator  J.J.  Abrams.  But  if  Dif 
Works  puUs  out,  watch  the  talent  fleel)  Kdul 
of  the  first  to  go  would  be  Snider,  wh*  f  23 
a  "key  man"  contract  that  allows  h  k- 
leave  if  Spielberg  pulls  out.  !  3  tha 

What's  more,  Spielberg  could  s '  «Ci 
an  entirely  new  company  called.-'  Wvlt 
DreamWorks.  That's  because  DiJi  and 
Works  Animation  Inc.,  which  wasd  it  C 
out  of  the  main  DreamWorks  studidl  tons 
trols  the  name.  (Paramount  distrit  iCa 
Shrek  fLnd  other  animated  films  pro« '  to  tal 
by  DreamWorks  Animation  but  d(  1 1  Dat 
own  them.)  '  fquitj 

Spielberg's  star  wattage  is  sud"  fobei 
other  studios  would  fall  over  themi« » of 
to  lavish  him  with  money  and  autoii'  Ject 
Private  equity  shops  say  they  woi 
only  too  happy  to  spot  Spielberg  a  t  *  Dcom 
or  two,  but  suspect  he  would  feel  '  k 
comfortable  inside  another  studi( 
the  moment  the  director  is  incom] 
cado,  working  in  Hawaii  on  Param(  '•  ler 
Indiana  Jones  sequel.  But  the  ne 
action  story  on  his  calendar  mayji 
cailed  Escape  from  Paramount.  ■  I 
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profits  vanish,  will  Motorola's 
ird  bump  the  CEO  upstairs? 


IGER  O.  CROCKETT 

rHE  BOARD  OF  DIRECTORS 
at  troubled  Motorola  Inc. 
has  begun  exploring  op- 
tions for  the  succession  of 
embattled  Chief  Executive 
Edward  J.  Zander,  Business- 
Week has  learned.  The 
met  with  at  least  one  outside  exec- 
former  MCI  chief  Michael  D. 
Eis,  to  discuss  leadership  roles  at 
npany,  including  the  possibility  of 
ipping  into  the  CEO's  shoes  at 
ime  in  the  future,  though  nothing 
fit.  Another  possibility  is  that  the 
could  eventually  elevate  current 
)perating  Officer  Greg  Brown. 
:  means  that  when  the  directors 
for  their  next  meeting,  expected 
place  later  this  month,  they'll  have 
issues  to  take  on.  The  company 
leduled  its  annual  analyst  meeting 
f  23  but  then  postponed  it  until 
iber— leading  to  speculation  from 
s  that  the  board  might  be  looking 
^w  CEO.  According  to  two  sources 
aowledge  of  the  board's  actions, 

and  two  directors 
ith  Capellas  to  dis- 
ttions  for  joining  the 
ly.  Capellas  has  since 
to  take  the  top  post 
t  Data  Corp.  when 
equity  firm  Kohlberg 
I*  Roberts  &  Co.'s  ac- 
>iln  of  the  company 
SiflFect  later  this  year. 
:oila  and  Capellas  de- 
al o  comment. 
^1  e      Zander's     job 
I  1  secure  for  the  mo- 
lt he  and  the  board 
luler  intense  pressure 
ielVLotorola  on  a  new 
rs'  The  Schaumburg 
J 1  :h  giant  had  always 


THE  STAT 


$1.5 

BILLION 

Operating  profit  for 

Motorola's  handsets  in 

the  first  half  of  2006 


$519 

MILLION 

Estimated  operating 

loss  for  the  unit  in  the 

first  half  of  2007 


Data:  JPMorgan  Securities  Inc 


held  the  No.  1  or  No.  2 
spot  among  the  world's 
mobile-phone  handset 
makers,  but  Samsung 
Corp.,  which  had  been 
No.  3,  overtook  Motoro- 
la in  market  share  dur- 
ing the  second  quarter, 
according  to  Cowen  and 
Co.  Even  more  trouble- 
some, on  July  11,  Motor- 
ola warned  that  second- 
quarter  sales  were  $8.6 
billion  to  $8.7  billion, 
down  from  an  earlier 
forecast  of  $9.4  billion, 
and  that  continuing 
operations  had  a  loss 
of  2(i  to  4(t  a  share.  A 
comparison  with  the 
company's  performance 
a  year  earlier  is  stark:  In  the  first  half  of 
last  year,  the  handset  business  earned 
$1.5  billion  in  operating  profit.  This 
year,  analysts  now  expect  the  unit  to 
suffer  a  $519  million  loss.  The  company 
was  to  announce  its  second-quarter 
results  on  July  19. 

Motorola's  fortunes 
have  soared  and  then  sunk 
since  Zander's  arrival. 
At  first,  lifted  by  sizzling 
sales  of  its  ultrathin  Razr 
handset,  the  company  did 
well.  But  the  boom  times 
didn't  last.  Motorola  has 
now  missed  analysts'  fore- 
casts four  quarters  in  a 
row.  Some  investors  say 
Zander  has  already  run  out 
of  time  and  are  calling  for 
his  removal.  "If  I  were  on 
the  board,  I  would  put  him 
in  a  cubicle  and  pay  him 
his  [salary]  and  make  him 
sit  there,"    rails  Joan   E. 


I 


Lappin,  chairman  of  Gramercy  Capital 
Management  Corp.,  a  Motorola  inves- 
tor who  has  long  been  at  odds  with 
Zander  and  the  board. 

At  Motorola's  next  board  meeting, 
if  s  likely  that  COO  Brown  will  be  named 
to  the  board,  says  one  source  who  has 
spoken  recently  to  a  board  member. 
One  scenario,  says  this  source,  is  for 
Brown  to  eventually  succeed  Zander. 
Brown  came  to  Motorola  in  2003  from 
Micromuse  Inc.,  a  network  management 
software  company,  where  he  was  chief 
executive.  He  ran  several  businesses  at 
Motorola  before  being  promoted  to  COO 
earlier  this  year.  This  source  speculates 
that  Brown  could  take  the  chiefs  chair 
as  soon  as  the  end  of  this  year,  while 
Zander  would  move  into  the  role  of 
chairman.  Board  members  could  not  be 
reached  for  comment. 

Some  analysts  knock  Brown  because 
he  hasn't  had  much  experience  with 
the  company's  bread-and-butter  hand- 
set business.  With  that  unit  in  so  much 
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A  private 
equity 
buyout  is 
probably 
not  an 
option 
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trouble,  they  doubt  he's  equipped  to 
handle  a  turnaround. 

Thaf  s  why  some  believe  the  best 
option  is  for  Zander  to  remain  in  con- 
trol. Zander  focused  the  company  on 
leading-edge  designs  and  improved  re- 
lations with  customers.  Analyst  Ehud 
Gelblum  of  JPMorgan  Chase  &  Co.  says 
of  Zander:  "I  think  he  is  talented  and 
has  as  good  a  chance  as  anyone  to 
turn  around  the  company.  Management 
change  would  just  add  more  turmoil." 
One  option  that  the  board  once 
had— selling  out 
to  a  private  equity 
firm— is  now  prob- 
ably off  the  table. 
Thaf  s  because  the 
big  hit  to  Motoro- 
la's handset  profits 
means  it  wouldn't 
have  sufficient 
cash  flow  to  cover 
debt  interest  pay- 
^^^^  ments      resulting 

from  a  leveraged 
buyout.  "Before, 
the  math  worked.  Now  it  doesn't  work," 
says  a  partner  in  a  private  equity  firm 
that  had  been  eyeing  Motorola  prior  to 
its  earnings  warning. 

So,  for  now,  it's  on  the  current  man- 
agement team  to  turn  things  around. 
With  revenues  slipping,  Zander  and 
BrowTi  are  faced  with  taking  a  chain  saw 
to  the  company's  cost  structure.  They 
have  already  announced  3,500  job  cuts 
in  2007  and  a  further  4,000  to  come  in 
2008.  The  cuts  will  likely  go  even  deeper 
if  handset  revenues  continue  to  crater. 

Another  alternative  is  for  Motorola  to 
sell  pieces  of  its  business.  JPMorgan's 
Gelblum  says  a  little-known  business 
that  makes  chips  for  computers  is  al- 
ready on  the  block,  and  some  of  the  larg- 
er businesses  could  be  sold  off  as  well. 
The  networks  unit,  which  sells  gear  to 
telecommunications  outfits,  lags  far  be- 
hind giants  such  as  Ericsson,  Nokia,  and 
Alcatel-Lucent.  Investors  and  analysts 
have  long  begged  for  Motorola  to  sell 
it.  Gelblum  estimates  that  the  networks 
unit  could  reap  $8.2  billion  in  a  sale. 

No  CEO  likes  to  break  up  his  company, 
but  Zander  may  not  have  much  choice  un- 
less he  fixes  the  handset  business  quickly. 
Shareholders  in  May  turned  back  a  bid 
by  activist  investor  Carl  Icahn  to  take  a 
seat  on  the  board,  but  Icahn  is  waiting  in 
the  wings.  If  Zander  doesn't  make  good 
things  happen  soon,  his  nemesis  will  be 
back— with  a  vengeance.  ■ 

-With  Steve  Hamm,  Spencer  Ante,  and 
Jena  McGregor  in  New  York 


CELL  PHONES 


NOKIA:  LESSON  LEARNED^ 
REWARD  REAPED  ^ 

Offering  products  for  every  comer  of  the  mart^ 
is  paying  off  for  the  mobile-phone  maker 


BY  JACK  EWING 

OP  SINGER  ALICIA  KEYS 
land  Ramkishen  Pyarelal, 
I  owner  of  a  Mumbai  tea 
stand,  wouldn't  seem 
to  have  much  in  com- 
mon. But  the  hip  celeb- 
rity and  the  hustling 
street  merchant  both  carry  Nokia  mo- 
bile phones— and  that  goes  a  long  way 
toward  explaining  why  Motorola  is  in 
such  trouble. 

From  stylish  $750  handsets  with 
built-in  global-positioning  receivers  to 
basic  models  costing  just  $45,  Nokia 
saturates  the  mobile-phone  market  in 
a  way  that  neither  Motorola  Inc.  nor 
anyone  else  has  been  able  to  duplicate. 
Nokia's  supply-chain  management  may 
be  the  best  in  the  world.  It  has  a  big 
head  start  in  fast-growing  markets  such 
as  China  and  India.  And  the  company 
has  practically  no  debt  and  $9.5  bil- 
lion in  cash,  so  it  can  invest  far  more 
than  rivals  on  developing  products  or 
conquering  new  markets.  Given  those 
advantages,  Nokia's  global  market  share 
has  climbed  to  37%,  vs.  Motorola's  13%, 
and  some  think  it  could  hit  40%  this 
year.  "If  there's  a  time  when  that  goal 
looks  realistic,  it's  now,"  says  Gartner 
Inc.  analyst  Carolina  Milanesi. 

Motorola  managers  can  take  some 
comfort  in  recalling  that  Nokia,  too,  has 
endured  devastating  crises.  In  2003, 
Nokia  was  slow  to  introduce  clam- 
shell-style phones  and  color  displays. 


From  the  fourth  quarter  of  2003 
first  quarter  of  2004,  its  market  i 
plunged  firom  34.6%  to  28.4%^ 
market  watcher  Strategy  Analytiai  ^ 
by  diversifying  both  its  products  a 
geographical  reach,  Nokia  now  f 
far  less  vulnerable  to  shocks  than 
three  years  ago.  The  setback  "afl 
us  deeply,  but  we  reacted  quicklj 
new  products,"  says  Anssi  Vanjoki 
heads  Nokia's  multimedia  group 
lesson  the  company  learned  was 
it  doesn't  pay  to  rely  too  heavily  ,j 
few  top-selling  models,  which  is  e 
what  Motorola  did  in  becoming  i 
dependent  on  the  Razr.  In  the  pasti 
years,  Nokia  has  nailed  both  thdiJlD. 
and  low  ends  of  the  market— and  < 
much  everything  in  between. 

Nokia  still  has  weaknesses.  Its  E 
devices  for  corporate  e-mail  lag  b  i  njtf 
Research  In  Motion  Ltd.'s  Blact^ 
ry  and  are  unprofitable.  Swedish^tf 
Ericsson  is  far  ahead  of  Nokia'si 
venture  with  Siemens  in  the  marln  m 
base  stations  and  other  mobile  « 
structure.  In  design,  Nokia  faces  i* 
ous  challenge  from  the  Apple  iPh(1  j5,j 

Time  and  again,  though,  the  h  tof[ 
consistent  distribution,  manufactw  ui,! 
and  marketing  has  prevailed.  It  wi*  ^ 
more  than  one  cool  phone  to  thi>|ij 
Nokia's  dominance.  "Does  [theiP. 
knock  Nokia  off  its  perch?"  asks  R 
Garner,  an  analyst  at  London  n 
researcher  Ovum.  "  I  don't  think  S' 

-With  Nandini Lakshman  in  Mi\  \^ 
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HY  FANNIE  AND 
(EDDIE  ARE  FIDGETY 

t  financial  giants  are  loaded  down  with 
^y  loans  as  defaults  increase 


IVNKOPECKI 

■  ANNIE  MAE  AND  FREDDIE 
m  Mac  have  been  cast  as  sav- 
iors in  the  housing  drama 
nthaf  s  roiling  the  financial 
markets.  After  they  stepped 
in  to  snap  up  billions  of  dol- 
lars in  subprime  loans  ear- 
is  year,  some  politicos  declared 
)  a  point  of  strength:  "Freddie  and 
aren't  the  problem.  [They]  are 
od  part,"  Representative  Barney 


spokeswoman:  "We  are  well  positioned 
to  withstand  even  a  severe  and  enduring 
period  of  heightened  credit  risk." 

Driven  by  market  competition  and 
regulatory  mandates,  the  two  have  be- 
come big  buyers  of  adjustable-rate  mort- 
gages, or  ARMS,  and  MBSS  that  include 
them.  Those  items  accounted  for  18%  of 
Freddie's  volume  in  2006  and  22%  for 
Fannie  in  2005,  the  latest  data  available. 
Thaf  s  up  from  virtually  nothing  in  2001. 
A  large  chunk  comes  in  the  most  exotic 


riDOlE  PROPERTY  IN  FLINT,  MICH. 

1  D  Mass.)  said  in  a  recent  hearing. 

I  that  doesn't  mean  they're  im- 

II  ;o  the  pain.  Like  the  big  private- 
(  players,  these  government- 
1  rid  companies,  which  own  or  guar- 
e  \5%  of  all  residential  mortgages, 
;  ken  on  more  risk  in  recent  years. 
/  ey  hold  a  sizable  piece  of  subprime 

0  er  potentially  toxic  debt— securities 
L^gely  illiquid  loans  that  could  take  a 
rfr  the  recent  fire  sale  prompted  by 
f  ir  Steams  hedge  ftinds.  And  given 
s  :e  of  the  broader  housing  market, 
e  ouble  may  lie  ahead.  That  would  be 

1  AS  for  shareholders  and  investors 
I  vn  their  mortgage-backed  securi- 
"  'e  don't  know  how  much  trash  is  on 
r  dance  sheet,"  says  Josh  Rosner  of 
aiber  Graham  Fisher  &  Co.  "It  seems 
'^  shot  themselves  in  the  foot."  Fan- 
d  lined  to  comment.  Says  a  Freddie 


FANNIE  HOME  IN  MEMPHIS 

flavors,  such  as  payment-option  ARMS 
and  interest-only  loans. 

With  home  prices  falling,  ARMs,  both 
prime  and  subprime,  are  especially  scaiy. 
Some  $300  billion  in  ARMs  guaranteed 
by  the  agencies  will  automatically  reset 
through  2011,  according  to  Banc  of  Amer- 
ica Securities.  The  unknown  is  just  how 
many  homeovraers  will  default.  By  Fan- 
nie's  own  estimates,  18%  of  the  subprime 
ARMS  industrywide  that  reset  in  the  first 
three  months  of  2007  have  gone  south. 

The  two  have  also  moved  more  promi- 
nently into  low-documentation  loans, 
which  require  litde  or  no  proof  of  the 
borrower's  income.  That  segment  has 
proven  to  be  rife  with  abuse  in  recent 
years.  A  study  by  the  Mortgage  Asset 
Research  Institute  found  that  90%  of 
borrowers  with  so-called  stated  income 
loans  upped  their  annual  incomes  falsely 


to  qualify  for  more  money.  In  almost 
60%  of  low- documentation  loans,  the 
borrower's  income  was  inflated  by  more 
than  50%. 

Much  of  Fannie  and  Freddie's  shift 
into  riskier  parts  of  the  mortgage  market 
has  been  driven  by  the  governmenfs 
affordable  housing  mandates,  which  re- 
quire the  two  to  fund  a  lot  of  loans  for 
low-income  borrowers,  first-time  buyers, 
and  people  living  in  mobile  homes  or 
economically  distressed  neighborhoods. 
Their  regulator,  the  Office  of  Federal 
Housing  Enterprise  Oversight,  estimates 
that  Fannie  holds  $292  billion  of  such 
mortgages,  or  40.6%  of  its  portfolio,  on 
its  books  because  the  loans  are  less  liquid 
and  can't  easily  be  repackaged  and  sold 
to  investors.  Freddie  ovms  $68  billion  of 
those  loans,  some  9.5%  of  its  portfolio. 

Problems  from  Fannie's  and  Freddie's 
risky  loans  are  mounting.  Foreclosures 
are  on  the  rise,  and  if  s  harder  to  sell  the 
houses  they  ovra  as  a  result.  Some  are 
worth  pennies  on  the  dollar.  Fannie  has 
a  "charming  colonial"  on  the  market  for 
$7,000  in  Detroit,  despite  the  $59,000 
outstanding  on  the  loan.  The  property. 
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FANNIE  HOUSE  IN  DETROIT 

repossessed  in  May,  has  been  looted,  with 
the  kitchen  sink  and  drainpipes  stolen. 
Meanwhile,  agent  Debbie  Leslie  of  Le 
Valley  Real  Estate  has  cut  the  price  on  a 
home  Freddie  owns  in  Flint,  Mich.,  five 
times  tills  year,  from  $10,900  to  $5,250. 
The  mortgage  is  $26,250.  "We're  waiting 
to  see  where  the  floor  is,"  says  Leslie. 

Such  exposure  is  taking  its  toll.  Fred- 
die upped  its  loan-loss  reserves  by  $125 
million  in  the  first  quarter  in  response 
to  higher  foreclosure  rates;  the  compa- 
ny reported  a  $211  million  loss  during 
that  period.  Fannie,  still  reeling  from  an 
accounting  scandal  earlier  this  decade, 
hasn't  reported  its  financials  for  2006  or 
2007,  but  will  likely  face  a  similar  fate 
when  it  does.  Looking  at  the  numbers, 
says  James  B.  Lockhart  III,  director  of 
OFHEO,  "you  can  see  the  impact  not  only 
on  their  portfolios,  but  also  their  MBSs."  H 
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IF  DOW  JONES 
SAYS  NO  THANKS 

Here's  what  might  happen  to  the  stock  if 
Murdoch  takes  his  $5  billion  off  the  table 


1 


BY  TOM  LOWRY  AND 
ROBEN  FARZAD 

HOULD  THE  BANCROFT 
family,  the  controlling 
shareholders  of  Dow  Jones 
&  Co.,  decide  to  reject  Ru- 
Ipert  Murdoch's  takeover 
offer,  prompting  the  mo- 
gul to  take  his  $5  billion 
off  the  table  and  walk  away,  everyone 
knows  what  would  happen.  Dow  Jones' 
stock  price  would  fall  from  its  recent 
highs  in  the  upper  50s. 
But  by  how  much? 
Opinions  vary,  as  you 
might  imagine,  but  here 
are  three  back-of-the-enve- 
lope  scenarios  that  might 
just  clarify  what  Dow 
Jones  executives  and  their 
shareholders  could  face 
post-Murdoch: 
SCENARIO  ONE  The  stock 
falls  below  the  $36  it 
fetched  pre-deal.  Even  at 
that  price,  some  on  Wall 
Street  assumed  the  stock 
had  a  takeover  premium 
built  into  it,  especially  after  Richard  F. 
Zannino  was  promoted  to  CEO  in  2006. 
It  was  believed  in  some  circles  that  Zan- 
nino, a  non-journalist,  was  prettying  up 
the  company  for  sale. 

But  given  that  the  Bancrofts  and  the 
Dow  Jones  unions  tried  in  vain  to  find  an 
alternative  buyer  to  Murdoch,  the  Street 
may  figure  there  is  zero  interest  in  the 
company.  Goodbye,  takeover  premium.  "If 
Murdoch  goes  away,  this  stock  could  drop 
to  the  low  30s,"  says  Harold  Vogel,  found- 
er of  media-investment  firm  Vogel  Capital 
Management,  which  does  not  own  Dow 
Jones  shares.  "Between  what  is  going  on 
with  newspaper  readership  and  weakness 
in  ad  revenue,  it  is  not  a  pretty  picture  [for 
Dow  Jones]  in  the  near-term." 
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...the 
genie 
is  next  to 
impossible  to 
get  back  into 
the  bottle." 

-An  investment 
banker 


SCENARIO  TWO  The  stock  retains  some 
sort  of  takeover  premium— say  $10  above 
the  pre-ofFer  price.  So  $46.  You  mean 
someone  might  still  want  to  buy  Dow 
Jones?  It's  possible.  The  prospect  of  com- 
peting with  a  $60  offer  from  Murdoch 
may  have  sent  other  potential  bidders 
into  their  rabbit  holes.  But  remove  Mur- 
doch and  new  interest  may  emerge. 

Moreover,  the  Dow  Jones  board  did 
approve  the  sale  to  Murdoch,  signaling 
a  willingness  to  part  with  the  company. 
"Some  deal  is  likely,  as  the  genie  is  next 
to  impossible  to  get  back  into  the  bottle," 
says  an  investment  banker 
who  asked  not  to  be  named. 
"A  deal  may  come  at  a  price 
in  the  50s."  Although  given 
a  lack  of  strategic  buyers 
thus  far,  that  price  may  be 
a  stretch. 

SCENARIO  THREE  Dow  Jones 
executives    get    the    mes- 
sage   that    drastic    moves 
are  needed  to  shore  up  the 
company.  They  act,  and  the 
stock  trades  at  $40.  Layoffs 
would  reduce  costs.  And 
selling  operating  units  (Ottaway  News- 
papers Inc.,  say)  would  provide  the  cash 
to  buy  a  slug  of  the  company's 
shares  or  goose  the  divi- 
dend, which  could  in  turn 
warm  up  investors.  The 
board,  after  all,  will  have 
to  do  something  if  Mur- 
doch goes  away,  espe- 
cially with  newspaper 
industry  fundamentals 
rapidly  deteriorating. 


So  where  does  that  leave  us? 
take  the  three  scenarios  and  avera 
stock  prices  of  each,  you  get  jus  ^ 
$40.  However,  if  you  assume  tha ' 
narios  Two  and  Three  are  more  lil 
happen,  you  could  come  closer  tc 
Either  way,  if  s  well  under  Murdocl  i 
and  the  stock's  June  1  high  of  $61. 

It's  also  telling  to  look  at  whaf: 
pening  in  Dow  Jones  put  options 
ing,  when  investors  secure  the  ri: 
sell  a  stock  at  a  specific  price  wi' 
designated  period.  "Options  specu' 
are  more  bearishly  aligned  towa> 
now  than  at  any  other  time  durit 
past  year,"  says  Jocelynn  Drake,  £ 
tions  analyst  with  SchaefFer's  Inves 
Research  Inc.  Traders  have  been  in 
ingly  buying  options  that  protect 
in  the  event  that  the  stock  falls  to  ^ 
September— suggesting  a  floor  ft 
share  price. 

Should  Murdoch  bail  and  thei  ^ 
Dow  Jones  board,  at  the  urging  ( 
Bancroft  family,  sign  off  on  a  "f , 
Her"  sub-$60  bid,  it  would  surely^ 
the  floodgates  to  lawsuits.  Sharehc 
might  rightly  fume  over  money  left  ^ 
table,  which  could  bring  up  a  perve:\ 
centive:  The  board  might  ultimateii 
it  has  to  veto  any  sub-Murdochiaril  M 
So  Dow  Jones  may  have  to  sell  big,  if 
sell  at  all.  ■ 
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ts  a  Mystery  Market  Roll  With  It 

II  July  12  rally  made  as  much  sense  as  a  lucky  streak-but  that's  the  fun  of  it 


"^  VERY  ONCE  IN  A  WHILE,  THE 

H  Stock  market  seizes  our  atten- 
tion. It  did  so  Thursday,  July  12, 
when  the  Dow  Jones  industrial 
average  rose  nearly  300  points, 
a  ing  toward  14,000.  Wall  Street  broke 
t  the  evening  newscasts  and  back  into 
2  ninds  of  investors.  J  Why  did  prices 
a  that  day?  Nobody  knows.  Most  of 
g  moves  not  only  are  impossible  to 

li ,  but  can't  be  explained  even  after  they  occur.  And  here's 
ii  Testing  part:  Far  from  being  a  problem,  that  mystery 
e.  0  the  markef  s  appeal.  We're  drawn  to  Wall  Street  the 
le  'ay  we're  drawn  to  a  spinning  roulette  wheel,  an  un- 
e^  horoughbred,  or  a  stormy  lover. 
Liixciting  stock  market  energizes  the  overall  economy, 
atj  Aaron  Brown,  a  Wall  Street  risk  manager  who  wrote  a 
i^ook  called  The  Poker  Face  of  Wall  Street.  He  points  out 
i  raday  trading  serves  little  purpose  other  than  entertain- 
it  he  market  could  simply  accumulate  orders  and  execute 
n  I  a  single  price  at  the  close.  But  that  would  take  away 
ill,  wouldn't  it? 

Ti;  markef  s  leap  on  July  12  is  a  classic  example  of  how  a 
Yi.n  emerge  as  abruptly  and  inexplicably  as  a  row  of  cher- 
0  a  slot  machine— generated  not  by  economic  fimdamen- 
\\:  by  the  inner  workings  of  the  market  itself,  including 
Vdtile  emotions  of  traders  and  portfolio  managers. 
te|  re  the  market  opened  that  day,  there  were  few  hints  that 
L\v  was  about  to  rise  more  than  2%,  the  biggest  jump 
reipril,  2005.  Stocks  were  trading  higher  in  Europe,  but 

d  fallen  overnight  in  Tokyo.  Wal-    __^^^^___^_ 

tores  Inc.  announced  a  slighdy 

than-expected  gain  in  June  sales. 

billion  deal  by  Rio  Tinto  to  buy 

's  Alcan  raised  speculation  about 

ver  of  Alcoa,  a  component  of  the 

dustrials.  And  the  government  re- 

a  healthy  gain  in  U.S.  exports. 

)nditions  were  good,  though  not 

tock  index  futures  were  up  in  pre- 

l  trading,  and  when  the  New  York 

xchange  rang  the  opening  bell  at 

m.,  prices  rose  to  close  the  gap. 
minutes,  the  Dow  jumped  80 

Tom  its  Wednesday  close.  It  then 


RALLY  RIDDLE  July  12 

saw  the  market  hurtle 
nearly  300  points— just 
don't  ask  why 


A  MARKET'S  SURGE, 
TICK  BY  TICK 
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climbed  steadily  through  the  morn- 
ing without  much  additional  news 
to  go  on  except  a  drop  in  oil  prices. 
The  market  flattened  for  a  couple 
hours,  and  then  around  2:30  began 
a  powerful  rally  that  lasted  until 

just  before  the  4  p.m.  close— even  though  by  then  oil  prices 
were  heading  back  up.  "When  the  market  has  a  bullish  senti- 
ment, it  turns  every  piece  of  news  into  a  positive,"  says  Peter 
Cardillo,  chief  market  economist  at  Avalon  Partners.  "Even 
the  negative  news  becomes  a  positive  factor." 

Don't  even  try  to  explain  why  the  mood  of  Wall  Street  sud- 
denly turns  buoyant  for  a  day.  Says  Peter  L.  Bernstein,  the  au- 
thor and  market  strategist:  "I  have  been  in  this  business  over 
50  years,  and  I  have  never  understood  why  all  these  people  on 
one  particular  day  get  up  with  one  thought." 

For  investors  who  like  big  hits,  what's  intriguing  is  that 
a  handful  of  days  like  July  12  account  for  almost  all  of  the 
annual  returns  from  stocks.  For  example,  in  an  analysis  for 
BusinessWeek,  Morningstar  Inc.  calculated  that  if  you  missed 
the  10  best  trading  days  of  2007  through 
mid-July,  your  total  return  from  the  Stan- 
dard &  Poor's  500-stock  index  would 
have  been  -3%  instead  of  10.5%.  (If  you 
missed  the  10  worst  days  your  return 
would  have  been  30%,  but  gamblers  tend 
to  focus  on  the  upside.) 

Explicable  or  not,  days  like  July  12  loom 
large  in  the  psyche  of  all  market  partici- 
pants. For  buy-and-holders,  they  make  up 
for  the  down  days  they  know  they'll  suffer 
through.  For  players,  they're  the  big  wave 
you  don't  want  to  miss.  In  either  case,  the 
lure  of  July  12  for  investors  is  the  same: 
You  gotta  be  in  it  to  win  it.  ■ 
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AIR  SAFETY 


DANGER  IN  THE 
REPAIR  SHOP 

FAA  inspectors  are  warning  about 
the  risks  of  outsourcing  maintenance 


ECONO- 


BY  STANLEY  HOLMES 

THE  GLOBAL 
my  has  given  consum- 
ers a  lot  to  worry  about 
these  days:  lead-laced  toy 
trains,  tainted  toothpaste 
and  pet  food,  and  coun- 
terfeit drugs.  Now  add 
this  to  your  list  of  fears:  commercial 
jetliners  that  are  routinely  repaired  in 
maintenance  shops  around  the  world 
that  the  Federal  Aviation  Administra- 
tion has  neither  the  funds  nor  the  staff 
to  oversee  properly. 

No  one  seems  more  worried  than  some 
of  the  FAA'S  3,000  inspectors  themselves. 
They  are  sounding  the  alarm  that  foreign 
maintenance  shops  receive  inadequate 
oversight  and  have  become  a  risk  for 
shoddy  work  and  counterfeit  parts.  In  in- 
terviews and  in  recent  congressional  tes- 
timony, inspectors  and  their  union  rep- 
resentatives say  they 
are  able  to  scrutinize 
thoroughly  the  work 
of  only  a  handful 
of  the  698  overseas 
maintenance  contrac- 
tors licensed  by  the 
FAA.  These  facilities 
are  sometimes  found 
to  hire  unskilled  and 
untrained  employees. 
Inspectors,  more- 
over, don't  have  any 
ability  to  oversee  an 
unknown  number  (ji 
obscure  maintenance 
shops  that  lack  FAA 
certification. 


THE  STAT 


64% 

Portion  of  U.S.  airline 
industry  maintenance 
dollars  spent  at 
outsourced  facilities, 
up  from  37%  in  1996 


ol  Tron^portarion 


Fears  about  the  safety  consequences 
of  outsourcing  maintenance  have  been 
around  since  at  least  2001.  Worries 
were  heightened  in  2003,  when  an  Air 
Midwest  commuter  jet  crashed,  killing 
21,  following  faulty  work  by  a  domestic 
maintenance  subcontractor.  Now  those 
anxieties  are  on  the  rise  again  as  major 
carriers,  faced  with  soaring  fuel  prices 
and  cutthroat  competition,  move  more 
of  their  work  overseas.  In  March,  Delta 
Air  Lines  outsourced  the  maintenance 
of  airframes  on  12  Boeing  767  aircraft  to 
a  Hong  Kong  company,  part  of  a  wader 
strategy  of  moving  repair  work  overseas 
that  the  company  says  saves  about  $250 
million  annually.  Two  years  ago.  United 
Airlines  Inc.  outsourced  its  777  mainte- 
nance to  another  Chinese  company.  Del- 
ta and  United  say  overseas  outsourcing 
is  safe  and  the  facilities  they  use  meet 
FAA  standards.  "Safety  is  always  our  first 
priority,"  says  United 
Airlines  spokeswom- 
an Megan  McCarthy. 
"We're  not  worried 
about  the  quality  of 
the  work." 

Every  major  U.S. 
carrier,  in  fact,  has 
outsourced  repair 
work  beyond  U.S. 
borders.  But  the  ex- 
tent of  such  work  is 
grovidng.  The  Trans- 
portation Dept.  es- 
timates U.S.  airlines 
spent  64%  of  their 
maintenance  bud- 
gets, or  some   $3.7 


FLYING  BLIND? 

Plane  repair  is  far 
less  monitored 
overseas 


billion,     at 
sourced     fait 
last  year,  upi 
37%  in  1996' 


with  U.S.  co; 
ers  ever  more  wary  of  tainted 
and  services  from  China,  the  latesti    ifM[ 
could  stir  a  fresh  wave  of  anxiety. ' 

Already,  some  legislators  and  n  ihf 
advocates  are  warning  that  outd  imit 
ing  repair  work  is  a  disaster  waili  \m 
happen.  In  an  interview  with  Bu 
Week,  Senator  Claire  McCaskill  (D 
who  chaired  a  June  Senate  su 
mittee  hearing  on  foreign  maintej 
facilities,  said  she  thinks  "Ame( 
would  be  shocked  if  they  knew  w '  l|j,i 
foreign  repair  stations  that  are  n 
cure,' employees  without  criminal 
ground  checks,  and  mechanics  w! 
not  qualified." 

According  to  some  FAA  inspi'^ 
there's  plenty  to  worry  about.  In  Ti 
for  instance,  inspectors  have  been  ( 
troubled  by  what  they  observed  ov 
course  of  the  past  two  years  at  C 
Kai-shek  International  Airport, 
Boeing  is  modifying  four  747  j 
jets  into  extra-large  cargo  freighte 
spectors  say  they  found  discarded  i   k^, 


parts,  which  they  worried  could  wi 
back  in  a  commercial  aircraft.  As  tl 
parts  came  off  the  planes— ever] 
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11  iminum  panels  to  generatcKs— 
y  \  re  dumped  into  unsecured  bins, 
onig  to  two  inspectors  who  each 
leij  their  concerns  separately  with 
^il  sector  Linda  Goodrich,  a  23-year 
21^  of  the  agency  and  a  senior  mem- 
of}ie  FAA  inspectors'  union, 
rh' repair  shop,  a  unit  of  the  Tai- 
-bied  Evergreen  Group,  a  trans- 
tai)n  conglomerate,  is  required  to 
1  C  the  work  area  and  destroy  the 
tsiiccording  to  FAA  regulations, 
pfi  ors       worry 

itJZ^S^  "There's  no  telling 
ineii  them  into  whcrc  thcsc  parts 

bi;k  market  for  •     i   ^     i 

inifeit    aircraft    might  ShOW  Up  OF 


ts 


l^lmJd  w^at  could  happen" 


time  520,000  says  one  inspector 


injrfeit       parts    

kqieir  way  into    ^^^^^^^^^ 

nel   each    year. 

\t-  parts  could  be  installed  back  on 

as  nger  jet,"  says  Goodrich,  who  is 

ecn  Washington,  D.C.  "There's  no 

in  where  these  parts  might  show 

or'hat  could  happen." 

lotig  Co.  officials  say  the  company 

ov(d  FAA  regulations  and  the  parts 

Wtion  have  been  destroyed.  A  se- 

r^ergreen  executive  agrees  that  the 


work  complied  with  FAA  guidelines  and 
that  the  parts  were  disposed  of  properly. 
More  broadly,  the  FAA  disagrees  strongly 
with  its  unions  that  foreign  maintenance 
facilities  pose  a  risk,  citing  the  impressive 
safety  record  of  U.S.  carriers  in  recent 
years.  James  J.  Ballough,  FAA  director 
for  Flight  Standards  Service,  says  the 
agency  visits  each  foreign  repair  station 
annually.  "I  am  confident  that  we  get  a 
true  picture  of  the  compliance  posture 
of  those  repair  stations,"  he  says.  "We 
have  a  great  safety 
record." 

Some  FAA  inspec- 
tors, however,  dis- 
pute the  official  line. 
They  claim  their 
biggest  problem  is 
simply  getting  the 
funds  and  clearance 
to  travel  to  overseas 
^^^  sites.  One  inspector 

based  in  the  Mid- 
west says  he  is  charged  with  inspecting 
dozens  of  facilities  in  Asia  and  Europe. 
But  he's  able  to  visit  only  one  or  at  most 
two  such  facilities  a  year,  and  then  only 
briefly.  "We're  not  able  to  oversee  the 
work  to  ensure  it's  been  done  prop- 
erly, whether  they  are  properly  using 
the  tools,  whether  they  have  trained 
technicians,"  says  the  inspector,  who 


insisted  on  anonymity  for  fear  of  los- 
ing his  job.  "When  such  facilities  were 
located  in  the  U.S.,  we'd  be  in  the  shops 
every  day." 

When  inspectors  do  get  overseas  to 
observe  the  overhaul  of,  say,  a  jet  engine, 
they  say  they  find  myriad  problems,  in- 
cluding faulty  engine  installations  and 
improperly  documented  parts,  a  red  flag 
for  counterfeiting,  according  to  Goodrich 
and  several  other  FAA  inspectors.  An- 
other common  violation  is  not  cleaning 
critical  rotating  parts  before  they're  in- 
spected and  checked  for  possible  crack- 
ing. Such  cracks,  if  undetected,  could 
lead  to  an  air  disaster  if  the  component 
fails,  the  inspectors  say. 

Such  accounts  are  similar  to  testimo- 
ny before  Congress  last  month.  "Our  me- 
chanics have  found  that  aircraft  return- 
ing from  overseas  flights  had  departed 
with  obvious  mechanical  problems,"  tes- 
tified Robert  Roach,  vice-president  of  the 
International  Association  of  Machinists, 
which  represents  many  of  the  U.S.-based 
airline  mechanics.  The  union  opposes 
outsourcing  and  views  it  as  a  threat  to  its 
members' jobs. 

The  ranks  of  FAA  inspectors  are  likely 
to  thin,  not  grow,  as  half  of  them  are  set 
to  retire  by  2010.  But  more  inspectors 
wouldn't  help  what  is  perhaps  the  most 
worrisome  aspect  of  repair  outsourcing: 
the  hundreds  of  unlicensed  maintenance 
subcontractors  that  operate  completely 
below  FAA  radar.  Licensed  outsourcers 
often  turn  to  these  shops  to  save  money, 
according  to  recent  congressional  testi- 
mony by  Calvin  L.  Scovel  III,  the  Inspec- 
tor General  for  the  Transportation  Dept. 

The  IG  testified  that  uncertified  foreign 
repair  stations  have  been  performing 
maintenance  that  goes  well  beyond  the 
simple  oil  changes  and  tire  pressure 
checks  previously  thought  to  be  taking 
place  at  these  facilities.  Instead,  they're 
repairing  critical  components,  such  as 
landing  gear,  and  performing  complete 
engine  overhauls.  The  IG  said  that  the 
FAA  did  not  know  the  extent  of  mainte- 
nance performed  at  uncertified  repair 
facilities,  though  he  said  the  FAA  is  trying 
to  find  out. 

And  how  do  U.S.  carriers  follow  up 
to  ensure  the  work  has  been  done?  The 
IG  said  they  rely  mostly  on  telephone 
calls  to  the  repair  shops  with  which 
they've  contracted.  ■ 
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ELECTRONICS 


SAMSUNG  IS  HAVING 
A  SONY  MOMENT 

The  Korean  titan  is  showing  signs  of 
complacency— and  results  are  suffering 


BY  MOON  IHLWAN 

Is  SAMSUNG  ELECTRONICS  CO. 
entering  a  midlife  crisis?  Less  than 
a  decade  after  the  Korean  giant 
morphed  ft-om  a  second-tier  copy- 
cat into  a  top  global  brand,  Sam- 
sung is  looking  a  bit  worn-out.  The 
company  just  posted  its  weakest 
results  in  more  than  five  years,  and  two 
of  the  three  pillars  of  its  growth  strate- 
gy—chips and  liquid-crystal-display  pan- 
els—face mounting  troubles. 

It's  no  surprise,  then,  that  some 
investors  are  beginning  to  wonder 
whether  Korea's  biggest  company  has 
peaked.  Samsung's  stock  is  up  just  6% 
so  far  this  year,  while  Korea's  benchmark 
Kospi  index  has  jumped  36%.  Three 
years  ago,  the  blue  chip  accounted  for 
nearly  a  quarter  of  the  capitalization  of 
the  Seoul  exchange;  today  it  makes  up 
just  10%.  "Samsung  is  at  a  crossroad," 
says  Kang  Shin  Woo,  chief  investment 
officer  at  mutual  fund  manager  Korea 
Investment  Trust  Management.  "The 
market  has  been  reassessing  Samsung." 
The  profit  picture  isn't  pretty.  On  July 
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BILLIONS  OF  DOLLARS 


13,  Samsung  announced  that  operating 
income  for  the  second  quarter  fell  36% 
year-on-year,  to  $993  million— its  worst 
performance  since  2001.  Executive  Vice- 
President  Chu  Woo  Sik  attempted  to  put 

a  positive  spin  on  the      

news,  saying  "the  pain 
is  behind  us."  But 
analysts  aren't  buying 
it.  Even  while  most 
predict  a  rebound  in 
the  current  quarter, 
the  consensus  is  that 
operating  profit  for 
the  full  year  will  be 
less  than  half  its  2004 
peak  of  $13.1  billion. 

So  is  Samsung 
going  the  way  of  Sony 
Corp.?  The  Japanese 
giant  once  wowed 
the  world  with  cutting-edge  gizmos  like 
the  Walkman  but  then  fell  victim  to 
complacency.  Samsung  might  be  guilty 
of  the  same  sin  in  its  chip  business,  the 
source  of  more  than  70%  of  earnings  last 
year.  Three  years  ago,  it  began  shifting 


SAMSUNG'S  SLUMP 
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Data:  Samsung  Electronics.  Hyundai  Securities 
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IN  CHINA 

Amid  growing  awareness  of  food  perils, 
companies  diat  spodight  where  ingredients 
originate  are  enjoying  new  demand 

BY  JOHN  CAREY 


EARLIER  THIS  YEAR,  SWISS  INGREDIENT  MAKER  DSM  NUTRITIONAL 
Products  launched  a  "premium"  Vitamin  C.  The  marketing  gambit:  It 
comes  from  tidy  Scotland  instead  of  sprawling  China,  which  provides 
80%  of  the  world's  supply.  But  it  was  a  tough  sell.  "We  were  strug- 
gling to  get  the  price  we  thought  was  justified  by  the  quality,"  says 
communications  chief  Alex  Filz. 

No  more.  Not  after  contaminated  products  from  China  ended  up  on  super- 
market shelves.  Suddenly,  "Not  Made  in  China"  has  become  a  major  selling 
point.  DSM's  Quali-C  brand  is  flying  out  of  its  Scottish  factory  at  more  than 
double  the  price  for  bulk  Vitamin  C.  "If  s  a  tremendous  business  opportunity 
for  us,"  says  Filz. 

In  the  midst  of  the  imported  food  crisis,  companies  are  finding  clever 
ways  to  cash  in.  Some,  like  DSM,  are  playing  the  "not  from  China"  card. 
Upscale  New  York  grocery  Fairway  reassures  consumers  that  none  of  its 
seafood  is  Chinese.  Others  see  a  growing  business  in  making  this  global 
supply  chain  safer.  One  big  player:  IBM,  which  is  pushing  systems  to  trace 
the  food  supply  from  source  to  market.  "Whenever  there's  a  crisis,  there  will 
always  be  a  silver  lining  for  someone  who  can  help  alleviate  whatever  pain 
is  out  there,"  says  crisis  consultant  Gene  Grabowski,  senior  vice-president 
u   of  Levick  Strategic  Communications. 
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Secaucus  (N.J.)  specialty  dog  food 
producer  Freshpet  found  that  silver  lin- 
ing. At  the  end  of  last  year,  it  was  sell- 
ing its  premium  all-natural  blend  of 
meat  and  vegetables  in  a  mere  200 
stores.  Most  retailers  said  the  idea  was 
"interesting"  but  didn't  bite,  recalls  co- 
founder  Scott  Morris. 

Then  pets  began  dying  and,  begin- 
ning in  March,  dozens  of  prod- 
ucts were  recalled  because  they 
might  contain  melamine  from 
China,  an  industrial  chemical. 
Freshpet  threw  out  its  only 
overseas  ingredient,  a  protein 
component  from  Europe,  and 
quickly  ramped  up  its  market- 
ing. It  printed  big  stickers  for 
retailers  to  put  on  the  refrigera- 
tor cases  where  its  products  are 
stocked,  highlighting  that  the  food  was 
made  daily  with  fresh,  local  ingredients. 
All  of  a  sudden,  the  retailers  who  had 
given  Freshpet  the  cold  shoulder  "started 
calling,"  says  Morris.  Now,  roughly  1,000 
stores  offer  its  dog  food,  with  another 
1,000  coming  by  yearend.  Projected  2007 
sales  have  more  than  tripled  to  nearly 
$50  million.  "Sometimes  you're  good— 
and  you  get  lucky,"  he  adds. 

With  today's  global  food  supply,  how- 
ever, eliminating  every  particle  from 
China  is  impossible  for  most  major  food 
companies.  Even  a  simple  product  like 
a  cereal  bar  (table)  contains  ingredients 
from  India,  the  Philippines— and  China, 
which  now  supplies  the  bulk  of  the 
world's  vitamins,  apple  juice,  and  other 
goods.  "I  think  most  people  are  surprised 


by  the  diversity  of  the  sources,"  says  in- 
gredient consultant  Peter  Kovacs. 

Instead,  the  latest  woes  have  many 
food  giants  scrambling  to  ratchet  up 
efforts  to  ensure  the  safety  of  imported 
ingredients.  Thaf  s  providing  a  big  boost 
to  a  host  of  companies  aiming  to  help 
with  the  task.  While  Kellogg's  has  long 
had  systems  in  place  to  monitor  its  global 


Eliminating 
ingredients  from 
China  is  impossible 
for  most  major  food 
companies 


food  chain,  for  example,  it  has  arranged 
additional  third-party  audits  of  its  sup- 
pliers. Many  companies  are  also  broad- 
ening the  list  of  things  they're  analyzing. 
"One  of  the  reasons  melamine  slipped 
through  is  that  no  one  knew  to  test  for 
it,"  says  Grabowski. 

This  increased  scrutiny  is  good  news 
to  Gene  Rider,  North  American  con- 
sumer goods  vice-president  of  Intertek 
Group  PLC.  Operating  in  110  countries, 
with  headquarters  in  London,  the  com- 
pany offers  a  complete  quality  system 
for  clients  ranging  from  Kraft  Food  Inc. 
and  Unilever  to  Nike  and  Microsoft  Corp. 
Intertek  will  evaluate  and  train  suppliers, 
test  products,  and  provide  other  services. 
Since  the  latest  bans  and  recalls,  inqui- 
ries have  more  than  doubled,  says  Rider. 
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BY  CHI-CHU  TSCHANG 

THE  WORX)  "WHOLESOME" 
doesn't  exactly  spring  to  mind 
when  describing  Chinese  ex- 
ports these  days.  But  for  years 
now  mainland  farmers  have 
fed  soaring  global  demand  for  organic 
foods.  China's  organic  exports  totaled 
$350  million  in  2005  (the  most  recent 
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data  available),  up  from  $150  million  the 
previous  year,  according  to  China's  larg- 
est organic-food  certification  agency.  The 
country  now  represents  5%  of  the  global 
trade  in  such  products,  and  that  share  is 
bound  to  grow  as  more  land  is  converted 
to  chemical-free  farming.  Organic  soy- 
beans, rice,  frozen  vegetables,  and  fruit 
concentrate  from  China  all  are  making 


"Companies  are  increasingly  aski 
outsource  their  quality  programs 
says.  "If  s  tremendous  for  us." 

IBM  also  sees  a  big  opportunity  i 
market.  One  of  the  key  steps  to  puttir 
food  on  the  dinner  table  is  tracing  tl 
tire  path  of  ingredients  and  product; 
fields  and  factories  to  grocery  store  si 
Such  a  system  soimds  like  a  no-brainn^ 
in  practice  if  s  difficult,  r 
ing  sophisticated  marker 
software. "  If  s  a  global-infr 
tion  management  prob 
says  Guy  A.  Bhssett,  he 
consumer  products  at  tht! 
Institute  for  Business  Valu  ( 
tech  giant  is  trying  to  cap^  (soi 
on  that  demand  by  pro 
the  tracking  tags  and  sens 
monitor  shipments  or  pn 
es,  as  well  as  the  computers  and  soU  is 
to  make  sense  of  it  all. 

Not  only  does  such  a  system  help 
safety  and  quality,  says  BUssett,  it  er<  Sfe. 
a  company  to  offer  up  premium  prort  iia 
If  s  possible  to  document,  for  insn 
that  beef  was  grown  without  horroi  pied 
or  that  yogurt  contains  the  advcM  Ac 
bacteria— and  thus  be  able  to  chahpai 
higher  price. 

Already,  retailers  overseas  have  Wlw 


ORGANIC, 

WITH  PESTICIDES 

Some  farmers  in  China  are  taking  advantage  of 
confusing  rules  to  falsely  label  food 


their  way  into  processed  organic 
that  wind  up  on  store  shelves  in  the. 
food  brokers  say. 

In  light  of  the  recent  scandals,  Ama 
might  rightly  wonder  what  passe 
organic  in  China.  While  falsely  la 
organic  foods  are  a  problem  all  avt 
world,  in  China  the  situation  is  mi 
than  it  is  just  about  anywhere.  Not 
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1  bars  sold  in  shops  every- 
\i  may  seem  as  American  as 
pie— but  their  ingredients 
from  all  over  the  world.  Even 
.  consumers  wanted  to  avoid 
from  China  or  elsewhere, 
jvould  find  it  tough  going.  Here 
le  sources  for  one  product: 


SWEET  STUFFINGS:  High 
fructose  com  S)rrup  and  sugar 
in  the  filling  come  fi'om  the  U.S., 
but  many  additives  are  made 
overseas.  Sodium  alginate  is 
from  Scodand,  malic  acid  may 
hail  from  Italy,  while  citric 
acid  is  from  Europe  and  the 
U.S.  The  strawberry  puree  and 
flavor— not  to  mention  the  red 
dye  No.  40— are  homegrown. 


HEALTH  BOOST:  Wheat  flour 
is  produced  and  milled  in 
the  U.S.,  then  enriched  with 
extras  such  as  Vitamin  B^, 
Bj,  iron,  and  folic  acid.  Such 
supplements  predominandy 
come  from  China.  In  the 
wake  of  recent  food  scares, 
some  non-Chinese  vitamin 
producers  have  been  able  to 
charge  premiums. 


KEEPING  IT  TOGETHER: 

Whole  grain  oats,  cellulose, 
and  sunflower  oil  hail  from 
the  U.S.,  but  most  honey 
is  produced  in  China.  The 
emulsifier  lecithin,  derived 
from  soy,  comes  from 
Denmark.  Thickeners  guar 
gum  and  carrageenan  typically 
come  from  India  and  the 
Philippines,  respectively. 


[lofhs  by  giving  consumers  just  that 

f  information.  After  outbreaks  of 
b  bacteria  and  other  tainted  food 

rope,  French  hypermarket  chain 

[lour  created  Quality  Line  products, 

come  from  local  farmers  who 

Ijigreed  to  tough  quality  standards. 

iroducts  are  now  offered  in  15 
ties  and  are  increasingly  popular, 
jpum,  where  feed  contaminated  by 

•  was  fed  to  livestock,  98%  of  beef 


and  56%  of  pork  carry  the  Quality  Line 
stamp.  Shoppers  appreciate  the  extra  as- 
surance. "Whenever  there  is  a  crisis,  our 
performance  ends  up  being  much  better 
than  that  of  competitors,"  says  Roland 
Vaxelaire,  director  for  quality,  responsi- 
bility, and  risk  management  at  Carrefour 
in  Paris. 

For  now,  big  U.S.  chains  are  just  be- 
ginning to  move  in  that  direction,  with 
certified  organic  foods  and  produce 
labeled  with  the  country  of  origin.  But 
Blissett  says  a  high  level  of  interest 
is  fueling  his  business.  "Consumer 
product  companies  are  realizing  that, 
to  be  competitive,  they  need  to  have  a 
robust  traceability  system."  And  IBM 
isn't  just  waiting  for  the  market  to 
develop.  Recently  it  has  tried  aggres- 


sively to  drum  up  customers  with  the 
help  of  a  survey  showing  that  nearly 
40%  of  consumers  are  already  chang- 
ing what  food  they  buy  because  of 
safety  concerns. 

In  recent  years,  food  producers  have 
been  under  relentless  pressure  to  buy 
ingredients  at  the  lowest  price.  That, 
inevitably,  led  them  to  China.  Now,  says 
DSM's  Filz,  they  increasingly  are  "mov- 
ing away  from  decisions  made  just  on 
price  to  something  like  a  stamp  or  seal." 
No  surprise  then  that  DSM  is  creating 
such  a  seal,  which  would  guarantee  the 
quality,  reliability,  and  traceability  of  its 
products.  That's  good  for  safety— and  for 
DSM's  business.  ■ 

-With  Michael Amdt  in  Chicago  and 
Jennifer  Schenker  in  Paris 


es  le  mainland  have  two  rival  clean-food 
HI'  rds  backed  by  different  government 
'n  ries,  there  also  are  21  separate 
I  es  that  claim  the  right  to  certify 
uds  organic.  Only  one,  the  Nanjing- 
ae'Organic  Food  Development  Center 
'Fl),  is  accredited  by  the  International 
dtition  of  Organic  Agriculture 
ovjnents,  based  in  Bonn,  Germany. 


BOUNTIFUL 

China's  share  of  the 
global  organic  trade 
is  growing  fast 


Unscrupulous  farmers  have  taken 
advantage  of  the  confusion.  Last  year, 
Wal-Mart  Stores  Inc.  and  other  retailers 
had  to  pull  organic  produce  from 
their  Chinese  outlets  after  a  surprise 
inspection  revealed  that  the  supplier  was 
using  pesticides.  And  Haobao  Certified 
Organic  Farm  in  Yunnan  province  says 
one  exporter  tried  to  buy  Haobao's 
veggies  and  pass  them  off  as  its  own  to 
win  organic  certification,  but  Haobao 
dechned  the  offer.  "China's  organic 
food  market  is  chaotic,"  says  Liu  Lei, 
head  of  the  Yunnan  Association  of  Green 
Development,  a  group  representing  organic 
farmers  in  the  province.  "You  have  a  lot  of 
small  companies  taking  produce  grown 


I 


vnth  pesticides  and  chemical  fertilizers  and 
then  selling  it  as  organic." 

Concerns  over  quality  have  spurred 
some  American  companies  to  dispatch 
their  own  people  to  verify  whether 
Chinese  farmers  really  are  organic. 
FriJtzzo,  a  small  producer  of  natural 
juices  in  Alpine,  Utah,  was  looking  to 
get  its  hands  on  yungberry  concentrate 
from  China.  But  before  inking  a  deal  in 
March  to  import  30  shipping  containers 
of  the  stJiff  from  a  supplier  in  Zhejiang 
province.  Chief  Executive  Tony  Xanthos 
made  two  trips  to  visit  the  farms  where 
the  fruit— which  is  only  grown  in  China- 
is  cultivated  and  the  processing  facilities 
where  it  is  turned  into  concentrate.  "We 
need  to  know  where  the  food  comes 
from,"  says  Terry  Xanthos,  Tony's  son  and 
president  of  the  company.  "And  we  need  to 
be  able  to  trace  it  back  to  the  farmers."  ■ 
-With  Coleman  Cowan  in  New  York 
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PROFITING 

FROM 
MORTALITY 


Death  bonds  may  be  the  most 

macabre  investment  scheme 

ever  devised  by  Wall  Street 

by  MATTHEW  GOLDSTEIN 
PHOTOGRAPHS  by  PHILLIP  TOLEDANO 


N  MAY,  AS  THE  SUBPRIME  MORTGAGE  MARKET  WAS 
cracking,  many  of  the  biggest  players  in  finance  gathered 
at  a  conference  in  New  York  to  talk  about  the  next  exotic 
investment  coming  down  the  pike:  death  bonds.  When  the 
event  was  held  two  years  ago,  just  250  people  showed  up. 
This  time,  nearly  600  descended  on  the  Sheraton  Hotel 
&  Towers  for  the  three-day  confab,  including  delegations 
from  Bear  Stearns,  Deutsche  Bank,  Lehman  Brothers, 
Merrill  Lynch,  UBS,  Wachovia,  Wells  Fargo,  and  other  big 
firms.  They  flocked  to  seminars  with  tides  such  as  "Legis- 
lative Review,"  milled  about  the  exhibition  hall  picking  up 
the  usual  conference  swag,  and  buzzed  at  luncheons  and 
a  Carnegie  Hall  gala  about  the  big  push  into  the  market 
being  made  by  Cantor  Fitzgerald,  a  major  bond-trading 
shop.  With  all  the  happy  banter,  you  wouldn't  have  known 
they  were  there  to  learn  about  new  and  imaginative  ways 
to  profit  from  people  dying. 

Death  bond  is  shorthand  for  a  gentler  term  the  indus- 
try prefers:  life  settlement-backed  security.  Whatever  the 
name,  if  s  as  macabre  an  investing  concept  as  Wall  Street 
has  ever  cooked  up.  Some  90  million  Americans  own  life 
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insurance,  but  many  of  them  find  the  premiums  too  expensive; 
others  would  simply  prefer  to  cash  in  early.  "Life  settlements" 
are  arrangements  that  offer  people  the  chance  to  sell  their 
policies  to  investors,  who  keep  paying  the  premiums  until  the 
sellers  die  and  then  collect  the  payout.  For  the  investors  if  s  a 
ghoulish  actuarial  gamble:  The  quicker  the  death,  the  more 
profit  is  reaped.  Most  of  the  transactions  are  done  by  small  lo- 
cal firms  called  life  setdement  providers,  which  in  the  past  have 
typically  sold  the  policies  to  hedge  fiinds.  Now,  Wall  Street  sees 
huge  profits  in  buying  policies,  throwing  them  into  a  pool, 
dividing  the  pool  into  bonds,  and  selling  the  bonds  to  pension 
funds,  college  endowments,  and  other  professional  investors. 
If  the  market  develops  as  Wall  Street  expects,  ordinary  mutual 
funds  wall  soon  be  able  to  get  in  on  the  action,  too. 


BUT  THE  INVESTMENT  BANKS  are  wading 
into  murky  waters.  The  life  settlements  in- 
dustry increasingly  finds  itself  in  the  grip 
of  dubious  characters  devising  audacious 
and  in  some  cases  illegal  schemes  to  make 
money.  Many  are  targeting  elderly  people 
with  deceptive  sales  pitches— so  many  that 
the  National  Association  of  Securities  Deal- 
ers has  issued  a  warning  about  abusive  practices.  Others  are 
promising  investors  unrealistic  returns  or  misleading  them 
about  the  risks.  Some  are  doing  both. 

That  didn't  discourage  the  high-powered  guests  at  the 
New  York  conference,  though.  As  they  tossed  back  cocktails 
and  dined  on  pan-seared 


Ifs  a  ghoulish 
gamblefor 
investors. 
The  sooner  a 
policyholder 
dies,  the  more 
profit  they  make 


filet  mignon,  they  enthused 
about  the  market's  possi- 
bilities. "Wall  Street  firms 
are  here  because  they  know 
this  is  an  asset  class  that 
isn't  going  away,"  says  Da- 
vid C.  Dorr,  president  and 
CEO  of  Life-Exchange  Inc., 
an  electronic  platform  for 
trading  life  settlements. 
"There's  big  potential." 

The  truth  is,  at  this 
early  stage,  there's  no 
way  of  knowing  how  pop- 
ular death  bonds  might 
become.  Wall  Street's  ^^^^^^^^^ 
innovation  machine  has  ^^^^^^^^^| 
turned  out  both  huge  hits  ^^^^^^^^^^ 
and  big   flops   over  the 

years.  But  the  growth  of  the  underlying  market  for  life 
settlements  has  been  torrid  so  far.  In  2005  about  $10  billion 
worth  were  transacted,  according  to  Sanford  C.  Bernstein  & 
Co.,  up  from  virtually  nothing  in  200L  Industry  analysts  say 
this  number  rose  to  $15  billion  in  2006,  and  could  double 
this  year,  to  $30  billion.  Over  the  next  few  decades,  as  the 
ranks  of  retirees  swell,  Bernstein  predicts  that  the  face 
value  of  life  settlement  deals  will  top  $160  billion  a  year  in 
today's  dollars.  Death  bonds  will  never  approach  the  size  of 
the  mortgage  market,  which  saw  $1.9  trillion  of  securities 
issued  last  year.  But  if  Wall  Street  achieves  its  goal  of  turn- 
ing most  of  the  life  settlements  created  each  year  into  death 
bonds,  the  market  could  rival  the  size  of  today's  junk-bond 
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market,  where  issuance  totaled 
$128  billion  in  2006,  up  from 
$56  billion  in  1996,  according  to 
market  watcher  Dealogic. 

Investment  banks  have  already 
drawn  up  their  sales  pitches  to 
well-heeled  institutional  custom- 
ers. Firms  say  death  bonds  should 
return  around  8%  a  year,  right 
between  the  expected  returns  of 
stocks  and  Treasury  bonds.  More- 
over, they're  "uncorrelated  assets," 
meaning  their  performance  isn't 
tied  to  what's  happening  in  other 
markets.  Afl:er  all,  death  rates  don't 
rise  or  fall  based  on  what's  hap- 
pening to  commodities,  say.  Uncor- 
related assets  Uke  these  are  highly 
prized  in  an  increasingly  connected 
global  financial  system. 

It  all  sounds  great,  except  that 
many  of  the  life  settiements  that 
Wall  Street  firms  are  buying  fall  into 
categories  ranging  from  sketchy  to 
toxic.  "They  are  creating  a  very 
risky  product,"  says  Janet  Tavakoli, 
a  Chicago  financial  consultant  who 
specializes  in  advising  clients  on 
asset-backed  investments.  "They 
may  be  planning  to  sell  them  to 
sophisticated  investors,  but  they 
could  be  roping  in  people  who 
don't  appreciate  the  risk." 

Many  life  setdement  providers, 
for  example,  are  trying  to  lure  people 
who  don't  even  hold  insurance.  In 
this  tail-waggrng-the-dog  scenario, 
speculators  take  out  policies  on  the 
individuals'  behalf,  pay  them  some- 
thing up  front,  cover  the  premiums, 
and  then  wait  for  the  people  to  die 
so  they  can  collect.  At  the  most  out- 
landish extreme,  one  outfit  devised  a 
plan  involving  the  population  of  the 
Federation  of  St.  Kitts  and  Nevis  in 
the  Caribbean. 

Investors,  meanwhile,  have  been 
burned  by  operators  who   have 
misrepresented  the  profit  potential 
on  deals.  Two  men  now  awaiting 
trial  in  California  hatched' an  al- 
legedly fraudulent  scheme  aimed  at  the  entire  congregfj  ngsjj. 
of  a  black  church  in  South  Central  Los  Angeles.  They  pi  i 
ised  investors  25%  annual  returns  because  African  An^ 
cans  die  earlier  than  other  racial  groups— an  ugly  pitchj 
prosecutors  say  overstated  the  upside  potential. 

Even  some  of  the  biggest  life  setdement  firms  operate  u  ^([ip 
a  cloud.  Philadelphia's  Coventry  First,  for  example,  faces^|ji,|pj 
charges  from  the  New  York  Attorney  General's  office  ai 
in  danger  of  being  barred  from  doing  business  in  Floric 
denies  any  wrongdoing.  i 

The  eight-year-old  industry  certainly  has  an  ignominious iiLjI 
tory.  It  grew  from  the  shards  of  the  so-called  viaticals  busi^,  jj.  ^| 
which  imploded  in  the  late  1990s  amid  allegations  of  fraudu^ 


How  a  Life  Insurance  Policy 
Becomes  a  Death  Bond 


THE  SELLER  A  person,  typically  70  or  older,  who  wants 
to  cash  out  of  a  life  insurance  policy  hires  a  "life  settlement" 
broker  to  find  prospective  buyers.  The  buyers  keep  paying 
the  premiums  until  the  seller  dies,  and  then  they  collect. 
The  up-front  payout  to  the  seller  varies  widely,  from  20%  of 
the  death  benefit  to  40%. 

THE  BROKER  A  person  paid  to  link  buyers  and  sellers, 
this  player  typically  seeks  three  bids  from  specialty  finance 
firms  called  life  settlement  providers,  which  are  often  financed 
by  hedge  funds  and  investment  banks.  Commissions,  paid  by 
the  seller,  usually  range  from  5%  to  6%. 

THE  PROVIDER  The  life  settlement  provider  resells  the 
insurance  policy  to  a  hedge  fund  or  investment  bank,  which 
warehouses  it  in  order  to  build  a  big  pool  of  policies. 

THE  INVESTMENT  BANK/HEDGE  FUND  After 
a  bank  or  hedge  fund  collects  a  sufficient  number  of  policies, 
typically  200,  it  turns  them  into  asset-backed  securities  called 
death  bonds  to  sell  to  investors.  The  pitch:  Death  bonds  will 
produce  steady  returns  (around  8%)  and  aren't  correlated 
with  stocks,  bonds,  commodities,  or  other  investments. 

THE  INVESTOR  Hedge  funds  and  other  big  investors  are 
already  buying  up  death  bonds  in  Europe  and  expect  a  big 
bond  issue  in  the  U.S.  soon.  Institutional  investors  are 
especially  attracted  to  uncorrelated  assets,  which  make  their 
portfolios  less  volatile. 

THE  BOND  RATER  Big  debt-rating  agencies  such  as 
Moody's  Investors  Service  and  Fitch  Ratings  are  soon 
expected  to  start  issuing  ratings  on  death  bonds  in  the  U.S., 
opening  the  market  to  other  big  investors  including  mutual 
funds.  Moody's  has  already  rated  at  least  one  death  bond 
issue,  although  it  subsequently  pulled  the  rating  when  the 
provider  was  charged  with  fraud. 


a  igs  with  AIDS  patients  and  other  terminally  ill  people.  The 
)i  viatical  comes  from  viaticum,  a  religious  term  for  the  com- 
i  on  given  to  a  person  near  death.  As  AIDS  spread  during 
t  ^SOs,  patients  turned  to  the  viatical  setdements  market  to 
1  k  insurance  money  to  pay  for  care.  But  advances  in  medi- 
u  n  the  1990s  extended  patients'  lives,  making  viaticals  less 
3  alile  for  the  buyers.  At  the  same  time,  the  industry  was  rife 
t]  ihusive  sales  practices  that  drew  the  attention  of  prosecu- 
•s  ?y  1999,  business  had  all  but  dried  up. 
Srprisingly  litde  has  changed  in  the  latest  iteration.  Only 
ates  require  professional  licensing  for  life  setdement 
)  is;  elsewhere,  anyone  can  hang  a  shingle.  The  market 
e  )ecially  popular  among  former  stockbrokers,  mortgage 


brokers,  insurance  agents,  and  lawyers.  But 
all  sorts  of  people  from  small-time  movie 
producers  to  dentists  are  setting  up  shop. 
There's  nothing  inherently  wrong  with  life  setdements.  In 
fact,  for  people  who  need  quick  cash  or  want  to  supplement 
their  retirement  nest  eggs,  the  market  can  be  a  boon.  Without 
it,  a  person  looking  to  unload  a  policy  would  have  only  one 
choice:  to  sell  it  back  to  the  insurer  for  the  so-called  cash  sur- 
render value,  a  fraction  of  the  face  value  (page  50).  "No  one 
is  forcing  anyone  to  sell  insurance  policies,"  says  Meir  Eliav, 
president  of  Legacy  Benefits  Corp.,  a  New  York  life  settlements 
provider  that  was  involved  in  one  of  the  first  death  bond  deals 
in  the  U.S.,  a  $70  million  offering  in  2004.  "This  is  a  terrific 
option  for  the  consumer." 

Wall  Street's  intense  interest  says  much  about  the  world 
of  high— and  low— finance  in  2007.  In  earlier  eras,  big  firms' 
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success  or  failure  rested  mainly  on  their  abil- 
ity to  turn  long-term  client  relationships  into 
full-service  operations— advising  corporate  cli- 
ents on  potential  acquisitions,  managing  invest- 
ments, and  arranging  financing.  But  Wall  Street 
has  been  overtaken  by  securities  trading  and  the 
endless  creation  of  financial  products,  such  as 
asset-backed  bonds,  collateralized  debt  obliga- 
tions, credit  default  swaps,  and  other  exotica. 

Cast  in  that  light,  Wall  Street's  move  into 
death  bonds  seems  almost  inevitable.  Goldman 
Sachs  and  the  other  firms  consider  these  instru- 
ments the  next  stage  in  a  trend  that  started  with 
mortgage-backed  securities  in  the  1970s  and 
has  since  expanded  to  include  everything  from 
credit-card  receivables  to  intellectual  property. 
The  term  of  art  is  "securitization,"  and  it  has 
become  a  multitrillion-dollar  business.  The  me- 
chanics are  straightforward:  Assets  are  pooled 
together  and  then  sold  off  in  the  form  of  bonds 
or  pieces  of  bonds.  By  collecting  many  different 
assets,  the  risk  is  dispersed:  Even  if  a  few  don't 
pay  off,  the  rest  will.  At  least  that's  the  theory. 


ALREADY  THERE'S  a  bustling 
market  in  Germany  and  London 
for  unrated  death  bonds— that 
is,  ones  that  aren't  graded  by 
big  ratings  agencies  such  as 
Moody's  Investors  Service  or 
Standard  &  Poor's  (which,  like  BusinessWeek, 
is  a  unit  of  The  McGraw-Hill  Companies). 
So  far  there  have  been  only  two  small  rated  deals  in  the  U.S.  But 
given  how  aggressively  the  banks  are  stockpiling  life  settlements, 
most  market  watchers  expect  big,  rated  deals  to  become  com- 
monplace soon,  at  which  point  mutual  fiands  can  dive  in.  "The 
product  just  lends  itself  to  securitizations,  like  what  has  been 
done  widi  mortgage-backed  securities,"  says  Phihppe  Hatstadt, 
who  heads  the  new  "longevity  derivatives"  group  at  Bear  Steams 
&  Co.  Cantor  Fitzgerald,  one  of  Wall  Street's  sawiest  bond-trad- 
ing shops,  is  rolling  out  an  electronic  trading  platform  for  life 
settiements  and,  ultimately,  death  bonds.  The  LexNet  platform 
has  been  in  the  works  for  more  than  a  year  and  is  a  major  priority 
inside  Cantor,  say  insiders. 


.  ,j  iliid 
But  the  push  into  increasingly  complicated  securitTj  ^ 

tions  carries  with  it  ever  greater  risk.  That's  what  Vj  ^^ 

Street  is  dealing  with  now  as  bonds  backed  by  poola|  j 

subprime  mortgages  blow  up  left  and  right.  A  surge  in 

faults  on  these  riskiest  of  loans  is  battering  the  hedge  fi 

that  invested— and  the  banks  that  arranged,  packaged,  dj 

sold  them.  In  June,  two  Bear  Stearns  hedge  funds  that 

on  bonds  backed  by  subprime  loans  collapsed,  sparkm^ , 

panic  on  Wall  Street  about  the  health  of  other  risky  invtt 

ments.  Tavakoli  says  the  same  kinds  of  missteps  are  boW  ^, 

to  happen  with  death  bonds.  But  Wall  Street  is  good^  |. 

justifying  its  moves  into  new  lines  of  business,  however  i^ 

they  might  seem,  notes  Kenneth  C.  Froewiss,  a  professoa 

finance  at  New  York  University's  Stern  School  of  Busing 


I  former  JPMorgan  Chase  &  Co.  investment  banker: 
le  end  of  the  day,  what  Wall  Street  does  best  is  figuring 
'hat  investors  might  want  and  structuring  products  to 
those  needs."  And  its  own  needs, 
afs  not  to  say  it  isn't  aware  of  appearances.  Wall  Street 
ng  its  best  both  to  polish  the  life  setdement  industry's 
!  and  to  downplay  its  own  direct  involvement.  The  New 
conference  was  put  on  by  the  Life  Insurance  Settlement 
(LISA),  an  organization  of  market  players  that  began  as  the 
al  Association  of  America  in  1994,  changed  its  name  to  the 
al  &  Life  Setdement  Assn.  in  2000,  and  then  dropped  the 
:al"  altogether  three  years  ago.  In  an  attempt  to  put  even 
distance  between  Wall  Street  and  the  old  viatical  crowd,  six 

investment  houses,  including 
Bear  Steams,  Credit  Suisse, 
Goldman  Sachs,  and  UBS,  in 
March  formed  a  trade  group 
called  the  Institutional  Life 
Markets  Assn.  to  lobby  for 
"best  practices"  and  "appro- 

Pnl   hlltthp  priate  regulation." 

\AAX^  L/LLL  u  ix^  Until  some  degree  of  le- 

^rkptfnrlifp  gitimacy  is  in  place,  firms 

-'  i^^i-J^i   t-y  *-•  will  keep  as  low  a  profile  as 

possible.  Goldman  Sachs,  for 
example,  came  close  last  year 
to  acquiring  San  Diego's  Life 
Setdement  Solutions  Inc.,  a 
large  provider,  but  backed  out 
at  the  last  minute,  according 
to  people  famQiar  with  the 
potential  deal.  Instead,  Gold- 
*^hich  declined  to  comment  for  this  story,  is  quietiy  building 
own  subsidiary  under  the  nondescript  name  Eastport  Capi- 
tal unit  sent  four  representatives  to  the  LISA  conference. 
no  wonder  that  Wall  Street  is  simultaneously  attracted 
lutious.  The  alchemy  going  on  in  the  finance  labs  is  real, 
le  market  for  life  setdements  is  deeply  troubled.  There's 
istent  problem  with  brokers  offering  lowball  prices  and 
;  to  disclose  transaction  costs.  The  marketing  to  inves- 
as  often  been  suspect,  too.  In  late  2005,  for  instance,  the 
counting  firm  KPMG  sent  a  cease-and-desist  notice  to 
ita  Investment  Services  Ltd.,  a  London  firm  that  was  us- 
PMG's  name  in  its  marketing  material  for  unrated  death 
!  without  permission.  A  Keydata  official  didn't  return 
calls  seeking  comment.  A  KPMG  spokesman  says:  "We 
t  endorse  or  recommend  these  products." 
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IMPROPER  MARKETING  is  just  one  of  the  things  that 
got  two  California  men  into  trouble.  Next  March,  Cur- 
tis D.  Somoza  and  Robert  A.  Coberly  are  scheduled  to 
go  on  trial  in  federal  court  in  Los  Angeles  on  charges 
that  they  bilked  dozens  of  investors  out  of  tens  of 
miUions  of  dollars  in  a  scheme  involving  an  African 
American  church  group  in  Los  Angeles  called  the 
Personal  Involvement  Center.  The  men,  whose  law- 
yers decUned  to  comment,  raised  $69  million  for  an  investment 
trust  called  Persistence  Capital,  which  arranged  to  buy  pohcies 
firom  Transamerica  Corp.  on  the  lives  of  some  2,000  members 
of  the  inner-city  church.  The  deal  was  structured  so  that  Persis- 
tence would  pay  for  the  premiums,  while  the  $275,000  death 
benefit  on  each  pohcy  would  be  split  three  ways:  $15,000  to 
the  deceased  person's  family  to  cover  burial  costs,  $20,000  to 
the  church  group,  and  the  remaining  $240,000  to  the  trust. 
The  trust's  haul  would  go  toward  paying  the  premiums  on  the 
remaining  poUcies  and  providing  payouts  to  investors. 

Somoza  and  Coberly  pitched  die  deal  to  the  Reverend  J.  Ben- 
jamin Hardwick  as  an  opportunity  for  the  75-year-old  pastor 
to  get  a  modest  death  benefit  for  his  mostiy  poor  members  and 
raise  funds  for  the  group's  charitable  works.  Somoza  and  Co- 
berly sold  it  to  investors  as  a  way  to  score  a  high  annual  return  of 
25%  because  the  church  group's  members  "were  predominantiy 
Afiican  Americans  and  had  a  higher  mortality  rate  than  the  av- 
erage population,"  according  to  the  indictment.  Prosecutors  say 
the  pitch  reflected  inflated  return  assumptions.  Hardwick  didn't 
return  several  phone  calls  seeking  comment. 

Soon  after  the  deal  was  set  up,  say  prosecutors,  Coberly  and 
Somoza  began  looting  the  trust  to  buy  mansions  and  sports  cars. 
In  September,  2005,  a  year  after  Persistence  bought  the  policies 
fi-om  Transamerica,  it  was  forced  into  bankruptcy  by  investors  de- 
manding their  money  back.  Trying  to  salvage  the  scheme,  Coberly 
and  Somoza  shopped  the  policies  to  other  investors  but  could  find 
no  buyers.  They  were  arrested  in  May,  2006,  and  charged  with  27 
counts  of  securities  and  wire  ft-aud. 

Coventry  First  has  also  been  accused  of  wrongdoing.  Last  Oc- 
tober Eliot  Spitzer,  in  one  of  his  final  acts  as  New  York's  attorney 
general,  charged  the  firm  with  cheating  elderly  insurance  holders. 
In  a  civU  suit  in  New  York  State  Court,  the  now-govemor  accused 
Coventry,  which  buys  life  setdements  and  resells  them,  of  making 
"dozens"  of  secret  payments  to  brokers  as  a  reward  for  not  seek- 
ing competing  bids.  (The  investigation  is  now  overseen  by  Attor- 
ney General  Andrew  Cuomo.)  Coventry  CEO  Alan  Buerger  says 
the  lawsuit  was  based  on  "a  handfiil  of  out-of-context  e-mails." 

True  or  not,  the  allegations  against  Coventry  sent  a  shock  wave 
through  the  Hfe  setdement  business.  Most  damagingly,  they  tor- 
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pedoed  a  planned  $300  million  death  bond  offering  from  a  part- 
nership formed  by  Coventry  and  Ritchie  Capital,  a  hedge  fund. 
The  deal,  which  was  to  be  underwritten  by  Lehman  Brothers  Inc., 
would  have  been  backed  by  a  pool  of  life  insurance  policies  with 
a  face  value  of  $1.16  billion,  by  far  the  largest  U.S.  death  bond  of- 
fering to  date. 

Whaf  s  alarming  is  how  far  the  deal  had  progressed  before 
blowing  up.  Investors  were  cued  up  and  ready  to  buy.  On  Oct.  10, 
2006,  Moody's  even  tagged  the  senior  notes,  which  had  a  face 
value  of  $166  million,  with  a  rating  of  A3,  an  investment-grade 
status  that  would  have  al- 
lowed ordinary  mutual  funds 
to  pile  in.  Then  the  Coventry 
suit  was  filed,  and  Moody's 
quickly  withdrew  its  rating, 
citing  the  "uncertainty  sur- 
rounding the  transaction." 
Michael  N.  Adler,  a  Moody's 
spokesman,  says  the  firm 
wasn't  aware  Coventry  was 
under  investigation  when  it 
issued  the  rating.  The  10-page 
report  that  accompanied  the 
rating  is  no  longer  available 
to  the  public.  In  the  report, 
obtained  by  BusinessWeek, 
Moody's  said  it  believed  that 
Coventry's  "due  diligence  was 
adequate  for  the  rating  being 

requested."  Jay  Eisbruck,  a  Moody's  managing  director,  stresses 
that  "this  is  an  asset  class  that  we  are  very  careful  about." 

What  especially  worries  regulators  are  so-called  stranger- 
initiated  deals,  in  which  an  investor  persuades  people  to  take  an 
expensive  policy  and  lends  them  money  for  the  premium.  In  the 
boldest  example  yet,  an  investor  group  pitched  a  bank  on  a  deal 
involving  all  45,000  residents  of  St.  Kitts  and  Nevis.  The  promot- 
ers claimed  the  islands'  government  was  on  board.  But  the  deal 
got  a  cool  reception  from  WaU  Street  bankers,  who  all  stress  that 
they  perform  ample  due  diligence  before  buying  policies.  A  gov- 
ernment finance  official  said  he  had  never  heard  of  such  a  deal. 

Yet  hedge  funds  and  other  finance  firms  have  been  diving 
into  other  stranger-initiated  deals  in  the  past  two  years,  wooing 
seniors  into  taking  out  poUcies  by  offering  cruises  and  other  gifts. 
Industry  sources  estimate  that  $10  billion  to  $20  billion  in  such 
policies  have  been  created  since  2004.  Some  state  insurance  com- 
missioners have  joined  with  insurers  in  calling  for  a  crackdown. 

Amazingly,  such  problems  have  merely  delayed  the  emer- 
gence of  death  bonds,  not  derailed  it.  G.  Andrew  Karolyi,  a 
finance  professor  at  Ohio  State  University's  Fischer  College  of 
Business  who  specializes  in  international  markets,  says  Wall 
Street's  interest  is  predictable  given  the  "demographic  bubble" 
of  aging  baby  boomers,  many  of  whom  will  be  looking  to  cash 
in  insurance  policies.  "For  investment  banks,"  he  says,  "all 
of  this  sounds  like  an  opportunity  to  make  money."  Tavakoli, 
the  securitization  consultant,  is  more  blunt.  The  idea  of  death 
bonds,  she  says,  "creeps  me  out."  ■ 
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I  businessweek.com/extras 
HOT  ON  THE  GRIM  REAPER'S  TRAIL 

ONLINE:  More  background  on  the  colorful  cast  of  cfiaracters  in  the  life  settle- 
ment business. 

PODCAST:  BW  Online  Editor-in-Chief  John  A.  Byrne  gets  the  story  behind  the 
story  from  Associate  Editor  Matthew  Goldstein. 


Even  the 

Insurers 

Have 

Hopped 

On  Board 
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BIG  INSURERS  DON'T  K-TBIKOyl 
to  make  of  life  settlements.  On  the|  kj'i 
they  can  jeopardize  profits  that  fofti  ly 
have  been  easily  gleaned;  on  the  o^i 
burgeoning  market  can't  be  ignore4j[aj 
'  Before  the  emergence  of  life  set^[ 
customers  who  no  longer  wanted  cc 
either  stopped  paying  the  premiunm  in^ct 
their  policies  back  to  their  insurers ■♦  ftf, 
fraction  of  the  potential  death  benei  jjaio, 
so-called  cash  surrender  value.  Insijuj; 
long  banked  on  not  having  to  pay  o. 
percentage  of  their  policies.  Life  se  •, 
eat  into  those  profits. 

Insurers  are  especially  critical  O'lk 
initiated  policies,  which  are  paidfo  j  djt 
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er  outfits  rather  than  individuals, 
hey  work:  Elderly  customers  are 
Liy  life  insurance  with  promo- 
such  as  free  cruises  or  a  prom- 
werage  for  a  short  time.  After 
lose  consumers  usually  sign  over 
to  a  hedge  fund  or  another 
lich  collects  when  they  die. 
ance  industry  is  fighting  back, 
ulators  to  crack  down  on  what  it 
edatory  or  outright  fraudulent 
Dfar  North  Dakota  and  a  few 
have  enacted  rules  to  make  it 
It  to  generate  such  policies. 
gly,  insurers  are  also  challenging 
le  first  two  years  after  issue,  in 


what's  known  as  the  contestability  period. 
During  that  time,  insurers  can  void  a  policy  if 
they  find  evidence  of  misrepresentation. 
Others,  like  American  International  Group 
Inc.,  the  world's  largest  insurer,  are  making 
those  policies  less  attractive  by  hiking  premi- 
ums for  customers  over  70.  AIG  figures  it  will 
sacrifice  income  now  to  protect  future  profits 
by  scaring  off  speculators.  A  stranger- 
initiated  policy  "is  different  from  an  invest- 
ment in  a  legitimate  life  settlement,"  says 
Chris  Winans,  an  AIG  spokesman.  "Our 
position  on  [such  policies]  is  consistent 
throughout  AIG.  Not  only  do  we  oppose  that 
market,  we  have  taken  steps  to  inhibit  it." 
But  most  insurers  also  realize  life  settle- 


ments aren't  going  away— and  so  they're 
getting  into  the  game.  AIG,  for  example,  is 
one  of  the  biggest  buyers  of  life  settlements, 
snapping  up  policies  with  a  face  value  of  $1.1 
billion  since  October,  2001.  It  isn't  alone. 
Bermuda  reinsurer  Axis  Capital  Holdings  Ltd. 
recently  purchased  a  $400  million  life- 
settlements  package.  CNA  Financial  Corp.,  a 
100-year-old  Chicago  insurer,  has  $108 
million  invested  in  life  settlements. 

By  sinking  money  into  the  sector,  insurers 
can  get  back  at  least  some  of  the  money  they 
now  have  to  pay  out  in  death  benefits.  If 
someone  is  going  to  profit,  insurers  have 
realized,  it  might  as  well  be  them. 

-By  Matthew  Goldstein 
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ECLIPSE  500 

Designer:  IDEO  and 
Eclipse  Aviation 

GOLD  Designing 
3  better  pi ict  and 
passenger  experience 

n-tacie  tnis  very  light  jet 
a  big  success 


HE  EVOLUTION  OF 

design  from  a  narrow  focus  on  aesthetics  into  a  richer 
discipline  that  embraces  branding,  services,  sustainabihty, 
medicine— even  the  comfort  and  safety  of  pilots  and  pas- 
sengers—is on  clear  display  in  the  2007  International  De- 
sign Excellence  Awards.  What  had  once  been  the  preserve 
of  engineers,  business  consultants,  ecologists,  and  brand 
managers  now  falls  wdthin  the  growing  pumew  of  design- 
ers. Reflecting  this  expansion  of  the  role  and  definition  of 
design,  the  2007  contest  has  been  renamed  from  "Industrial 
Design"  to  "International  Design."  Winners  from  20  coun- 
tries took  gold,  silver,  and  bronze  prizes  for  service  innova- 
tion in  banking,  mapping  the  interface  between  pilots  and 
cockpit  instruments,  creating  broad  corporate  and  brand 
strategies,  bolstering  sustainability  via  electric  cars,  and 
remaking  hammers  and  wTenches  in  new,  better  forms. 

So  dynamic  is  the  field  that  it  is  attracting  a  new  crop  of  tal- 
ented people.  The  student  work,  in  particular,  was  startiingly 
good  in  2007,  with  students  taking  a  record  10  of  81  prizes. 
(The  contest  is  run  independentiy  by  the  Industrial  Designers 
Society  of  America  and  sponsored  by  BusinessWeek.)  The  Uni- 
versity of  Cincinnati's  J.  Ryan  Eder  garnered  the  Best  of  Show 
award  for  his  concept  for  an  exercise  machine  that  accommo- 
dates both  wheelchair-bound  and  fully  mobile  people. 

The  new  name  for  IDEA  also  reftects  the  growdng  inter- 
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nationalization  of  the  design  scene. 
There  were  595  foreign  entries  from 
29  countries  this  year,  as  well  as 
1,096  U.S.  entries.  Design  teams  from 
Asia  and  Europe  took  a  significant 
percentage  of  the  awards.  What  were 
the  key  trends?  The  largest  category 
of  winners  by  far,  some  13  of  the  81, 
had  an  eco-design  focus.  The  Tesla 
Roadster  electric  car  took  the  gold 
with  an  exciting  shape  by  the  Lotus 
Design  Studio  in  Britain  and  an  all- 
electric  plug-in  engine.  The  Tesla  is 
the  un-Prius:  a  hot,  fast  sports  car 
thaf  s  also  green.  Herman  Miller  and 
fiiseproject  won  a  silver  in  design 
strategy  for  the  LEAF  lamp,  which 
uses  LED  lighting  to  save  energy 
(page  73).  A  hydrogen-fueled  toy  car, 
by  Horizon  Fuel  Cell  Technologies  in 
Shanghai,  took  a  silver. 

A  second  big  trend  was  reinven- 
tion, often  using  beautifial  new  forms 
to  express  older  functionality.  The 
gold-winning  Fuego  outdoor  grill, 
by  Robert  Brunner,  is  designed  to  let 
everyone  on  your  deck  or  patio  gath- 
er around  the  sleek,  island-like  grill 
while  you  cook.  The  Home  Hero  Fire 
Extinguisher  that  captured  a  gold 
for  the  Amell  Group  is  so  good-look- 
ing that  people  will  want  to  display 
it— possibly  making  it  more  available 

in  case  of  fire.  ATOMdesign  transformed  the  traditional  framing 
hammer  with  a  split  head  that  reduces  stress  on  the  user.  And 
Extremis  introduced  InUmbra,  a  redesigned  patio  umbrella  that 
hides  the  pulleys  and  ropes  above  the  umbrella. 

In  years  past,  most  IDEA  awards  went  to  computers  and 
other  high-tech  products.  Not  so  in  2007.  But  Samsung  Elec- 
tronics did  get  a  gold  for  its  LCD  Monitor  Mobius,  designed 
with  IDEO.  A  new  hinging  system  allows  the  base  and  monitor 
to  move  to  a  user's  individual  comfort  level.  New  this  year  were 
awards  for  service  innovation.  Citicorp  Credit  Services  and 
Ziba  Design  Inc.  won  a  bronze  for  the  SmartMoney  RFID  card, 
which  can  fit  on  a  keychain.  You  make  a  payment  simply  by 
waving  it  near  a  receiver.  The  Bank  of  America/IDEO  team  won 


INNERS  FOR  2007, 

Who  made  off  with  the  most  IDEA  awards 
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DESIGN  FIRMS 

AV\ 

ARDS 

GOLD 

SILVER  BRONZE 

TOTAL 

IDEO 

4 

1 

2 

7 

Formation  Design  Group 

1 

2 

3 

Smart  Design 

2 

1 

3 

Arnell  Group 

1 

1 

2 

fuseproject 

1 

1 

2 

Insight  PD 

1 

1 

2 

Pentagram 

1 

1 

2 

Whipsaw 

2 

2 

,,,AND  OVER  FIVE 

YE 

DESIGN  FIRMS 

AWARDS 

2003-2006 

2007 

TOTAL 

IDEO 

25 

7 

32 

fuseproject 

15 

2 

17 

Continuum 

13 

1 

14 

ZIBA 

13 

1 

14 

Smart  Design 

9 

3 

12 

Lunar  Design 

9 

1 

10 

Pentagram 

6 

2 

8 

RKS  Design 

8 

0 

8 

Antenna  Design  NY. 

7 

0 

7 

Formation  Design  Group 

4 

3 

7 

NewDealDesign 

5 

1 

6 

Whipsaw 

4 

2 

6 

Herbst  LaZar  Bell 

5 

0 

5 

CORPORATIONS 


GOLD     SILVER  BRONZE  TCffl 


Eclipse  Aviation 


1 


3 


Belkin 


Stanley  Works 


Timberland 


1  CORPORATIONS 

/ 

\WARDS 

2003-2006 

2007 

TOlW 

Samsung 

14 

1 

15 

Apple 

10 

1 

11 

Hewlett-Packard 

11 

0 

11 

Panasonic 

9 

1 

10 

Philips  Design 

10 

0 

10  •; 

Nike 

8 

1 

9^J 

BMW 

8 

0 

8-1 

Logitech 

8 

0 

8 

IBM 

7 

0 

7 

DaimlerChrysler 

6 

0 

6 

Motorola 

5 

1 

6 

I 


Timberland 


Data:  Industrial  Designers  Society  of  America 
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INTRIGUING  THINGS  UP  CLOSE 

ONLINE:  A  searchable,  sortable  slide  show  featuririg  this  year's  IDEA  winners, 
including  the  universally  accessible  exercise  machine  that  won  Best  of  Show. 

In-depth  case  studies  of  some  winners,  including  IDEO's  work  for  Eclipse 
Aviation's  Very  Light  Jet  and  an  innovative  range  of  flatware  created  for  Costco. 

BEHIND  THE  SCENES:  Chair  of  the  jury,  Siemens'  Ruth  Soenius.  outlines 
the  value  of  the  awards  and  explains  her  selection  of  an  eclectic,  international 
panel  of  ludges. 
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a  bronze  for  the  Keep  the  Change  program,  which  enco 
people  to  save  as  if  they're  putting  change  in  ajar.  The 
program  also  won  a  rare  Catalyst  award.  These  are  gr 
well-designed  products  that  are  especially  successful 
marketplace.  Catalyst  jury  leader  Keith  Yamashita,  ch: 
of  Stone  Yamashita  Partners,  said,  "BofA  used  design  to 
map,  and  ultimately  inspire  how  people  save." 

The  one  product  that  won  the  most  awards— two  gold  I 
and  one  silver  plus  one  Catalyst  honorable  mention- 
Eclipse  .500  Very  Light  Jet  by  IDEO  and  Eclipse  Aviation. 
Eclipse  jet  won  in  idea's  Research,  interaction  design, 
transportation  categories.  Yamashita  had  this  to  say: 
impressive  point  in  this  case  is  how  much  economic  value 
program  has  created  by  using  design  in  strategic  ways." 

IDEO  took  seven  IDEA  awards,  four  gold,  one  sUver, 
bronze,  plus  four  Catalyst  prizes.  They  won  none  in  2006. 0 
big  winners  were  Formation  Design  Group  with  three  ID 
and  Smart  Design,  which  also  picked  up  three.  Continuum 
a  Catalyst  Honorable  Mention  for  its  work  with  Master  Lock  w 
and  a  bronze  IDEA  Four  U.S.  companies.  Eclipse  Aviation,  Bei  i  (t 
Stanley  Works,  and  Timberland,  took  top  honors.  The  jury 
tough  this  year.  Only  20  golds  were  given,  compared  with  2  ^ 
2006  and  38  in  2005.  For  additional  award  winners,  read  on. " 

-By  Bruce  Nussbaum  in  Newk 
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I^No  single  topic  appears  to  be  of  more  interest  to  designers 
W  these  days  than  the  environment.  Indeed,  designers  are 
ig  a  serious  conversation  about  their  own  responsibiHty  for 
ing  things  that  harm  the  planet.  The  largest  number  of  winners 
'^ear  (13  out  of  81)  designed  their  products  to  promote  a 
inable  economy  and  global  environment. 


<  KOHLER  STEWARD 
WATERLESS  URINAL 

Designer:  Kohler  Co. 


B  A  soft 
elliptical  shape  provides  a 
fresh,  sleek,  modern  look 
to  a  system  that  disposes 
of  waste  without  using  water. 
Designed  to  easily  replace 
existing  urinals. 


H  TESLA  ROADSTER 

fer:  Lotus  Design 
(Britain)  and  Tesia  Motors 

ID  Designed  to  change 
jperception  of  electric 
jDm  slow,  boring,  and 
ihicles  to  exciting,  this 
erformance  sports 
3s  from  0  to  60  mph  in 
nds  yet  produces  no 
ons.  Range:  200-plus 
)n  one  charge. 


<  KEY  BICYCLE  RACK 

Designer:  Lagranja 
Design  (Spain)  and 
Santa  &  Cole  (Spain) 

E  Designed 
to  protect  the  most  stolen 
part  of  a  bike,  the  circular 
shape  allows  both  wheels 
to  be  locked  to  the  rack.  A 
soft,  colorful,  polyurethane 
foam  covers  an  iron  core, 
preventing  scratches. 


<  HERMAN  MILLER 
LEAF  STRATEGY 

Designer:  fuseproject 

SILVBIt  The  LEAF 
lamp  extends  Herman 
Miller's  brand  from 
chairs  to  lighting.  LEAF 
uses  LEDs,  consuming 
40%  less  energy  than 
fluorescent  bulbs  and 
lasting  10  times  as  long. 
And  it  is  built  using  37% 
recycled  materials. 
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Wl^  Refashioning  traditional  and  familiar  products  already  in  our  homes 
Mmm  is  one  of  the  great  strengths  of  design.  Not  only  can  everyday  objects 
be  made  more  beautiful,  they  can  be  made  more  useful  at  the  same  time. 
Technology  plays  a  role,  but  the  imagination  of  the  designer  is  perhaps 
even  more  important.  From  fire  extinguishers  to  umbrellas,  chopsticks  to 
hammers,  design  can  change  our  personal  environment. 


>  INUMBRA 

Designer:  Dirk  Wynants  (Belgium) 

SII.VER  The  pulleys  and  ropes 
are  suspended  above  the  patio 
umbrella,  leaving  its  underside 
free  of  clutter.  InUmbra  also  hangs 
low/er  than  most  to  create  a  more 
intimate  space. 
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<  HOMEHERO  FIRE 
EXTINGUISHER 

Designer:  Arnell  Group 

GOLD  A  modern,  elegant 
look  makes  It  more  likely 
to  be  displayed— and 
accessible  in  case  of  fire. 
Graphics  show  how  to 
operate  it  easily. 


>  LCD  MONITOR  MOBIUS 

Designer;  Samsung 
Electronics  (South  Korea) 
andlDEO 

A  triple-hlnged 
design  allows  people  to 
adjust  both  the  height 
and  angle  to  make  this 
screen  more  comfortable 
to  use. 


"N 


A 


J9 


i  ROLL  N  ROLL 

Designer:  TungchihWu, 
student  at  ShihCtiien 
University  (Taiwan) 
.■:"r;     ■  -      Concept  for 
a  set  of  chopsticks  made  of 
metal  sheets  that  also  roll 
up  into  a  ring  or  bracelet. 
They're  fun  and  reusable— 
and  they  save  trees. 


>  ONE  TOUCH 
CAN  OPENER 

Designer:  Daka  Development 
Ltd.  (Hong  Kong) 

This  cordless, 
hands-free  can  opener 
stops  automatically  when 
the  lid  IS  open.  Its  cutter 
and  drive  wheel  then 
retract  into  the  casing. 


>  FUEGO  OUTDOOR 
GRILLING  SYSTEM 

Designer:  Pentagram 
and  Fuego 

O&iutii  The  hood  recedes 
so  the  cook  and  guests 
can  socialize  around  the 
outdoor  grill.  There's  space 
for  a  champagne  bucket, 
spices,  and  a  towel  holder. 


<  S2  SPLIT-HEAD 
FRAMING  HAMMER 

Designer:  ATOMdesign  Inc. 
andVaughan&Bushnell 
Manufacturing  Co. 

8RONXB  Its  modular 
design  separating  the  head 
and  claw  better  absorbs 
impact  and  reduces  wrist 
and  arm  stress. 


L 
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WMk  One  of  the  most 
MMm  important  goals  of 
design  is  to  shape  products  and 
experiences  to  allow  the  less 
abled  to  participate  in  the  full 
range  of  activities  that  society 
has  to  offer.  Injury,  sickness, 
and  age  will  make  everyone  less 
abled  at  times.  Universal  design 
refers  to  creating  things  that 
everyone  can  use  regardless  of 
their  abilities  at  the  moment. 
There  were  true  breakthroughs 
in  this  category  in  2007. 


<  THE  ACCESS 

Designer:  J.  Ryan  Eder, 
student,  University  of 
Cincinnati 

aoiiD  Concept  for 
a  sleek,  easy-to-use 
exercise  machine  that 
accommodates  disabl&i 
and  able-bodied  peoplei 
alike.  Simplified  control' 
allow  people  with  limit® 
dexterity  to  set  up  the 
machine.  Hooks  securei 
a  wheelchair. 


"^  UNIVERSAL  TOILET 

Designer:  ChangdukKirr 
Youngki  Hong,  students, 
Daejin  University  (Soutti 
Korea) 

OOI.O  Concept  for 

curving,  graceful  toilet  t 

allows  wheelchair  users  I 

and  everyone  else— to  s 

forward  directly  onto  at 

Removes  social  stigma\| 

improving  lifestyle.  A  sepi 

chest  board  to  lean  agai| 

adds  stability. 


tP: 
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<  LOMAK  LIGHT-OPER/I 
MOUSE  AND  KEYBOARD 

Designer:  Peter 
Haythornthwaite,  creativf 
(New  Zealand) 

GOLD  A  new  mouse  a 
keyboard  system  enable? 
people  who  can't  usethrf 
arms  to  work  or  play  on 


>  E-SULLIVAN 

Designers:  Taeho  Wang  and 
Seungho  Chung,  students  at 
the  Institute  of  Design,  IIT 

SILVER  Concept  for 
a  portable,  handheld 
communicator  for  the 
deaf-blind  that  converts 
instant  messaging,  Web 
browsing,  and  printed 
content  into  braille. 
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Today 


Tomorrow 


Adept:  A  new  furniture  solution.  Accomplish  more  with  less.  Be  flexible. 
Achieve  your  goals.  Check  out  Adept  at  AllsteelOffice.com/adp1 . 


Allsteel' 


W|^^  The  Catalyst  Awards  measure 
Mmm  commercial  market  success  for  well- 
designed  products.  But  "design"  today  isn't  just 
aesthetics.  Catalyst  Winners  and  Honorable 
Mentions  used  design  research  and  strategy  to 
create  entire  new  brands  and  refurbish  old  ones. 
Design  was  used  to  shape  better  experiences 
for  passengers  and  pilots  in  launching  a  new 
category  of  jet  plane  travel. 


<  ECLIPSE  500  VERY  LIGHT  JET  ^ 

Designer:  IDEO  and 
Eclipse  Aviation  Corp. 

HONORABLE  MENTION  Stratege 
design  was  used  to  create  a  differ* 
flying  experience  for  a  new  categcf 
of  six-passenger  private  jet  plane.' 
Research  with  pilots  and  passengi 
led  to  a  better  instrument  panel  a 
improved  lighting  and  entertainrrn 
Eclipse  has  sold  more  500s  than  i, 
competing  light  jets. 


>  PANGEA  ORGANICS 

Designer:  IDEO  and  Pangea  Organics 

WINNER  A  brand  strategy  was 
designed  to  engage  consumers 
about  organic  body-care  products. 
Revenues  tripled  after  the  new 
identity  and  packaging  were 
introduced. 


>*»  BANK  OF  AMERICA 
"KEEP  THE  CHANGE" 

Designer:  IDEO  and 
Bank  of  America  Corp. 

WINNER  Designers  talked  to  boomer 
moms  who  saved  by  putting  change 
in  jars.  "Keep  the  Change"  rounds  up 
Visa  card  purchases  to  the  next  dollar 
and  transfers  the  difference  into  a 
savings  account.  The  program  drew 
2.5  million  customers  within  a  year 
and  a  half  of  the  launch. 
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<  MASTER  LOCK  TITANIUM 
SERIES  PADLOCK 

Designer:  Continuum  and 
Master  Lock  Co. 

HONORABLE  MENTION  Design 
research  showed  that  70%  of  mai 
market  shoppers  were  women  wt 
focused  less  on  the  lock  and  more 
what  was  protected.  A  design  strs 
that  segmented  locks  for  bikes,  tc 
and  hardware  sold  in  expanded  rf 
outlets  such  as  Target  Corp.  and 
AutoZone  Inc. 


NYSE:  MHP 
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By  2017,  there  will  be  200  million  students  in 
higher  education  around  the  world. 

As  the  knowledge  economy  takes  off  worldwide,  there  is  a  growing  demand  for  both 
traditional  and  non-traditional  education.  Which  translates  into  an  accelerated  demand  for 
cutting-edge,  online  learning  solutions.  The  kind  of  solutions  that  McGraw-Hill  Education 
offers  to  the  world  every  day.  Or  put  another  way,  when  markets  open,  economies  expand, 
people  prosper  and  McGraw-Hill  grows. 
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The  McGraw-Hill  Companies 


The  McGraw-Hill  Companies 

Open  Markets.  Open  Minds 
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Don't  settle  for  anything  less  than  the  best  desig^^ 
because  your  customers  won't.  Increase  your 
sales  by  hooking  up  with  the  best  in  the  busines!\[^ 
the  world  over.  For  more  information  on  these    ] 
firms,  log  on  to  the  Internet  (www.businessweekh 
com/BizLink).  Look  under  the  07/30/07  Industrie'- 
Design  issue.  See  the  last  page  of  this  directory  j^ 
for  details.  1 


SCAD  (n.)  See  rea 
world  experience. 
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SCAD  Students  •  Industrial  Design  •  Savannah,  Ga. 


Savannah  Colleg< 


Eleven  SCAD  students  developed  and  fabricated  two  full-scale  working  prototypes  of        nf  J\.Vt  fJlVifJi  T^P<;iCyi 

an  original  kayak  concept  in  marine  design  classes.The  20-week  project  was  completed  J  ^ 

in  collaboration  with  California-based  water  sports  manufacturer  Hobie  Cat  Company.         Atlanta  ■  lacoste  ■  savannah  ■  blearninc 


www.hobiecat.com 


www.scad.edu 
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Yoggle  Gatekeeper 
Yoggie  teams  up  with  NewDealDesign 
to  create  its  signature  product 
NewDealDesign.com  |  415.399.0405 


riEuu 

CEaL 

QESign 


I 


Y  STUDIOS 

Design  +  Research 
San  Francisco 
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Design                                     N#|VA 

Competitiveness                    o  e^^Fi  &  rsi 
Redefined. 

Nova  Design 

2007  IDEA  Bronze  Winner 
in  the  Design  Concepts 
Category 
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INTERNATIONAL  DESIGN 
EXCELLENCE  AWARDS  07 

;',                                               WWW  e-novade»ign  com 
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RA[>IUS 


product  developmen 


making  the  ideal,  real 


radiuspd.com  boston  Chicago  Copenhagen  hong  kong  beijing 


@  ACADEMYo/ART  UNIVERSITY 


RAN  CISCO      1929 


The  School  of  Industrial  Design 
at  Academy  of  Art  University 

Congratulates  the  2007 
IDEA  Award  Winners! 

1.800.544.2787  •  WWW.ACADEMYART.EDU 
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SMART       DESIGN        ' 

smn<tdMuanwofldv»idd.cofti  r 
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Magic  &  Logic 


ECCO  Design  Inc.         212  989  7373       wwweccoid.com 


Los  Angeles 


BMW  Group 
DesignworksUSA 

Global  Strategic  Design  -  www.designworksusacom 
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F  WE   CAN   TRANSFORM 

THE   HAMMER, 

MAGINE   WHAT  WE   CAN 

DO   FOR  YOUR  PRODUCT. 


INTERNATIONAL  DESIGN 


www.atomdesign.nel 
Phoenix  602.400.4598 
Los  Angeles  310.902.8020 
lnfo@atom(lesign.net 


ATOMdesign' 

Providing  the  essential  elements 
of  product  development. 


Logon  to 
iVww.businessweek.com/BizLink 
T  fjiilv  30.  2007  issue) 


ww\i¥,msa.org 


tor  ipore  in^mptioti  on  advertisers 

%.v.  ri^  **«ilt#ectwyv '^iV '^  ^ 


Arnell  Group  examines  the  space 
between  brand  assets  and  consumer 
desire  to  identify  opportunity  and 
to  develop  and  implement  business- 
building  solutions  from  product  to 
experience.  We  help  brands  capture 
and  realize  differentiation  by  exploiting 
a  unique  emotional  dimension  in  a 
rational  world  of  business.  212  343  573^ 
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www.whipsawinc.com           ^ 

(408)  297    9771                       ■ 

Atlanta 

Amsterdam 

Boston 

Eindhoven 

Hong  Kong 

New  York 

Pans 

Pune 

Seattle 

Singapore 

Taipei 


Philips  Design  consulting 

www.design.philips.com   •  770  821  3507 


PHILIPS 

sense  and  simptic|p 


INTERNATIONAL  DESIGN 
EXCELLENCE  AWARDS 

Get  your  bragging  rights  here, 

Got  a  great  IDEA? 

For  information  about  IDEA  2008, 
visit  www.idsa.org/idea 
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COMPANY       INFORMATION 

For  more  information  on  the  companies  in  this  directory,  you  can  select  from  the  easy  options  listed  below. 
Companies  will  be  found  in  the  July  30,  2007  issue. 
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BizLmk 

www.businessweek.com/BizLink 


Internet  You  can  request  information  and/or  link  directly  to  company  websites 
through  our  electronic  reader  service  program  @ 
www.businessweek.com/BizLink 

Mail         Fill  out  this  page  and  mail  to:  BusinessWeek,  c/o  ARGI 
PO  Box  12079,  Naples,  Florida  34101-9920  USA 

Fax  Circle  the  desired  number(s)  listed  below,  CLEARLY  print  your  name, 

address,  and  phone  number  and  fax  this  page  (or  copy  of  this  page) 
to  the  USA +1-239-213-2199 


1.  Academyof  Art  University 

2.  Altitude,  Inc. 

3.  Arnell  Group 

4.  ATOMdesign,  Inc. 

5.  Brooks  Stevens,  Inc. 

6.  Cesaroni  Design 

7.  Continuum 


8.  DesignworksUSA 

9.  ECCO  Design  Inc. 

10.  Formation  Design  Group 

11.  fuseproject 

12.  NewDealDesign 

13.  Nova  Design 

14.  Philips  Design  Consulting 


15.  Radius  Product  Development 

16.  Savannah  College  of  Art 
and  Design 

17.  Smart  Design 

18.  Whipsaw,  Inc. 

19.  Y  Studios  LLC 


IDSA 


www.idsa.org 

This  site  lists  a  brief  description  of  the 
;ompanies  In  the  directory,  along  with  contact 
lumbers  and  company  hotlinks.  It  also  features 
he  IDEA  Showcase  of  the  2007  IDEA  winners, 
:u[ient  Industrial  design  news  and  resources, 
lotlmks  to  related  sites  and  a  calendar  of 
iesign  events. 
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Health 


Cutting-Edge  Medicine 


Merck's 
ledicine  Working? 

rred  by  the  Vioxx  fiasco,  CEO  Clark  is 
ng  to  revamp  the  drug  giant's  culture 


LENE  WEINTRAUB 

1^^^  ICHARX)  CLARK  WAS 
^^^^  flustered  and  unprepared 
I^^B  when  he  was  thrust  into 
J^^  the  CEO  job  at  Merck  & 
^^T  Co.  on  May  5, 2005.  It  was 
^^k  the  darkest  hour  in  the 
'^Hlk  pharmaceutical  giant's 
r  history.  Merck  was  drowning  in  li- 
suits  stemming  from  Vioxx,  its  $2.5 
1-year  arthritis  drug,  which  it  had 
torn  the  market  because  of  a  link  to 
tacks  and  strokes.  Two  other  block- 
worth  a  combined  $7  billion  in  an- 
tes were  facing  patent  expirations, 
erck's  labs,  which  other  compa- 
ce  hailed  as  a  bastion  of  scientific 
;ion,  were  crippled  by  a  culture 
ried  good  ideas  under  layers  of 
2racy.  But  in  the  morass,  Clark 
portunity.  "A  crisis  is  a  terrible 
)  waste,"  says  the  CEO. 
35-year  Merck  veteran  says  he 
10  clue"  what  his  turnaround 
3uld  be.  What  he  did  know:  Get- 
ick  on  track  would  take  much 
han  a  cosmetic  restructuring 
h-and-burn  layoffs.  Clark  had 
d  the  company  degenerate  into 
:tion  of  fiefdoms  more  focused 
ancing  their  own  agendas  than 
ing  the  right  drugs  to  patients, 
italize  drug  development  he'd 
-i  get  Merck's  60,000  employ- 
ientists,  regulatory  staff,  and 
ople— to  work  together, 
c  set  out  to  blast  open  deeply 
1  channels  of  communication, 
e  years,  Merck  had  fallen  out  of 
/ith  customers.  Clark  wanted  to 
ployees  to  stop  thinking  about 
)ecific  job  functions  and  to  in- 
)cus  on  the  diseases  they  were 
o  conquer.  So  he  began  placing 
in  teams  defined  by  therapeutic 


fields  such  as  cancer  and  diabetes.  He 
encouraged  the  teams  to  huddle  with 
doctors  who  prescribe  Merck's  products, 
patients  who  take  them,  and  even  insur- 
ers that  decide  whether  or  not  to  pay 
for  them.  "It's  a  different  way  of  doing 
business,"  says  Clark,  61. 

In  essence,  Clark  turned  Merck's  drug 
development  on  its  head.  While  he  can't 
take  credit  for  drugs  that  Merck  dis- 
covered years  ago,  his  disease-focused 
approach  has  pushed  some  products 
through  Merck's  pipeline 
at  speeds  that  caught  ri- 
vals by  surprise.  Januvia, 
a  first-of-its-kind  diabetes 
drug,  hit  the  market  in 
October,  2006,  and  HIV 
drug  Isentress  is  on  track 
to  be  approved  by  the 
Food  &  Drug  Administra- 
tion this  October. 

It  will  be  years  before 
it  becomes  clear  whether 
Clark's  changes  will  pro- 
duce a  reliable  stream  of 
blockbuster  drugs.  Still,  Wall  Street  has 
hope  that  there's  a  solid  grow1:h  story  at 
Merck,  despite  the  Vioxx  debacle.  The 
company's  stock  has  jumped  17%  since 
January,  outpacing  the  American  Stock 
Exchange  Pharmaceutical  Index,  which 
is  up  4%.  Analysts  expect  Merck's  top 
line  to  grow  4%,  to  $23-5  billion  this 
year,  an  achievement  considering  that 
sales  growth  had  flatlined  even  before 
Vioxx  imploded. 

DIFFERENT  DYNAMIC 

VIRTUALLY  NO  ONE  expected  this  from 
Clark.  The  low-key  executive  was  pro- 
moted to  CEO  from  a  very  unglamorous 
post  at  Merck:  head  of  manufacturing. 
While  Clark  was  well-known  inside  the 
company  as  a  stickler  for  efficiency, 


Merck's  new 
speed  at 
aeveloping 
drugs  has 
surprised 
competitors 


outsiders  feared  he  lacked  the  vision 
to  restore  Merck  to  its  scientific  glory 
days.  "At  the  time  we  said:  'Who  is 
he?,' "  recalls  Morgan  Stanley  analyst 
Jami  Rubin.  The  yawns  grew  wider 
when  Clark  announced  plans  to  cut 
costs  ($4  billion  by  2009),  a  typical 
opening  gambit  by  CEOs  without  grand 
plans.  Then  good  news  started  flow- 
ing from  Merck's  labs,  and  Wall  Street 
began  to  see  that  maybe  something 
different  was  unfolding.  "What's  im- 
pressive is  the  speed  with  which  he  has 
galvanized  an  organization  that  was  so 
depressed,"  Rubin  says. 

Uncertainty  over  the  outcome  of  the 
Vioxx  litigation  casts  a  shadow  over 
Clark's  early  progress,  however.  The 
company's  strategy  of  fighting  each  suit 
separately  is  working  so  far:  10  out  of 
15  verdicts  have  gone  its  way.  But  Merck 
is  still  facing  27,250  Vioxx  claims,  and 
information  expected  to  be  released 
over  coming  weeks  could  bolster  plain- 
tiffs' claims  against  the  company  (page 
70).  Meanwhile,  Vioxx  has  become  a 
lightning  rod  in  Congress,  which  has 
spent  much  of  the  summer  debating 
tough  new  drug-safety  leg- 
islation. Clark  maintains 
Merck  did  nothing  WTong 
in  its  handling  of  the  prod- 
uct. Yet  he  acknowledges 
the  sudden  loss  of  the  drug 
highlighted  the  company's 
need  to  find  a  more  effi- 
cient way  to  fill  its  pipeline. 
"It  really  helped  accelerate 
the  change,"  he  says. 

Clark's  struggle  is  em- 
blematic of  the  difficult  task 
facing  all  pharmaceutical 
CEOs.  More  than  70  big  drugs  will  lose 
their  patent  protection  by  2011,  caus- 
ing a  collective  loss  of  $100  billion  in 
annual  sales.  The  mapping  of  the  hu- 
man genome  and  advances  that  make 
it  faster  and  easier  to  screen  potential 
drug  candidates  should  be  lighting  a 
fire  under  drug  development,  but  they 
haven't  so  far.  So  pharmaceutical  com- 
panies are  grappling  with  new  models. 
Pfizer  Inc.  is  trying  to  become  more 
inventive  by  looking  outside  and  part- 
nering v«th  small  biotechs.  Johnson  & 
Johnson— which  has  long  maintained 
that  the  key  to  innovation  is  to  preserve 
the  independence  of  the  companies  it 
has  acquired— has  reconfigured  its  drug 
development  operations  into  three  busi- 
ness units,  so  it  can  be  more  tightly 
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focused.  "We're  all  being  challenged 
to  rethink  this,"  says  Samuel  O.  Thier, 
a  professor  at  Harvard  Medical  School 
and  Merck  board  member. 

Despite  the  high-tech  gloss  on  the 
pharmaceutical  industry,  most  drug 
companies  are  still  organized  around 
an  old  industrial  model.  Typically  a 
new  product  starts  in  research  and  is 
handed  to  manufacturing.  Then  sales 
comes  up  with  a  marketing  plan.  Fi- 
nally the  drug  gets  passed  down  to 
regional  managers  around  the  world, 
who  develop  their  own  sales  strate- 
gies. This  hand-off  model  can  lead  to 
mistakes:  Scientists  might  put  years 
and  millions  of  dollars  into  a  drug, 
for  example,  only  to  find  out  that  the 
audience  is  not  as  big  as  they  imagined 
it  to  be.  Worse,  managers  might  not 
devote  the  necessary  resources  to  the 
most  promising  ideas,  because  they're 
blinded  by  the  need  to  maximize  their 
own  units'  profitability.  Bringing  dis- 
parate voices  together  from  Day  One 
"is  the  way  work  should  get  done  in 
companies,"  says  Clark,  drawing  grids 
on  a  legal  pad  to  make  his  point.  "It's 
not  up  and  down.  You  need  people  to 
work  together." 

FASTER  PATH 

ONE  GROUP  of  Merck 
employees  was  already 
experimenting  with  a 
disease-focused  model 
before  Clark  became 
chief  executive.  They 
had  come  together  to 
develop  a  diabetes  drug 
that  ultimately  failed. 
But  after  hearing  Clark 
talk  about  busting  up 
the  traditional  approach 
to  drug  development, 
the  team  volunteered 
to  pilot  his  new  plan 
vidth  Januvia,  which  was 
just  about  to  go  into  piv- 
otal clinical  trials.  They 
knew  they  had  a  poten- 
tial blockbuster  on  their 
hands,  because  the  drug 
offers  a  completely  new 
way  to  attack  diabetes. 
But  rival  Novartis  was 
way  ahead  of  Merck  in 
testing  a  similar  drug 
called  Galvus. 

In  the  past,  Merck's 
science  types  might 
have  spent  years  test- 
ing Januvia  in  combi- 
nation with  every  other 
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Richard  T.Clark 

This  Merck  lifer  rose  to  chief  executive  and  is  now  attempting 
to  engineer  a  top-to-bottom  turnaround 


\^ 


BORN  Mar.  7, 1946,  in 
Johnstown,  Pa. 

EDUCATION  Washington  & 
Jefferson  College,  BA,  1968; 
American  University, 
MBA,  1970 

CAREER  PATH  After  serving  as  an 
Army  lieutenant,  he  saw  a  Merck 
ad  seeking  military  officers  with 
MBAs.  He  joined  in  1972  as  a 
quality  control  inspector  in 
manufacturing  and  worked  his 
way  up,  eventually  becoming 


CEO  of  Medco,  a  pharmacy 
benefits  manager  that  Mere! 
owned.  He  was  named  head 
manufacturing  in  2003  and 
CEO  in  2005. 

OUTSIDER'S  VIEW  While 

running  Medco,  Clark  learn 
firsthand  the  importance  of 
proving  a  new  drug's  worth 
insurance  companies:  "The 
value  proposition  has  to  ba- 
the payer's  perspective. 

FAMILY  Married,  two  daughn. 


diabetes  therapy  patients  might  be  tak- 
ing so  that  the  FDA  would  allow  the 
drug  to  be  pitched  to  the  broadest 
possible  audience.  With  advice  from 
marketing  colleagues,  who  were  in 
tune  with  what  diabetes  patients  and 
doctors  were  demanding,  the  diabetes 
group  devised  a  faster  path  to  victory: 
They  decided  that  initially  they  would 


only  test  Januvia  with  the  two 
widely  used  diabetes  drugs  and 
solo  therapy.  "We  didn't  do  studieii 
were  nice  to  have,"  says  Jay  Ga^ 
general  manager  of  the  diabetei 
obesity  franchise.  "We  did  studieii 
really  represented  where  the  pn| 
was  most  likely  to  be  used." 

Gathering  input  from  customers 
as  doctors  earlier  in  the  process  ps 
in  other  ways.  As  Januvia  moved  i 
reports  emerged  that  Novartis'  G' 
was  causing  some  monkeys  in  tl:i| 
als  to  suffer  skin  lesions.  Converse 
with  doctors  convinced  Merck's  dii 
team  to  design  an  extra  monkey 
to  prove  to  the  FDA  that  its  dru{ 
safe.  The  result:  The  agency  app 
Januvia  without  requiring  a  wa 
about  the  side  effect.  What's  mor 
cause  there  were  manufacturing! 
marketing  folks  on  the  diabetes  ■ 
constantly  trading  information 
the  approval  time  line  and  cust 
demand,  Merck  had  Januvia  on 
macy  shelves  four  days  after  the 
gave  it  the  green  light.  At  the  old  ]V  j 
it  would  have  taken  as  long  as  a  n 
to  launch  the  product.  Morgan's  1 
reckons  Januvia  and  a  related  pr 
will  bring  in  $762  million  in  sale 
year.  Meanwhile,  Galvus  is  still  aw! 
FDA  approval. 

KEY  CUSTOMER 

GETTING  BETTER  products  out,  faJ 
crucial,  but  paying  attention  to  you 
gest  customer  base— the  insurance 
panics— is  also  important.  Clark  si 
know.  He  served  as  chief  operatir  I  fg 
ficer  and  then  CEO  of  Merck's  phai 
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YOUVE  LEFT  THE 
COMPETITION  FAR  BEHIND! 

Possible!  When  you  partner  with  NUT  Technologies.  Sure  you  get  unflinching  commitment  to  quality 
(COPC  and  Six  Sigma  standards),  compliance  with  ISO:  27001  Data  Security  Standards  and  proprietary 
technology  tools  for  remote  process  management  and  knowledge  capture.  But  above  everything  else 
we  "invest"  in  you  -  no  matter  what  the  scale  of  service  we  take  the  time  and  effort  to  understand  your 
business  needs. 

But  that  should  be  expected  from  a  BPO  and  Contact  Center  that  leverages  the  NUT  Technologies 
Group's  25  years  of  IT  Training  and  BPO  Services  heritage  of  being  dedicated  to  helping  customers 
get  benefits  that  go  far  beyond  cost  savings.  If  you're  looking  for  a  BPO  Services  partner  that  will  be 
there  for  you  no  matter  what, wouldn't  you  rather  go  with  the  Top  Business  Process  Management 
Outsourcer  of  2005  and  2006?  Think  of  what  we  can  do  for  you... 

Our  BPO  and  Contact  Center  Services 

Back  office  Administration  -  Life  and  Pension  Processing  -  Market  Surveys  and  Database  Updating 
Customer  Service  -  Call  Center  -  Inbound  and  Outbound  -  Technical  Helpdesk  -  Order  Taking 
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Health  Cutting-Edge  Medicine 


benefit  subsidiary,  Medco,  from  1997  to 
2002,  before  it  was  spun  out  as  an  inde- 
pendent company.  The  experience  drove 
home  to  him  the  immense  power  that 
insurance  companies  wield  when  they 
decide  whether  a  new  drug  is  worth  pay- 
ing for  or  whether  it's  not  much  different 
from  older,  cheaper  alternatives. 

Merck  has  always  talked  to  insurers 
just  before  drugs  hit  the  market,  but 
Clark  believes  the  discussion  needs  to 
start  much  earlier,  when  a  new  therapy 
is  just  an  inkling  in  a  scientist's  brain. 
That  way,  Merck  can  be  sure  it  is  de- 
signing trials  that  directly  answer  pay- 
ers' questions  about  safety  and  efficacy, 
especially  in  relation  to  what  the  com- 
parative expense  of  a  drug  might  be. 
"The  value  proposition  has  to  be  from 


LITIGATION 


the  payer's  perspective,"  Clark  says. 
"If  you  don't  listen  to  your  customers 
you're  going  to  wake  up  someday  and 
not  have  them." 

Mixing  scientists  with  insurance  ex- 
ecutives is  a  little  extreme.  With  the 
cost  of  drugs  growing  at  double  digits 
every  year,  payers  come  to  the  table 
vvdth  a  built-in  bias  against  new  prod- 
ucts, if  not  a  little  hostility.  Yet  Merck 
research  and  development  chief  Peter 
S.  Kim  has  embraced  the  idea.  Last 
September,  for  example,  200  Merck 
scientists  went  on  a  retreat.  Along  for 
the  ride:  a  patient  who  suffers  from 
rheumatoid  arthritis  and  a  top  execu- 
tive from  insurer  Aetna  Inc. 

The  patient  described  her  travails 
wdth  steroids,  which  treat  her  disease 


Another  Risk  Factor 
For  Merck 


uch  of  Merck  &  Co.'s 
success  in  fighting 
lawsuits  related  to  Vioxx 
fias  centered  around  the 
argument  that  the  drug 

posed  cardiovascular  risks  only  to  those 

who  took  it  for  18  months  or  longer 

Now  plaintiffs'  lawyers  are  salivating 

over  evidence  they  hope  could  support 

their  argument  that  even  patients  who 

used  the  painkiller  for  short 

periods  were  in  danger. 
In  coming  weeks  The  New 

England  Journal  of  Medicine 

is  expected  to  publish  data 

from  a  study  looking  at  Vioxx 

as  a  potential  treatment  for 

colon  cancer.  The  clinical  trial, 

which  was  halted  when  Vioxx 

came  off  the  market  in  2004, 

is  expected  to  show  that  some 

patients  suffered  heart  attacks 

within  a  year  of  starting  the 

drug.  "It  has  become  clear 

from  a  variety  of  studies 

that  there  is  increased  risk 

with  short-term  use  of 

the  drug,"  says  Thomas 

R.Kline,  a  member  of 

the  plaintiffs'  steering 

committee  for  federal         i,, 

Vioxx  litigation. 
While  Merck  declined 
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Anew 
Vioxx 
study 
may  help 
plaintiffs 


to  comment  on  the  study  until  it  is 
published,  its  outside  counsel,  Ted 
Mayer,  points  out  that  some  data  from 
it  already  were  presented  at  a  medical 
meeting  and  had  been  used  as  fodder  in 
courtroom  debates.  With  10  of  15  liability 
rulings  having  gone  in  Merck's  favor,  the 
company's  lawyers  remain  confident 
of  their  ability  to  argue  that  it  properly 
warned  patients  of  the  risk.  "Looking  at 
the  totality  of  the  data,  you 
don't  see  support  for  a  short- 
term  effect,"  says  Mayer.  "We 
hope  juries  will  put  [the  new 
study]  in  context." 

As  the  debate  continues, 
another  potential  source  of 
pain  may  be  lying  in  wait.  On 
July  3  a  U.S.  district  court 
judge  in  Louisiana  paved 
the  way  for  the  release  of 
Vioxx-related  e-mails 
and  other  material 
that  Merck  had 
tried  to  keep  out 
of  the  hands  of 
plaintiffs'  lawyers. 
"We're  anxious  to 
get  ahold  of  these 
documents,"  says 
Kline.  Merck  plans 
to  file  objections  to 
the  ruling. 


effectively  but  also  touch  off  sidi 
fects  such  as  bloating.  Merck  is  w 
ing  on  nonsteroid  treatments 
minimal  side  effects.  Aetna  sugge 
Merck  look  for  clues  to  predict  w 
patients  respond  best  to  which  tt 
pies.  Tailoring  the  drug  to  the  i 
audience  would  not  only  result  in 
ter  outcomes  for  patients  but  also 
insurers  money  in  the  long  run.  "A 
figure  out  how  to  reinvent  ourse 
understanding  different  perspec 
is  going  to  be  a  critical  piece  oj 
puzzle,"  says  Kim,  who  joined  IV! 
in  2001  from  Massachusetts  Inst 
of  Technology. 
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KILL  FEE 

IF  FRATERNIZING  WITH  insurancHH: 
ecutives  sounds  bizarre,  consider 
Merck  is  rewarding  scientists  for 
ure.  One  of  the  hardest  decisions^lNi 
scientist  has  to  make  is  when  to  a  ^- 
don  an  experimental  drug  that's 
working.  An  inability  to  admit  fa 
leads  to  inefficiencies.  A  scientist 
spend  months  and  tens  of  thousan 
dollars  studying  a  compound,  ho 
for  a  result  he  or  she  knows  likely  v 
come,  rather  than  pitching  in  i 
project  with  a  better  chance  of  tur 
into  a  viable  drug.  So  Kim  is  pro 
ing  stock  options  to  scientists  whc. 
out  on  losing  projects.  It's  not  thi 
per  se  that's  being  rewarded  bul 
decision  to  accept  failure  and  mo' 
"You  can't  change  the  truth.  Yoi 
only  delay  how  long  it  takes  to  fi 
out,"  Kim  says.  "If  you're  a  good  s^ 
tist,  you  want  to  spend  your  time 
the  company's  money  on  someU 
that's  going  to  lead  to  success 

Management  consultants  sayik[ 
warding  misses  as  well  as  hits  ii  i  ,,- 
right  idea,  and  one  that  the  entir 
dustry  will  need  to  adopt.  "The  e^ 
you  determine  when  something  sh^  | 
be  killed,  the  better,"  says  Charliei^  l 
ver,  vice-president  at  consultant  t  n 
Allen  Hamilton  Inc.  Still,  he  wt|  ^| 
changing  a  corporate  culture  froiiH  ^i 
that  thrives  on  success  to  one  ±al 
accepts  failure  "is  a  very  large  hi 
to  overcome." 

While  Clark  is  encouraged  bj^ 
results  of  his  changes  so  far,  he's^ 
haunted  by  the  culture  of  complac^  j 
that  left  companies  like  his  stuck  :li  j, 
innovation  rut.  "  If  you  ever  feel 
fortable  that  your  model  is  the 
model,  you  end  up  where  the  ind 
is  today,"  he  says.  "It's  always  goi»< 
be  continuous  improvement.  We*|  T 
never  declare  victory."  ■ 
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Developments  to  Watch 
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NOVATIONS 


pumpkin 
nediesand 
g  trials 

Ihe  Great  Pumpkin  may 
salvation  to  diabetics, 
pkins  are  a  known 
:e  of  antioxidants— but 
i  not  all.  The  giant  fruit 
:ontains  a  molecule  that 
is  to  help  the  pancreas 
jierate  insulin-producing 
destroyed  by  diabetes. 
1  scientists  at  East 
3  Normal  University  in 
ghai  fed  diabetic  rats 
Dkin  extract  for  30  days, 
i;  of  insulin  in  their  blood 
ned  almost  to  normal, 
j  the  number  of  insulin- 
Jcing  cells. 


ie  U.S.  medical 
)lishment  regularly 
)ans  the  fact  that  less 
10%  of  eligible  patients 

in  clinical  trials,  slowing 
the  development  of 
Irugs  and  procedures. 
J  doctors  be  to  blame? 
1/ survey  by  Thomson 
^rWatch  found  that  only 
')f  trial  participants 
fed  of  their  study  through 
doctor;  56%  found  out 
:  a  trial  through  the 
3  orthe  Internet.  Of 
?0  trial  participants 
yed,  64%  said  they  did 
it  any  information  about 
from  their  doctor,  and    . 
14%  consulted  with  a 
blister  family  doctor 

deciding  to  enroll. 


TORONTO'S  LIGHTS 
ARE  TURNING  GREENER 

THE  WORLD'S  TALLEST  FREESTANDING  STRUCTURE,  Toronto's 
CN  Tower,  is  now  more  eco-friendly.  Its  illumination  comes 
from  light-emitting  diodes  (LEDs),  which  turn  electricity 
directly  into  light,  cutting  energy  use  by  60%  from  the 
tower's  previous  lights.  This  is  just  one  part  of  a  plan  Toronto 
announced  on  July  11  to  install  LEDs  all  across  the  city,  from 
parking  garages  to  parks,  to  save  energy  and  reduce  carbon 
emissions.  To  fight  climate  change,  "cities  have  to  lead 
by  example,"  says  Mayor  David  Miller.  In  fact,  Toronto  is 
following  the  lead  of  LED  pioneer  Raleigh,  N.C.   -John  Carey 


HYBRID  POWER 

BUILDING 
ABETTER 
BATTERY 

MANY  IN  THE  AUTO  industry 
are  betting  that  lithium  ion 
batteries  will  be  the  next 
power  source  for  hybrid  cars. 
But  a  Caterpillar  spin-off  is 
wagering  it  can  transform 
today's  lead  acid  batteries 
instead.  Fireffy  Energy's 
invention  produces  a  current 
pretty  much  the  same  way 
that  Gaston  Plante's  first 
rechargeable  battery  did  in 
1859.  The  difference  is  that 
its  power  cells  contain  plates 
of  a  carbon  graphite  foam 
rather  than  lead.  This  means 
the  product  is  30%  smaller 
and  20%  lighter  than  typical 
auto  batteries.  It  can  also  be 
recharged  many  more  times 
and  has  longer  up  time. 
Although  the  product  costs 
twice  as  much  as  lead  acid 
batteries,  it  could  sell  for  just 
20%  to  25%  the  price  of  a 
lithium  or  nickel  battery, 
says  Firefly  CEO  Edward 
Williams.     -Michael  Amdt 


ROBOTICS 

SEEBOTRUN 
-UPHILL 

THE  ACT  OF  walking  up  a  slope 
and  down  again  on  two  legs 
is  a  marvel  of  engineering. 
The  brain,  muscles,  and 
joints  must  work  in  perfect 
harmony,  constandy 
adjusting  the  angle  of  the 
knees,  the  flexing  of  muscles, 


and  the  balance 
of  the  torso.  Now, 
researchers  from 
Germany's  University 
of  Gottingen  have 
figured  out  how  to  get 
a  two-legged  robot  to 
perform  this  feat. 

Building  on  their 
earlier  creation,  a 
foot-tall  walking 
robot  called  RunBot, 
they  designed  a  hill- 
climbing  version 
with  an  infrared 
eye  that  can  detect 
a  slope  and  adjust 
its  gait  on  the  spot. 
The  scientists,  led  by 
Florentin  Worgotter, 
organized  RunBot's 
walking  controls  into  a 
hierarchy:  Movement  reflexes 
are  driven  by  sensors,  which 
are  regulated  by  control 
circuits.  These,  in  turn, 
are  governed  by  a  neural 
network  attached  to  the 
infrared  eye. 

At  its  first  attempt  to 
climb  a  slope,  the  RunBot 
fell  backward.  But  just  like 
a  child,  it  learned  from  its 
failures,  and  eventually 
conquered  the  hill 
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Searching  for 
John  Q.  Public 

New  people-search  engines  hope  to  do  better 
than  Google  in  finding  the  less-than-famous 


BY  CATHERINE  HOLAHAN 

JAY  BHATTI  THINKS  HE  HAS 
spotted  Google's  weakness. 
The  search  Gohath  isn't 
good  with  people.  A  Google 
search  for  an  individual  may 
return  tens  of  thousands  of 
links  in  milliseconds,  but 
it's  hard  to  tell  unless  you  click  on  one  if 
if  s  the  person  you're  looking  for.  The  re- 
sults list  won't  distinguish  between,  say, 
James  Brown  the  soul  singer  and  James 
Brown  the  sportscaster. 

That's  where  Bhatti's  company.  Spook, 
comes  in.  His  people-specialized  search 
engine,  scheduled  for  public  launch  the 
first  week  of  August,  scans  social  net- 
works such  as  Linkedin,  MySpace,  Face- 
book,  and  other  sites  where  people  regu- 
larly post  information  about  themselves 
and  others.  It  then  pulls  that  information 
into  a  concise  summary  about  a  person, 
such  as  his  occupation,  interests,  age, 
marital  status,  and  hometovm.  A  click  on 
the  summary  reveals  related  Web  sites 
and  known  associates. 

Spock  is  one  of  dozens  of  niche  search 
companies  trying  to  capture  some  of 
the  more  than  $60  billion  that  is  pro- 
jected to  be  spent  on  search  marketing 
over  the  next  four  years. 
Bhatti  wants  Spock  to  be- 
come the  site  you  visit  to 
find  details  on  a  particu- 
lar individual.  "Searching 
for  people  in  a  general 
search  engine  is  like  try- 
ing to  look  for  a  needle  in 
a  haystack,"  says  Bhatti, 
Spock's  co-founder. 

Specialization  may  be 
the  only  viable  strategy  for 
search  startups.  Google's 
lead  in  general  search 
seems  insurmountable. 
Nearly  50%  of  all  searches 
are  done  on  Google,  accord- 


THE  STAT 


30% 

Share  of  the 
7  billion-plus  U.S. 
Web  searches 
performed  each 
month  that  relate 
to  individuals. 


Data:  Spock 


ing  to  June  figures  fi-om  market  researcher 
comScore.  Its  share  has  remained  high 
despite  competition  from  Yahoo!  (25.1% 
of  searches)  and  Microsoft  (13.2%). 
In  some  niches,  the  search  game  is 
still  a  wide-open  field.  The 
key  is  identifying  the  right 
niche.  Travel,  health,  and 
finance  are  already  crowd- 
ed with  competitors.  In 
personal  search,  however, 
there  is  no  clear  victor. 
Startups  include  Wink, 
which  is  similar  to  Spock, 
and  Zoomlnfo,  a  search 
engine  specializing  in 
executives.  They're  gun- 
ning for  the  roughly  30% 
of  the  7  billion-plus  Web 
searches  performed  in  the 
U.S.  each  month  that  re- 
late to  individuals.  About 


half  of  those  queries  concern  celel 
The  other  half  target  names  thai 
have  a  million  Web  mentions:  bu 
contacts,  former  friends,  ex-lover 
the  like. 

These  people-search  engines 
like  a  stalker's  dream  come  tru 
Spock  and  other  such  sites  conten 
return  information  a  Web  surfer 
eventually  find  anyway;  they  just 
light  it  more  effectively.  And  thej' 
list  phone  numbers  and  addresse 
privacy  advocates  say  that  many ) 
who  fill  social  network  pages  wit 
sonal  information  falsely  believi 
only  their  "friends"  will  see  it- 
least  only  users  of  th' 
{  ,  '  cial  network.  Typically, 
networks  require  peo' 
have  an  account  to  read 
and  visit  users'  profile  > 
However,  unless  a  user 
fies  that  his  or  her  pro 
private,  it  can  be  inde? 
search  engines.  Even  f 
profiles  have  some  pij 
searchable  informatioi 
as  the  user's  name,  } 
gender,  age,  and  home' 
i  "What  people  haven' 
derstood...is  that  inf 
tion  they  thought  wa- 
ing  limited  to  the  peo.j 
\  their  networks  is  accei 

\  to  search  engines  thi 

\         crawl  through  these  t 
Y        says  Marc  Rotenberg,  ( 
I        tive  director  of  the  Elece 
",    I         Privacy  Information  ( 
in  Washington.  i 

The  big  search  ens 
are  ill-designed  to  higlj 
information  on  little-known  pi) 
Google,  for  example,  returns  r 
based  on  the  prominence  of  s' 
terms  in  a  given  Web  page  anij 
number  of  sites  linking  to  that 
among  other  things.  It's  a  great  n 
for  finding  authoritative  sources  ' 
oft-discussed  people  such  as  MN 
Jordan  the  basketball  player.  It's  v 
great  when  you're  searching  for  '  "I"' 
mation  about  a  guy  by  the  same 
who's  toiling  away  in  an  office  bu)'  'fc 
in  Utah. 

Of  course,  the  guy  in  Utah  mai*  tef 
want  to  be  found.  So  Spock  and  .'  "la 
say  they  give  users  better  conti'  Kii 
their  online  identities  by  showing 
personal  info  online  they  may  not  '|5isi 
about.  Whether  that's  a  sufficien' 
son  for  people  to  switch  from  Goc 
themselves  and  start  ego-surfin,"  iBin 
Spock  or  Wink  remains  to  be  seen.  \  '111 
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i  Carmaker  with 
licon  Valley  Spark 

tech  veterans  behind  Tesla  think  they 
ji  w  a  better  way  to  build  an  electric  car 


n/ID  WELCH 

TAKES  BIG  CAR  MANUFACTUR- 

1  s  four  years  to  develop  a  new 

lodel.  In  that  period  of  time,  Tesla 

lotors  Inc.  has  created  a  brand- 

ew  kind  of  car  company— not  to 

lention  plenty  of  buzz. 

Filling  the  niche  for  a  green  ve- 

e  lat  isn't  virtuously  homely,  Tesla 

lyers  standing  in  line  to  buy  its 

k  98,000  electric  sports  car,  which 

U;oming  off  the  assembly  line  in 

■r.  The  wait  list  now  includes 


George  Clooney,  California  Governor 
Arnold  Schwarzenegger,  and  Google 
Inc.  founders  Larry  Page  and  Sergey 
Brin.  They  want  to  be  the  first  in  their 
neighborhoods  to  own  the  eerily  quiet 
machine  that  can  rocket  from  0  to  60  in 
four  seconds. 

But  once  the  short  list  of  environ- 
mentally conscious  tycoons  trades  in 
their  Toyota  Priuses  for  Tesla  Roadsters, 
will  there  be  enough  business  for  the 
company  to  survive?  Boutique  automak- 
ers have  a  grim  history.  The  last  car 


CHARGEDUPCEO  ^t^rtup  to  make 

Eberhard  with  Tesla      -^    ^^^    ^^j^^^ 
Roadster  prototypes     ^,      ,  _, 
in  San  Carlos,  Calif.       Chrysler's  name- 
^^^^^1^  sake  company  m 

1925.  Many  auto 
industry  insiders  are  impressed  with 
Tesla's  technology,  but  question  whether 
the  250-employee  San  Carlos  (Calif.) 
company  will  be  able  to  sell  enough  cars 
to  thrive  in  the  ultracompetitive  global 
car  industry.  "These  guys  look  under- 
capitalized to  build  cars  in  real  num- 
bers," says  James  N.  Hall,  vice-president 
of  AutoPacific  Inc.,  an  auto  industry 
consulting  firm.  "They  can  sell  cars  until 
other,  bigger  manufacturers  start  selling 
vehicles  that  aren't  pure  electrics  but  are 
green  enough." 

So  what  makes  Tesla  think  it  has  a 
chance?  The  very  fact  that  it  has  been 
built  by  outsiders.  After  all,  Detroit  is 
hardly  a  model  of  corporate  efficiency. 
Tesla  bills  itself  as  Silicon  Valley's  version 
of  a  car  company.  Importing  executives 
and  management  ideas  from  the  technol- 
ogy industry,  it  is  handing  out  stock  op- 
tions to  every  employee,  doing  away  with 
independent  dealers,  and  outsourcing 
the  manufacturing  of  its  cars.  Almost  all 
of  Tesla's  $105  million  in  startup  capital 
has  come  from  wealthy  California  ideal- 
ists and  venture  investors.  "Silicon  Val- 
ley is  the  best  in  the  world  at  everything 
it  does,"  boasts  Elon  Musk,  the  PayPal 
founder  who  sold  the  company  for  $1.5 
billion  before  becoming  Tesla's  chairman 
and  chief  source  of  funds.  "The  corporate 
culture  [in  the  Valley]  is  extremely  ef- 
ficient and  very  competitive." 

Startup  energy  radiates  from  Tesla's 
converted  warehouse  space  on  a  side 
street  in  middle-class  San  Carlos.  All  of 
the  top  executives— except  Musk,  who 
isn't  involved  with  day-to-day  opera- 
tions—work together  in  small,  cheaply 
decorated  offices.  If  big  decisions  need 
to  be  made,  no  one  needs  to  schedule 
big  meetings,  write  up  proposals,  or  go 
through  any  chains  of  command. 

BATTERY  POWER 

TESLA  CEO  Martin  Eberhard,  a  former 
computer  engineer,  says  he  is  trying  to 
build  a  car  manufacturer  that  is  also  a 
technology-  company.  By  outsourcing 
mundane  parts  like  brakes  and  seat 
belts,  Tesla  engineers  are  able  to  focus 
on  a  few  core  technologies:  the  battery, 
the  computer  software,  and  the  proprie- 
tary motor  that  make  the  car  go.  Unlike 
Toyota,  General  Motors,  and  Ford  Mo- 
tor, whose  hybrids  use  nickel  metal  hy- 
dride batteries,  Tesla  believes  its  lithium 
ion    technology    will    ultimately    be 
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Tesla:  The  Un-Car  Company 

How  the  Silicon  Valley  startup's  business  model  differs  from  Detroit's. 


SOURCING  Big  carmakers 
tend  to  develop  and  test  big 
parts  like  the  frame  and  body 
in-house.  About  half  of  the 
Tesla  Roadster's  parts  were 
engineered,  designed,  or 
manufactured  by  someone  else. 


COMPENSATION  Like  many 
Silicon  Valley  firms,  Tesla  offers 
stock  options  to  employees 
throughout  the  corporate 
hierarchy. 


TALENT  Detroit's  top  executives 
come  mostly  from  the  corporate 
finance  department.  Most  of 
Tesla's  top  managers  are 
engineers.  They  have  experience 
in  a  wide  variety  of  industries. 


RESEARCH  Rather  than  foci 
on  mechanical  systems,  a 
engineers  in  Detroit  do,  Tesl^ 
R&D  team  focuses  on  the 
batteries,  electric  motors, 
power  management  systei 
that  make  its  cars  unique 


cheaper  and  have  more  storage  capacity. 

Lithium  ion  batteries  also  happen 
to  be  the  power  source  for  something 
people  in  Silicon  Valley  know  well:  the 
laptop  computer.  The  sophisticated  en- 
ergy storage  device  that  sits  in  the  trunk 
of  the  Tesla  Roadster  is  merely  a  bundle 
of  6,831  laptop  battery  cells.  Right  now 
this  pack  costs  about  $20,000  to  pro- 
duce, about  one-fifth  of  the  car's  price. 

Any  hope  Tesla  has  of  achieving  Eb- 
erhard's  dream  of  producing  higher  vol- 
umes of  cars  annually  rests  on  cutting 
this  cost.  The  company  also  is  going  to 
have  to  boost  the  range  of  its  cars  beyond 
the  current  maximum  of  slighdy  more 
than  200  miles  and  provide  ovraers  with 
a  reasonably  glitch-free  product  (never 
an  easy  thing  for  a  new  manufacturer  to 
do).  The  next  vehicle  on  Tesla's  drawing 
board  is  a  five-passenger  sedan  code- 
named  White  Star.  The  target  price  will 
be  from  $55,000  to  $68,000.  In  five 
years,  Eberhard  wants  to  be  producing  a 
$30,000  electric  car  knovra  as  Blue  Star. 

Tesla's  team  is  hoping  to  benefit  from 
a  battery  technology  that  is  already  im- 
proving rapidly.  The  production  of  laptop 
cells  has  tripled  in  the  past  five  years, 
dropping  the  cost  of  lithium  ion  batteries 
down  8%  annually.  That  trend  should 
continue.  The  company's  scientists  also 
are  betting  they  can  find  ways  to  use 

74  I  BusinessWeek  I  July  30.  2007 


their  in-house  expertise  to  adapt  lithium 
ion  batteries  for  use  in  lawn  mowers, 
motorcycles,  and  satellites.  This  will  help 
them  achieve  efficiencies  of  scale  without 
waiting  for  car  sales  to  take  off. 

The  company,  which  plans  to  go  public 
next  year,  has  created  a  second  division, 
Tesla  Energy,  to  sell  its  energy  storage 
technology  the  same  way  Toyota  licenses 
its  hybrid  systems.  Its  first  customer  is 
Think  Nordic,  a  Norwegian  producer  of 
small  city  cars.  Some  investors  believe 
this  unit  may  have  more  potential  than 
the  car  side  of  the  business. 

NO  MIDDLEMAN 

WHILE  TESLA  HAS  Silicon  Valley  roots,  it 
has  hired  a  slew  of  engineers  from  the  Big 
Three  and  installed  them  in  its  Michigan 
development  center  in  Detroit's  northern 
suburbs.  Tesla's  new  hires  know  they 
aren't  working  for  "Generous  Motors" 
anymore.  John  Thomas,  senior  director 
for  White  Star,  says  his  army  of  Big  Auto 
refugees  isn't  afraid  to  fly  coach  or  work 
long  hours.  Tesla  also  pays  lower-than- 
average  wages.  But  since  everyone  has 
stock  options,  they'll  reap  big  rewards  if 
the  company  succeeds. 

Tesla's  business  model  also  cuts  out 
independent  car  dealers.  The  company 
plans  to  have  six  dealerships  in  major 
cities.  Each  one  will  have  specialty  tech- 


nicians to  make  any  repairs.  Since  >  IP 
10%  of  a  car's  sticker  price  is  the  di 
take,  Tesla  will  save  money.  PluL 
company  is  going  for  such  low  vo^  j[  | 
that  it  won't  waste  money  on  adv 
ing,  says  Darryl  Siry,  vice-preside 
marketing.  "Porsche  spends  $1^ 
car  on  marketing,"  he  says.  "I  esse 
spend  zero." 

Compared   with    Big   Auto,  11 
near-term  sales  goals  are  modest 
1,000  a  year  for  the  Roadster  and  1   ••( 
annually  for  the  future  sedan.  Ebe 
believes  they  should  be  easily  i 
able.  He  notes  that  owners  of  To.i 
Prius  earn  on  average  well  in  el 
of  $100,000  a  year.  That  meansil 
can  afford  something  much  niceiw 
Toyota's  $22,000  hybrid.  If  nece'i 
the  company  would  be  willing  tj 
a  small  gas  engine  to  boost  Blue 
range  and  broaden  its  appeal. 

Musk  is  convinced  there  are  pie 
customers,  like  him,  who  will  wanti^ 
thing  faster  or  flashier  than  a  Pr 
the  moment,  in  fact,  he  drives  a  Pc  \ 
and  his  wife  drives  a  14-mpg  Ms 
Quattroporte  sedan.  "I  just  can't  g«  | 
the  Prius,"  Musk  says.  ■ 


BusinessWeek  .com 


ONLINE  For  a  slide  show  on  the  building  of  TesI 
Roadster,  go  to  businessweek.com/extras 
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j  the  cute  characters  and  slogans,  cereal  companies  are 

about  putting  healthier  products  on  the  table.  One  national 

turned  to  Cargill  to  help  convert  their  entire  line  of  products  to 

grain,  requiring  that  the  change  not  affect  flavor  or  texture.  Cargill 

oed  a  process  for  putting  whole  grain  corn  into  their  cereal  while 

ining  shelf  life  and  taste  appeal.  We  accomplished  it  all  within 

mpany's  challenging  time  frame.  The  successful  conversion 

that  Americans  will  eat  an  additional  1.5  billion  whole  grain 

igs  each  year.  This  is  how  Cargill  works  with  customers. 

aborate      >      create      >      succeed 


V 


i  .argillcreates.com 

•  •  -rii.  Incorporated 


Cargill 
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utiveLife  Parker  on  Wine 


BY  ROBERT  PARKER 


The  Best  of 
Kendall-Jackson 


ITY-FIVE  YEARS  AGO,  Jess  Jackson's  fledgling  winery  produced  its  first 
lall-Jackson  Vintner's  Reserve  Chardonnay.  The  popularly  priced  wine 
an  immediate  hit  with  both  critics  and  consumers,  and  now  Jackson 
uces  2  million-plus  cases  a  year.  J  The  chardonnay's  bountiful  cash 
fallowed  the  company  to  amass  more  than  12,000  acres  of  prime  vine- 
3,  introduce  other  inexpensive  Vinter's  Reserve  varietals,  and  develop  a 
blio  of  premium  wines.  Some  of  Jackson's  best  wines  and  best  values: 


■Jackson  2005 

's  Reserve  Chardonnay 

1  Estates 

1.  Loads  of  tropical  fruit,  medium 
i  wonderful  purity  result  in  a  crisp, 
hardonnay  that  is  ideal  for  drinking 
lext  one  to  two  years.  $12 

-Jackson  2005 
ii^eserve  Chardonnay 

li ;.  With  a  bouquet  of  orange  marma- 
ir  orange  oil,  the  Grand  Reserve  has 
nexture  and  a  heady  finish.  Pricier  than 
n  ers  Reserve,  it's  still  a  bargain.  $18 

1  l-Jackson  2004 

u's  Reserve  Cabernet  Sauvignon 

ii  i.  Sweet  red  and  black  currant  mix  with 
V  ilia  in  an  elegant,  medium-bodied  cab. 
d  king  for  the  next  four  to  five  years.  $18 

as  Creek  2005 
ion  Blanc 

>.  Revealing  notes  of  honeyed 

t,  figs,  and  crushed  rocks  are  in  this 

bodied,  food-friendly  white.  $19 

2004  Cabernet  Sauvignon 

,  This  deep  ruby/purple-hued  wine 
&et  bouquet  of  creme  de  cassis, 
voak,  and  licorice.  Full-bodied, 
and  long  in  the  finish,  it  will  benefit 
to  three  years  of  bottle  aging  and 


should  last  for  12  to  15  or  years  or  more.  $33 

Hartford  Court  2005 
Chardonnay  Stone  Cote 
93  points.  This  wine  is  a  mineral-dominated 
effort  revealing  notions  of  limes,  lemons, 
tangerine  oil,  and  flint.  Rich  and  full-bodied, 
drink  it  over  the  next  five  to  six  years.  $46 

Verity  2004  Le  D6sir 

94+  points.  Jackson's  take  on  a  St.-Emilion 


boasts  a  plum/purple  color  and  a  big,  sweet 
nose  of  black  currant  jam,  sweet  cherries, 
incense,  allspice,  licorice,  and  herbs.  Full- 
bodied  and  opulent,  it  needs  two  to  three 
years  of  bottle  aging.  Then  you  will  be  able  to 
enjoy  it  over  15  to  20  years.  $115  ■ 

Robert  Parfcer  is  the  world's  most  influential 
wine  critic.  Visit  eRobeiiParker.com  to  see  tens 
ofttiousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter.  The  Wine  Advocate. 


led  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
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Sharing  With 
Mom  and  Dad 

One  good  option  may  be  for  your  elderly  parents 
to  come  to  live  in  the  family  home,  but  it  takes 
careful  planning,  by  Christopher  farrell 

PAUL  ROYAL  WASN'T  THINKING  about  his  parents  when 
he  and  his  wife,  Bonnie,  decided  to  move  into  Exeter, 
N.H.,  from  its  rural  outskirts  about  two  years  ago.  They 
had  in  mind  their  son,  Andrew,  then  2,  who  would 
benefit  later  from  the  good  schools  and  nearby  neigh- 
bors. But  when  they  came  upon  a  for-sale  sign  offering 
a  "House  of  the  Future,"  their  perspective  changed. 
J  The  custom-buUt  home  was  really  two  dwellings  under  one  roof: 
a  2,400-sq.-ft.  single-famUy  unit  with  a  l,400-sq.-ft.  mother-in-law 
apartment  in  the  basement.  Although  Paul  initially  dismissed  the  idea, 
he  realized  the  setup  would  be  perfect  for  his  family  and  his  elderly 


parents,  who  lived  90  miles  away.  Cohab- 
iting would  eliminate  the  long  weekly 
drive  to  see  them.  He  and  his  vAfe  would 
be  right  there  in  case  of  an  accident  or 
a  health  problem.  His  son  would  grow 
closer  to  his  grandparents.  And  the  sepa- 
rate apartment  allowed  for  privacy:  Each 
part  of  the  house  had  its  own  entrance, 
kitchen,  laundry  room,  and  garage  space. 
"It's  such  a  great  solution  for  us,"  says 


Royal,  a  44-year-old  financial  planner. 
Many  members  of  the  "sandwich  gen- 
eration," who  now  find  themselves  re- 
sponsible for  the  welfare  of  both  their 
parents  and  children,  are  embracing 
such  living  arrangements  that  were 
more  common  a  few  generations  ago. "  It 
offers  less  expensive  independent  living 
for  older  people,  and  if  s  very  good  from  a 
family  perspective,"  says  Elinor  Ginzler, 


director  of  livable  communities  at 
That  said,  the  move  represents 
financial  and  emotional  commitmi 
an  extended  family.  It  involves 
hours  devising  financial  plans  tha 
for  all  parties,  talking  over  difficul 
of-life  issues,  and  ensuring  that  the 
family  buys  into  the  living  situat 
substantial  assets  are  involved,  th 
ous  parties  should  tap  into  legal ; 
nancial-planning  advice.  The  Roys 
perience  offers  an  instructive  case 
in  how  to  manage  such  a  move. 

MONEY  MATTERS 

WHEN  PAUL  BROACHED  the  s 
with  his  parents,  they  embraced  th 
Since  the  $625,000  asking  price 
house  was  almost  twice  what  Pai 
planned  to  spend,  their  contributic 
crucial  to  making  the  deal  worll 
family  ended  up  paying  $610,000.1 

First,  Paul  and  Bonnie  put  a  $21 
downpayment  on  the  new  hous( 
he  and  his  parents  sold  the  home^ii 
were  living  in.  Paul  then  took  It  ie 
$325,000,  30-year  fixed-rate  mo«  'm 
while  his  parents  set  up  a  trust  til  If 
the  proceeds  from  the  sale  of  their  iJ  itbi 
plus  other  assets.  (A  trust  is  a  tradil  ^ 
estate  planning  tool  that  avoids  then  ilso 
aches  of  probate.)  The  trust  issued/  % 
a  $235,000  interest-only  loan  at 't  (tn 
to  finance  the  balance  on  the  ■'  ie, 
Paul  pays  the  trust  $1,300  per  moi  (d 
interest  on  top  of  his  $2,000  mom  trij 
payment.  In  turn,  his  parents  gvfi  it? 
$2,200  a  month  in  rent.  !  Ik 

A  legal  document  directs  the  tnu^  ii  c 
make  sure  Paul  and  Bonnie  are  fina  fjii 
ly  protected  under  certain  circumstil  fsr 
such  as  being  forced  to  sell  the  hovd  [far 
loss.  Paul's  parents  worked  vvdth  all  ifl 
and  their  financial  planner.  i  ffe 

Family  dynamics  came  into  plajM  i; 


er  has  early  signs  of  Alzheimer's 
the  trust  was  set  up  in  Paul's 
s  name.  However,  it  took  some 
ing  to  reassure  his  father  that 
3  the  right  move  in  light  of  his 
hing  capacities. 

also  has  two  sisters  to  consider: 
Nebraska,  the  other  in  New  Jer- 
e  trust  ensures  that  when  the 
die,  their  assets  will  be  equally 
ted  among  the  three  children. 
[er  quickly  supported  the  move; 
er  was  lukewarm.  Both  ended 
pting  it.  "My  parents  were  very 
m  convincing  my  sisters  to  go 
Paul  says. 

ips  most  difficult  were  the  many 
frank  discussion  about  disability 
th.  What  were  his  parents'  vwshes 
f  them  died?  What  if  Dad  ended 
nursing  home?  "You  have  to  re- 


ally think  about  the  endgame,  more  than 
a  lot  of  people  are  comfortable  doing," 
says  Paul. 

Even  if  the  generations  agree  on  a 
shared  residence,  you  have  to  check  lo- 
cal regulations.  Zoning  restrictions  often 
prohibit  converting  a  garage  into  living 
space,  building  a  backyard  cottage,  or 
adding  a  separate  apartment  in  neigh- 
borhoods of  single-family  residences. 
Nevertheless,  a  number  of  communi- 
ties are  modifying  their  zoning  laws  to 
encourage  such  dwellings,  and  AARP  is 
pushing  model  legislation  in  jurisdic- 
tions around  the  country. 

The  combination  of  increased  life  ex- 
pectancy and  delayed  childbearing  mean 
more  families  vidll  be  facing  circumstanc- 
es like  the  Royals'.  For  many  of  them, 
the  solution  wall  be  the  same:  living  in  a 
house  of  the  future.  ■ 


Getting 
Together 

COMPARE  the  cost  of  your  parents 
moving  to  an  assisted  living  or 
continuous  care  facility  with  the  cost 
of  moving  in  with  you,  including 
renovations  to  your  house. 

CHECK  the  county  and  local  rules  on 
mother-in-law  apartments,  granny 
flats,  garage  dwellings,  etc. 

TALK  through  expectations  about 
privacy,  care-taking,  meals,  grocery 
shopping,  and  other  potential  issues. 

DETERMINE  the  finances.  Will  the 
parents  pay  rent  to  their  children,  or 
vice  versa?  How  does  the  living  setup 
affect  the  parents'  estate  plan? 

THINK  through  the  end-of-life  situations 
an  aging  parent  can  confront. 


Your  Imagination  can  run  wild. 
Can  your  retirement  plans  keep  up? 


Call  your  broker,  or  visit 
hartfordinvestor.com. 

Mutual  Funds 
401  (k) 

Annuities 
Life  Insurance 


iiil 
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Prepare  to  Live 


I  [AirnoiiD 


PersonalFinance  Mutual  Funds 


Trouble 

Is  His  Business 

John  Schneider  is  ringing  up  impressive  results  by 
focusing  on  stocks  under  siege,  by  aaron  pressman 


FUND  MANAGER  JOHN 
Schneider  loves  the  unloved.  So 
when  he  heard  last  spring  that 
Tyson  Foods  and  other  chicken 
producers  were  seUing  meat  for 
10(1:  a  pound  to  be  burned  as  fuel,  the  head 
of  the  $54  million  Touchstone  Large  Cap 
Value  Fund  got  on  the  case. 

The  poultry  producers'  shares  were 
getting  pounded  by  bird  fhi  fears  and 
rising  grain  costs,  but  Schneider  and 
his  crew  of  three  analysts  concluded  the 
industry  could  easily  rebound  by  cutting 
production— and  that's  just  what  hap- 
pened. Tyson  stock  is  up  61%  in  the  past 
year,  and  he  still  ovras  the  stock. 

A  look  at  Schneider's  fund  reveals  just 
how  much  of  a  contrarian  he  is.  Four  of 
his  top  five  holdings  are  in  the  home  mort- 
gage business,  including  Fannie  Mae  and 
Washington  Mutual.  Other  major  posi- 
tions include  troubled  cell-phone  carrier 
Sprint  Nextel,  struggling  telecom  equip- 
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ment  maker  Alcatel-Lucent,  and  Dell, 
the  computer  maker  suffering  through 
a  spate  of  well-publicized  missteps  that 
forced  founder  Michael  Dell  to  take  back 
the  reins  in  January. 

The  Touchstone  portfoho  is  up  20% 
since  Schneider  took  over  in  March, 
2006,  matching  the  Standard  &  Poor's 
500-stock  index.  Long-term,  his  record 
is  impressive.  He  ran  PIMCO  PEA  Renais- 
sance Fund  from  1999  through  2005, 
gaining  an  average  of  12%  a  year,  which 
beat  99%  of  midcap  value  funds,  accord- 
ing to  Morningstar. 

To  achieve  results  like  that,  you  have 
to  harness  the  power  of  contrarian  think- 
ing. For  instance,  Schneider  started  to 
investigate  power  companies  during  the 
post-Enron  bankruptcies  of  Calpine  and 
Mirant.  He  uncovered  an  opportunity  in 
Reliant  Energy,  which  was  tarred  by  the 
others'  troubles.  He  determined  that  the 
company  was  unlikely  to  go  bankrupt. 


yet  its  shares  were  selling  for  aboi  w 
fifth  the  cost  of  its  plants.  The  sto 
since  quadrupled. 


CONTRARIAN 

Four  of 

Schneider's 

largest 

holdings 

are  in  home 

mortgages 


ubc 


NO  HARD-AND-FAST  RULES 

ALL  35  STOCKS  in  the  Touchston 
were  picked  using  Schneider's  ui 
investment  process.  He  and  his 
keep  tabs  on  a  frequendy  updated, 
about  400  stocks,  but  there  are  noil  |i 
lute  requirements,  no  minimum  i 
earnings  ratio  or  price-to-book  vali 
gets  one  stock  on  or  off  the  list. 

A  lot  of  the  Touchstone  team's' 
come  from  looking  at  the  supplie 
customers  of  current  favorites.  Ii 
in  Tyson  led  Sch 
to  Gold  Kist,  ai 
poultry  processor 
acquired    by    Pil 
Pride.   "We're  k 
for  areas  under  i 
but  where  there's'! 
cific  catalyst  thaH 
ing  to  maice  thinji 
undervalued,"  he  says. 

Schneider,  who  grew  up  in  ihii 
adelphia  suburbs,  followed  his «  j| 
brother  Arnold  into  the  money-mat 
ment  business  after  earning  a  f 
degree  at  Lehigh  University.  Both  o 
the  stock  bug  as  youngsters  froroAift 
father,  who  was  an  engineer  byij  |sj 
but  an  active  investor  on  his  own  hi  jGi 
When  Arnold  left  the  blue-chip  I 
money  manager  Wellington  Mfcljisto 
ment  in  1996  to  start  Schneider  ( ikn 
Management,  John  joined  him.  lad 
He  got  his  own  ftmd  three  yearn  ||it 
when  PIMCO  Equity  Advisors  hiroj  ufc 
to  run  two  value  ftinds  that  ever^  lOft 
totaled  $12  billion.  He  went  out  ci  noi 
ovm  in  2005  and  won  the  Touchsto^  iian 
in  March,  2006.  Todd  Trubey,  who  <  (ej 
the  fund  for  Morningstar,  says  SchiM(  uoj 
biggest  strength  may  be  his  coc|  mid 
"Many  shy  away  from  firms  that  se)  jtj); 
be  troubled,"  TYnbey  says.  "Schneid<  n\n 
look  through  temporary  problems.''M  (jj 
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Top  Holdings,  Touchstone 
Large  Cap  Value  Fund 
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STOCKS 


» GOOGLE 

i5n&Co.'sJim 
land  on  why  the 
Ijsus  has  more  upside 

9    Google  has  its  doubters, 
but  Cowen&  Co.  analyst 
Jim  Friedland  isn't  one 
of  tliem.  Where  others 
see  Google  losing  market 
share  to  rivals  such  as 
Yahoo!  and  Microsoft, 
Friedland,  in  a  report 
5  on  July  11,  predicts  that  Google  will 
1 3%  share  over  the  next  10  years. 
1 1  with  Personal  Finance  writer  Ben 
(I  about  his  call: 

\  I  Google  amass  a  near-monopoly? 

)  late  that  for  every  $2  Google  is 
1  oward  research  and  development, 
spending  $1.  For  every  $1  Microsoft 
Google  spends  $1.15.  The  trajectory 
e's  R&D  growth  is  much  higher, 
dy's  products  keep  improving,  but 
y,  Google  widens  the  lead. 

5  stock  price  is  up  550%  since 
ihree  years  ago.  Can  the  shares, 
lund  550,  go  higher? 

ight,  and  Google  is  essentially  going 
nalize  all  of  its  competitors,  the  value 
portunity  is  not  reflected  in  the  stock, 
e  won't  give  a  price  target,  based  on 
)  earnings  estimate  of  $20  a  share 
ice-earnings  ratio  between  the  2008 
us  of  29  and  the  current  36,  the 
ould  span  580  to  720  next  year.] 
\K\\  back  to  1992-93,  when  Microsoft's 
s  already  up  substantially  from  its 
e  was  a  lot  of  controversy  about  the 
/.  If  you  bought  the  stock  then  for  80, 
.00%  [accounting  for  five  splits]. 

hink  Google  will  split  the  shares? 

ice  of  them  ever  splitting  the  stock  is 
y  low.  If  you  read  the  founders'  letter 
tial  public  offering  prospectus,  you 
management  views  the  world  much 
/Varren  Buffett  does,  and  he  has  never 
res.  Berkshire  Hathaway  A  shares 
lore  than  $100,000  apiece.  From 
stock  price  to  its  lack  of  guidance 
js  of  company  performance], 
that  Google  does  not  cater  to 
m  investors. 


Heads-Up:ASkull 
And  Crossbones 


IT'S  THE  UNIVERSAL  SIGN  for  poison,  and 
soon  the  skull  and  crossbones  will  be 
used  to  identify  toxic  stocks,  too.  As  part 
of  an  effort  to  disclose  more  information 
to  investors  in  the  most  obscure  comer 
of  the  over-the-counter  market,  on 
Aug.  1  Pink  Sheets  will  start  assigning 
icons  that  reflect  the  riskiness  of  stocks 
listed  on  its  Web  site,  pinksheets.com. 

The  symbols  will  reflect  the  degree  of 
public  disclosure  a  company  has  made. 
For  example,  a  stock  emblazoned  with 


a  pink  check  mark  indicates 
that  the  issuer  has  complied 
with  all  standard  Securities 
&  Exchange  Commission 
disclosure  requirements.  A  yield 
sign  means  limited  information 
is  available,  a  stop  sign  says 
there's  no  information,  and  a 
skull  and  crossbones  warns  of 
danger. 

The  prevalence  of  e-mail 
"pump-and-dump"  schemes 
was  the  impetus  for  the  system, 
says  Pink  Sheets  CEO  Cromwell 
Coulson.  In  such  ploys, 
scammers  target  unknown 
penny  stocks  and  send  out 
millions  of  e-mails  promoting  them. 
When  unsuspecting  investors  cause  the 
prices  to  surge,  the  scammers  dump 
their  shares,  take  their  money,  and  run. 
"If  s  an  awful  group  [of  stocks],  and  by 
labeling  them  clearly,  we  are  going  to 
make  the  market  much  more  efficient," 
Coulson  says.  By  flagging  deadly 
listings,  he  hopes  to  give  investors 
and  brokers  an  easy  way  to  avoid  them 
and  help  regulators  crack  down  on 
e-mail  fraud.  -Tyler  Hill 


JUNK  BONDS 

HIGH  ANXIETY  OVER  HIGH-YIELDS 

Investors  may  be  focusing  on 
subprime  mortgages,  but  there  are 
market  jitters  about  junk  bonds,  too. 
One  option:  Hedge  your  junk  iioldings 
by  investing  in  the  new  Rydex  Inverse 
High  Yield  Strategy  Fund  (RYILX).  It's 
designed  to  go  up  as  corporate  credit 
quality  goes  down.  You  can  make 
much  the  same  play  by  short-selling 
the  new  Barclays  iBoxx  $  High  Yield 
Corporate  Bond  exchange-traded 
fund  (HYG).  -Aaron  Pressman 
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Building  Retention  in  Recruitment: 
It  Starts  with  Brand 


Recruitment  is  a  mission-critical  process. 
Companies  actually  stake  their  future  on  hiring 
and  retaining  the  right  people  —  those  who  will 
love  the  company  and  have  passion  for  the  work 
they  do. 

If  you  were  to  choose  one  attribute  of  your 
company  that  would  have  the  greatest  impact 
on  efforts  to  recruit  talent  in  today's  competitive 
markets,  what  would  it  be?  Do  you  know  the 
population  of  candidates  who  would  find  that 
attribute  attractive?  Do  you  know  how  to  appeal 
to  them  so  they  will  consider  working  for  your 
company?  Understanding  the  answers  to  these 
and  related  questions  is  a  dividing  line  between 
companies  that  have  the  key  to  hirmg  and 


retaining  great  talent  and  those  that  don't. 

The  key  involves  employer  branding. 
Certainly  the  recruitment  process  requires  sell- 
ing a  company's  attractiveness  to  a  job  candi- 
date. However,  advertising  often  results  in 
branding  the  organization  as  something  it's  not 
(such  as  flexible  or  a  work/life  balanced  envi- 
ronment) in  order  to  appeal  to  what  the  compa- 
ny thinks  the  general  market  wants. 
Misbranding  only  results  in  increased  attrition. 

In  employer  branding,  it  is  necessary  to  strip 
away  the  advertising  noise,  instead  determining 
such  factors  as  the  company's  culture,  compe- 
tencies, what  it's  best  at  doing,  and  the  type  of 
person  who  would  be  attracted  to  such  an 


organization.  These  are  key  drivers  in  a,, 
tive  recruitment  process  but  are  usually" 
and  companies  seldom  promote  these  at 
to  potential  candidates. 

When  companies  are  successful  at  eii 
branding,  their  recruitment  efforts  yield 
results  because  they  screen  the  right  cai 
—  those  who  will  do  well  in  the  co 
environment.  A  best-fit  candidate  has  th( 
ic  skills  for  a  particular  position,  person: 
utes  necessar)'  for  working  in  the  co 
environment  and  beliefs  and  values  that 
the  company's  culture. 

Capitalizing  on  the  employer  brand  w 
in  finding  and  retaining  the  best  em  1 
those  who  will  positively  impact  the  co  i 
growth,  efficiency  and  profit.  | 


to  read  Mie  full  report,  go  to 
www.exiiert  insights  com/lalenttraek 


1 

-|»  TalentTrack,  a  leading  service  provider  for  end-to-end  Recruitment  Process  Outsourcing  solutions,  makes  a  sciciL 

PlTalGntTrBCk'     employer  branding,  guiding  companies  through  the  process  of  capitalizing  on  brand.  TalentTrack  creates  custel^' 

I  .,.. — ..„.,„„„.,.,  =o,.„,,«.  „„ recruitment  solutions  to  fill  high-volume/difficult-to-fill  positions  in  healthcare,  financial  services,  retail,  manufaa  ' 

consumer  products  and  other  industries.  The  company  combines  people,  expertise  and  technology  for  sourcing  candidates,  on-boarding  and  ret*  sky 
vtfith  guaranteed  results.  Contact  Lisa  Ovenden  at  419-720-1416  or  lovenden@talenttrack.com.  I  ta 


An  Innovative  Approach  to  Saving 
Energy  in  the  Data  Center 


Concerns  about  data  center  energy  costs  are 
being  driven  by  an  increasing  awareness  of  the 
energy  needed  to  store  the  growing  volume  of 
onhne  data.  Not  only  is  the  volume  of  data 
stored  on  disk  in  large  data  centers  growing,  by 
some  estimates  to  8  petabytes  in  2008,  but  data 
is  being  retained  longer,  persisting  long  after  it 
has  been  created,  to  meet  the  increasing  and 
pervasive  requirements  of  regulatory  compliance. 

According  to  some  estimates,  this  class  of 
data,  called  persistent  data,  now  represents 
more  than  70  percent  of  the  data  in  a  customer's 
data  center  and  is  the  fastest  growing  segment  of 
stored  data  today 

With  37  percent  of  the  total  power  in  a  data 


center  now  being  consumed  by  storage,  the 
focus  is  turning  to  address  how  to  manage  the 
gluttonous  power  need  of  persistent  data  storage. 

The  first  challenge  is  to  classify  your  data 
based  on  usage  and  activity  level.  This  will 
allow  you  to  manage  your  data  based  on  its  use 
characteristics  and  enable  a  number  of  options 
which  would  allow  you  to  match  the  data  usage 
to  the  most  efficient  storage. 

With  traditional  storage  architectures,  one 
kilowatt  (KW)  of  power  supports  only  between 
5  and  18  terabytes  (TB)  of  storage  capacity 
MAID  (Massive  Array  of  Idle  Disks),  a  new  rev- 
olutionary storage  architecture,  supports 
between  90  and  100  TB  per  KW    This  energy 


efficiency  represents  multiple  millions  c  i. 
in  data  center  operating  cost  savings  ov" 

Pacific  Gas  and  Electric  (PG&E),  a  i 
California    elec 


PGRSfCTENlTiD/J 


tnc  utuity,  pro- 
vides cash  incen- 
tives to  data  cen- 
ters that  install 
MAID  storage. 
So,  not  only  wall 
the  deployment 
of  MAID  storage 
make  a  real  dent 
in  energy  costs 
for  the  data  cen- 
ter, but  it  will  also  give  companies  cash 
immediate  rebate  incentives.  Similar  ii 
are  planned  from  other  utility  compani 


Tb  read  the  full  report,  go  to 
www.expert-inMgtits.com/copan.asp 


Infrequently  ace 
data  used  for: 

compliance 
archive 
disaster  recov 
reference 


Represents  70°  I 
data  In  your  data 


SYSTems 


COPAN  Systems  is  the  leading  provider  of  intelligent,  enterprise-class,  enhanced  MAID  storage  solutions  that  unli« 
value  of  long-term,  persistent  data.  Its  energy  efficient  storage  solutions  reduce  power  and  cooling  costs  in  the  da^  V 
ter  with  enhanced  MAID'S  unigue  ability  to  spin  the  hard  drives  only  as  needed  to  dramatically  conserve  power  and  *^^ 
en  the  product  lifespan.  COPAN  Systems'  customers  span  the  healthcare,  financial,  government,  media,  and  service  provider  industries.  Solutiorc  "eiP 
mentations  include  backup/restore,  archive,  and  disaster  recovery.  More  information  is  available  at  www.COPANsys.com  or  by  calling  1-877-COPANw 
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Rise  of  Cybercrime  -  Protecting 
New  Mobile  Worliplace 


technologies   offer   business    people 
i  ways  to  communicate  and  collaborate, 

a  new  work  environment  that's  no 
)nfined  by  the  boundaries  of  the  corpo- 
/ork.  The  dark  underside  of  this  new- 
:edom  has  the  potential  to  unleash  a 
for  cybercriminals. 

zations  need  to  find  ways  to  extend 

protection  to  reach  remote  users  and 

lisingly  mobile  workforce.  Flexibility  in 

computing  is  critical  to  protect  against 

new  and  unknown  security  threats  - 

'iaises,  spyware,  rootkits,  hacker  attacks, 

spam,  and  other  malicious  programs. 
id  Every  Node  on  the  Network.  It's 


becoming  impossible  to  pin  down  where  the 
network  perimeter  ends.  Customizable  and  scal- 
able protection  is  needed  for  every  node  -  from 
mobile  phones,  laptops  and  workstations  to  file 
servers,  mail  servers  and  Internet  gateways. 

Protect  Against  All  Threats.  The  threat  of 
Internet  attacks  is  increasing  exponentially 
(80,000  new  attacks  in  2006  alone).  The  use  of 
social  engineering  techniques  has  changed  the 
threat  landscape.  Solutions  need  to  combat  all 
classes  of  cyber-threats. 

Deliver  Rapid  Response.  'With  today's  threats 
going  global,  real-time  response  is  a  necessity 
Proper  defense  requires  rapid  discovery,  analysis 
and  distribution  of  countermeasures.  Look  for 


solutions  that  not  only  offer  top  detection  rates, 
but  also  fast  outbreak  response  times  and  near 
real-time  protection  updates. 

Stay  Ahead  of  the  Threat.  Complete  protec- 
tion requires  the  right  combination.  Signature- 
based  protection  and  advanced  proactive  tech- 
nologies are  best  for  recognizing  the  warning 
signs  of  malicious  activity  before  they  happen. 

Prevent  Any  Intrusion.  Advanced  heuristics 
are  very  effective  at  detecting  password  and  data 
theft.  Together  with  a  personal  firewall  and  an 
intrusion  detection/prevention  system,  activity 
can  be  closely  monitored  to  prevent  intrusion 
into/out  of  a  system. 

Travel  Safely.  'When  working  outside  the  cor- 
porate network,  remote  users  need  specially  cre- 
ated policies  that  kick  in  as  soon  as  they  discon- 
nect and  reconnect  to  the  network. 


To  read  tite  f«ll  report,  go  to 
www.exp«rt-msights.coin/kaspersky.as|) 


!vJl>IU^I<Y:« 


Kaspersky  Lab  delivers  the  world's  most  immediate  protection  against  IT  security  threats,  including  viruses,  spyware, 
crimeware,  hackers,  phishing,  and  spam.  Kaspersky  Lab  products  provide  the  world's  highest  detection  rates,  the 
industry's  fastest  outbreak  response  time  and  standard  automated  hourly  updates  directly  from  the  renowned 
sky  Internet  Security  Lab.  More  than  200  million  users  are  protected  by  the  company's  premium  security  solutions.  And  this  technology  is  inside 
han  120  leading  global  IT  security,  networking  and  messaging  software  companies.  Learn  more  at  www.kaspersky.com. 


If  VoIP  Phone  Service  Can 

e  Your  Small  Business  a  Bundle 


)usinesses  are  faced  with  a  difficult  task 
comes  to  selecting  or  upgrading  their 
lunications  system.  The  economics  of 

in  traditional  premise-based  PBX  solu- 
en    precludes   many  companies   from 

a  system  that  is  feature-rich  and  can 
heir  potential  growth. 

new  telecommunications  technology 
Dice  over  Internet  Protocol  CVoIP)  is 
small  businesses  to  secure  the  features 
tionality  of  a  sophisticated  PBX  phone 
3r  a  fraction  of  the  cost  by  using  the 
(instead  of  the  PSTN)  to  carry  voice 

t  as  it  does  data  traffic.  This  enables 
)n  with  web-based  applications  and  the 


delivery  of  calling  features  that  would  be  impos- 
sible using  traditional  telephone  networks. 
More  importantly,  significant  cost  savings  can  be 
realized  as  voice  now  becomes  just  another  form 
of  data. 

These  cost  and  performance  efficiencies  are 
motivating  many  small  businesses  to  turn  to 
hosted  Voip  or  IP-PBX,  services  for  their  teleph- 
ony needs.  Hosted  IP  PBX  services  make  all  of 
the  traditional  PBX  features  available  to  a  busi- 
ness while  a  'VoIP  service  provider  owns,  man- 
ages and  updates  the  service.  As  a  result,  com- 
panies no  longer  need  to  make  a  large  capital 
investment  in  expensive,  on-site  PBX  hardware 
and  can  further  benefit  from  flat  rale  unlimited 


monthly  calling  plans  typically  offered  by  VoIP 
phone  service  providers.  Features  made  possible 
by  a  hosted  'VoIP  phone  system  include  auto 
attendants,  voicemail  to  e-mail  forwarding,  and 
follow  me/hnd  me,  integration  with  conference 
applications,  music  on  hold,  ring  groups,  built- 
in  disaster  recovery  (phones  can  be  redirected 
instantly  to  another  location),  onUne  account 
management  (including  moves,  adds  and 
changes)  and  more. 

Perhaps  best  of  all,  a  hosted  IP-PBX  phone 
system  empowers  small  businesses  to  incorpo- 
rate remote  workers  or  branch  offices  under  a 
single  phone  system  that's  accessible  from  any 
worldwide  location,  providing  unmatched  flexi- 
bility scalability  and  dramatically  reduced  total 
cost  of  ownership  (TCO). 


To  t«ad  the  full  report,  go  to 
ikrww.expert-fnsigtits.coffl/|>acKet8.asp 


VoIP  service  provider  8x8,  Inc.  (Nasdag:  EGHT)  offers  Packets  Virtual  Office  hosted  IP-PBX  phone  services  for  small  and 
medium  sized  businesses.  Virtual  Office  delivers  unlimited  local  and  long  distance  calling  in  the  United  States  and  Canada 
along  with  complete  PBX  functionality  for  just  $49.99  per  month  per  extension.  For  information,  go  to  www.packet8.net  or 
'net  Phone  Service     call  1-866-787-8620. 
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WHY  BIG  STAKEHOLDERS  ARE  GUNNING  FOR  A  BRINK'S  SPIN-OR 


PIPEX  PHARMACEUTICALS  COULD  YIELD  A  FEW  BLOCKBUSTERS, 
A  NEW  KIND  OF  WINDOW  SHADE  FROM  RESEARCH  FRONTIERS. 
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A  Breakup  at  Brink's? 

WILL  SECURITY  KING  BRINK'S  (BCO)  finally 
yield  to  demands  to  split  the  company?  Activist 
shareholders  have  upped  pressure  to  spin  off 
to  shareholders  the  home  security  unit,  so  it  can  trade 
independently  of  the  armored  cars. 
Last  September  big  stakeholders, 
including  Pirate  Capital,  with  8.7%, 
and  MMI  Investments,  with  8.3%, 
pushed  for  a  sale  or  breakup.  That 
resulted  in  Brink's  naming  Thomas 
Hudson,  who  heads  Pirate  Capital,  to 
its  board.  On  July  10,  MMI  followed 
with  a  letter  to  the  board,  filed  with  the 
Securities  &  Exchange  Commission, 
urging  a  split.  "We  are  very  frustrated 
by  managemenf  s  lack  of  action,"  says 
Clay  Lifflander,  president  of  MMI, 

who  notes  that  other  biggies  in  security— Tyco  International 
and  Sweden's  Securitas— have  spun  off  their  security  units. 
Lifflander  figures  with  a  tax-free  spin-off,  the  combined  value 
of  the  units  would  jump  to  88,  up  from  Brink's  current  63.11. 
In  a  voting  showdown,  says  Lifflander,  the  activists  would 
win:  Their  stake  totals  32%,  which  includes  Steel  Partners' 
8%  and  Fidelity  Investments'  10%.  Brink's,  which  has  hired 
an  investment  banker  for  strategic  advice,  says  it  is  weighing 
options.  Anthony  Fiore  of  Standard  &  Poor's  rates  Brink's  a 
buy,  with  a  12-month  target  of  83.  Brink's  was  last  featured  in 
this  column  on  Sept.  4, 2006,  when  it  was  at  55. 

A  Promising  Pipeline 
At  Pipex 

LITTLE-KNOWN  PIPEX  PHARMACEUTICALS  (PP)  may 
have  a  stable  of  winners  in  the  making.  Its  lead  drug 
Coprexa,  which  has  completed  two  Phase  III  trials, 
has  an  "orphan  drug"  designation  (for  rare  ailments)  to  treat 
neurologic  Wilson's  disease,  a  genetic  metaboUc  disorder. 
Coprexa  is  set  to  be  on  the  market  by  mid-2008,  says  Laurence 
Bleicher  of  Noble  Financial.  "This  oral  drug  is  already  worth 
more  than  what  Pipex'  stock  is  selling  for,"  he  says.  That 
comes  on  top  of  two  other  apphcations  for  Coprexa  that 
Bleicher  sees  as  big  winners.  One  is  a  further  oral  formulation 
called  Trimesta,  for  women  with  multiple  sclerosis.  It  has 
completed  Phase  I/II  trials,  funded  by  a  $5  million  grant 
from  the  National  Multiple  Sclerosis  Society  and  National 
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Institutes  of  Health.  Pipex  is  also 
developing  Coprexa  for  idiopathic 
pulmonary  fibrosis,  which  finished 
Phase  I/II  trials  as  well.  High  levels  of 
copper  result  in  such  conditions,  says 
Bleicher.  Steven  Winters,  president  of 
Gemini  Strategies,  which  owns  shares, 
says  Pipex'  drugs  aimed  at  major 
markets  are  attracting  investors.  He 
sees  the  stock,  now  at  5.35,  doubling 
in  a  year. 


ON  THE  W, 
BACK  UP 

STOCK  PRICE  (DOLUR 

1 


3 


FEB.  16,  '07  JULY 

Data:  Bloomberg  Financial  k 


Research  Frontiers: 

Glass  That  Dims  Electronicall 

RESEARCH  FRONTIERS  (REFR)  Started  the  year  on ; 
high  note:  In  February,  Raytheon  announced  that  tl 
Beechcraft  King  Air  aircraft  would  offer  new  electro 
dimmable  window  shades  using  the  company's  SPD- 
SmartGlass  technology.  This  lets  glass  go  from  clear  to  opati 
fast,  blocking  out  hght,  ultraviolet  rays,  and  heat.  But  Robbi 
Manners  West,  senior  portfoUo  manager  at  New  Mexico's 
State  Investment  Council,  which  owns 
shares,  says  the  big  bounce  will  come 
when  REFR's  major  Ucensees,  such  as 
DuPont,  Air  Products  &  Chemicals,  and 
Hitachi,  sign  up  for  the  light-control 
technology.  Hitachi  has  committed 
to  pay  REFR  for  sure  access  to  the 
latest  developments  in  SmartGlass. 
The  aircraft,  auto,  and  architecture 
industries  are  expected  to  be  its  big 
users,  says  West,  who  sees  REFR  in 
the  black  in  18  months.  She  expects 
its  stock,  which  has  rocketed  from 
5  in  January  to  12.93  on  July  17,  to  hit  35  in  18  months 
No  analysts  follow  REFR,  but  early  big  investors  includ 
Fidelity,  BlackRock,  Barclays  Global  Investors,  and  C 
Asset  Management.  ■ 
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DATE 

'■■9.0 


MONTHS 

25.0 


15462 


IMENTARY 

narkets  retreated  a  smidge 
hitting  record  tiigtis. 
iell  Ctiernical,  whicti 
id  to  a  buyout,  jumped 
After  losing  out  on  Mean, 
1  became  the  rumored 
t  of  BHPBilliton,  boosting 
I  by  9.5%.  An  analyst 
ide  sent  American  Express 
!S  soaring  8%.  Humana's 
ts  tromped  expectations; 

IS  leapt  10.4%. 

J 

iloomberg  Financial  Markets,  Reuters 

IITUAL  FUNDS 

:EK  TOTAL  RETURN 

ENDED  JULY  18 

'500  Has.  DIVERSIFIED  Hi  ALL  EQUITY 


Dow  Jones  Industrials 

13,918.2 

2.5 

117 

289 

NASDAQ  ComposHe 

2699.5 

1.8 

11.8 

32.1 

S&PMidCap400 

919.5 

1.2 

14,3 

272 

S&PSmaHCapeOO 

■.„.m^,^-M.^.  10.4 

24.7 

DJWilshireSOOO 
SECTORS 

15,575,1 

1.6 

9,6 

25.6 

BusbiessWe^SO* 

882.2 

1.3 

10.5 

272 

BW  Info  Tech  100" 

514.9 

2.1 

15.1 

45.7 

S&P/Citigroup  Growth 

713.4 

1.9 

93 

24,9 

S&P/Cltigroup  Value 

830.9 

1,7 

8.7 

25,1 

S&P  Energy 

567.8 

2.9 

24.7 

34.5 

S&P  Financials 

486.5 

0.9 

-1.8 

14.1 

S&P  REIT 

186.7 

0.8 

-5.1 

94 

S&P  Transportation 

298,9 

3.8 

13.3 

12.1 

S&P  Utilities 

205.4 

2.2 

10.1 

23.4 

S&PGSTIInternet 

229.9 

0.6 

15.1 

43.4 

PSETeciinology 

981.3 

2.1 

12.1 

31.9 

•March  19,1999^1000 

•February  7,  2000=1000 

GLOBAL  MARKETS 

JULY  18 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P  Euro  Plus  (U.S.  Dollar) 

2262.6 

0.6 

13.7 

43.6 

London  (FT-SE 100) 

65671 

-0,7 

5,6 

15,6 

Paris  (CAC  40) 

5996.0 

-0.1 

8.2 

26.6 

Frankfurt  (DAX) 

7893.6 

-0,1 

19.7 

46,3 

Tokyo  (NIKKEI  225) 

18,015.6 

-0.2 

4.6 

24.8 

Hong  Kong  (Hang  Seng) 

22,841.9 

1,0 

14.4 

42.4 

ToitNito  (S&P/T5X  Composite) 

14,583.7 

2.9 

13.0 

27.1 

iWexico  City  (IPC) 

31,886.7 

-0,1 

20,6 

58,8 

FUNDAMENTALS  julyi; 

S&P  500  Dividend  Yield  1.74% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  18  2 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.4 

First  Call  Earnings  Surprise*  2.54% 

TECHNICAL  INDICATORS  july  i; 

S&P  500  200-day  average  1441.1 

Stocks  above  200-day  average  53  0% 

Options:  PutA»ll  ratio  0.76 

Insiders:  Vickers  NYSE  Sell/buy  ratio  4  95 


WEEK  AGO      YEAR  AGO 

1.79%      1.92% 


178 
15.0 


15,5 
13.5 
3.81%     3.80% 

•Fust  Call  Corp, 

WEEK  AGO      YEAR  AGO 

1435.7  Positive 

61,0%  Neutral 

0.77  Positive 

4.96  Negative 


BEST-PERFORMING 
GROUPS 

Educ^on  Services 

Divsfd.  Metals  &  Mining 
Footwear 
Aluminum 
IT  Consulting 


LAST 

MONTH  % 

30.2 

11,5 
11.3 
10,9 
92 


Tires  &  Rubber 
Divsfd.  Metals  &  Mining 
Internet  Retailers 
Constr.  Materials 
Fertilizers  &  Ag.  Chems. 


LAST  12 
MONTHS  % 

256.5 

122,4 
76.6 

65.3 
647 


WORST-PERFORMING  ^^^ 

GROUPS                                MONTH  % 

LAST12 
MONTHS  % 

Homebuilding                  -10.7 

Gold  Mining 

-19.0 

Publisliing  &  Printing          -81 

Agricultural  Products 

-12.3 

Brewers                         -74 

Homebuilding 

-10.0 

Constr.  Materials                 -71 

Spclzd.  Cnsmr.  Serv. 

-38 

Computer  Retailers           -6.6 

Home  Furnishings 

-2.5 

EQUITY  FUND  CATEGORIES 


4-WEEK  TOTAL  RETURN 
LEADERS 

:  PacHic/Asia  ex-Japan  Stk 

Diversified  Emerging  Mkts. 
Latin  America  Stock 
Foreign  Small/Mid  Growth 

LAGGARDS 

Specialty-Real  Estate 
Bear  Market 
Specialty-Financial 

High  Yield  Bond 


%         52-WEEK  TOTAL  RETURN  % 
LEADERS 

10.1     Latin  America  Stock  86.9 

8.0      Pacific/Asia  ex-Japan  Stk.  75.6 

5.8     Diversified  Emerging  Mkts.  64.7 

50      Specialty-Communications  49,0 

LAGGARDS 

-2.5     Bear  Market  -22.9 

-17      Inflation-Protected  Bond  2  3 

-1.2     Muni  Single  State  Short  2.8 

-10      Muni  National  Short  31 


EEK  TOTAL  RETURN 

ENDED  JULY  18 

500  ■  U.S.  DIVERSIREO  ■  ALL  EQUITY 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

NaUonwkie  China  Opps.lnstl.  15.1 

Nationwide  China  Opps.  Svc.  151 

Nationwide  China  Opps.R  15.0 

Nationwide  China  Opps.  A  15  0 

UGGARDS 

ProRls.UISh.EmiE.Mkts.Svc  -12.8 
ProFds.  UltSh.  Emrg.  Mkts.  Inv.  -12  8 
Dii«Xn.Emig.  Mkts.  Bear  2X  -12.3 
DireXn. NASDAQ  100 Bear 2.5X  -HI 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

DiieXn.LaLAm.Bull2Xlnv.  191.4 
ProFds.  UttraEmrg.  Mkts.  inv.  153.8 
Prartls.UltraEmig.Mds.  Svc  151.1 
DireXn.  Emrg.  Mkts.  Bull  2X  1373 

LAGGARDS 

Ameritor  Investment  -66.7 

Proft)s.UltSh.En¥g.MktsSwx  -556 
PraHs.UltSh.Enis^U(ts.kK  -66.3 
DireXn.  Emrg.  Mkts.  Bear  2X  -63  6 


INTEREST  RATES 

KEY  RATES 

JULY  18         V 

VEEKAGO 

YEAR  AGO 

Money  Market  Funds 

4.87% 

4.87% 

4.75% 

90-Day  Treasury  Bills 

4,96 

4.95 

5,14 

2-Year  Treasury  Notes 

4.83 

4.88 

5.18 

10-Year  Treasury  Notes 

5,01 

5.08 

5.13 

30-Year  Treasury  Bonds 

5.10 

5.18 

5.17 

30-Year  Fixed  Mortgage  t                    6.67         6.64       6.70 

t  BanxQuote  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 

lO-YR  BOND                    30-YR.  BOND 

General  Obligations 

4.14% 

4.54% 

Taxable  Equivalent 

5.91 

6.49 

Insured  Revenue  Bonds 

4,29 

4.72 

Taxable  Equivalent 

5.13 

6,74 

BING  HOME  SALES 

c^sday.  July  25, 10  a.m.  EDT 
<  ing  home  sales  in  June 

ecastto  have  held  about 
H'at  an  annual  pace  of  5.95 
1 1  units.  That's  the  consensus 
K^  economists  queried  by 
:i  Economics.  In  May  sales 
'a  pace  of  5.99  million. 
i  BOOK  Wednesday  July 
.),m.  EDT  »The  Federal 
5"e  issues  its  summary  of 
)imic  conditions  before  the 


Aug.  7  monetary  policy  meeting. 
Economists  believe  the  Fed  will 
keep  interest  rates  at  5.25%  for  at 
least  the  next  few  months. 
DURABLE  GOODS  ORDERS 
Thursday  July  26,  8:30  a.m.,  EDT 
» Durable  goods  orders  most  likely 
rebounded  with  a  1.5%  jump  in 
June.  New  orders  fell  2.4%  in  May 
because  of  big  declines  in  orders 
for  civilian  aircraft  and  machinery. 
NEW-HOME  SALES  Thursday  July 
26, 10  a.m.  EDT » June  new-home 


sales  probably  eased  to  an  annual 
rate  of  0.9  million.  Sales  in  May 
cooled  to  a  pace  of  0.92  million. 
GROSS  DOMESTIC  PRODUCT 

Friday  July  27,  8:30  a.m.,  EDT 
» Second-quarter  real  gross 
domestic  product  is  expected  to 
have  improved  to  an  annualized 
growth  rate  of  3.2%,  thanks  to 
an  upswing  in  inventories  and  an 
increase  in  exports.  The  economy 
slowed  sharply  in  the  first  quarter 
to  a  growth  rate  of  0.7%. 


The  BusmessWeek  production  index 
retreated  to  308.5  for  the  week  ended 
July  7,  a  9%  gain  from  a  year  ago. 
Before  calculation  of  the  four-week 
moving  average,  the  index  plunged  to 
304.5. 
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Internet  TV  -  Positive  Programming 


What's  New  and  Exciting 
on  the  Internet? 

Watch  Live     y^    24-Hours  a  Da 

Online!     ^k^^^  on InternetT^ 

Featuring  Positive,  Inspirational  and  Entertaining  Programs 


•  Words  of  Wisdom 

•  Vegetarian  Cooking 

•  Selected  Movies 


•  Noteworthy  News 

•  A  JoumeyThrough  Aesthetic  Realnis 

•  International  Entertainnrtent  Programs,  etc 


Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 

Call  for  Free  Catalog! 

1-800-941-2054 

www.holidaygroup.com/bw 


Property  for  Sale 


BEACHFRONT  LOTS 
YUCATAN,  MEXICO 

Unspoiled  Beaches,  History  &  Nature 
in  colonial  Campeche.  Large  Sea 
Ranch  lots  from  $75,000,  Beachfront 
fronn  $125,000. 

www.SantillanaSeaRanch.com 

SantillanaSeaRanch@gmail.com 

800-517-8340 


Office  Furniture 


FREE  SHIPPINQ 

Absolutely  No  Hidden  Costs  or  Fees  &  No  Minfrmims 


31% -47% 
Off  Retail  on  all 


^^  ^     xtensive  Oniirje  Catalog 
iticltidmcfbeskfi,  Chairs,  Flf^s,  Tables  &  Bookcases 


S'.-.'ii-.c  tlie  Si;i,    i,ii  '  '.  r  c-'  I'.i-  (.     .;e  Furniture 

PLAIMET 

/J\     OFFICE  FURNITURE 

www.PlanetOffk':eFurnituraxom 
fR°E^k  1-866-380-4978 

Authorized  Online  Dealer  for  ■HHIIIIM' 


Fall  Protection 


DO  THE  RIGHT  THING! 

^Mk    FALLS 
nw2  Through 
^^  Skylights 

Willi 

F4LLGUARD' 

/^^  SKYLIGHT 

k^Sif)  SCREENS 


OSHA  29  CFR  1926.501  Considers 
Skylights  to  Be  "HOLES"  in  Roofs. 


Q  PLASTECO,  Inc. 

800-231-6117  X307 
vvww.plasteco.com 


Business  Services 


CHINA  RECRUITMENT 


CEO.  GM,  Operations  Dir,  CFO.  HR 
tvlgr,  etc..  All  industries,  20  yrs  in  China. 
12  yrs  in  recruiting  for  multinationals, 
Aust.  passport  holder,  Chinese  origin; 
able  to  find  you  the  right,  high-quality 
candidates  with  integrity  Good  English 
skills.  Reasonable  fees: 


Alfred  Shum:  86-1360  1099  872 
or  e-mail:  ashum@onpressint.eom 


Business/Career  Opportunities 


AN  INCREDIBLE  INVENTION 


Proven  to  cut  electricity  costs 
by  up  to  40%. 

Manufacturer  seeks  USA  &  overseas 
distributors  for  this  top  quality  high  tech 
product  with  amazing  consumer  demand. 

Tel: +44  (0)1872  223  000 

Contact:  www.somars.com 

for  further  information 


Rated  One  of 
TOP  BUSINESS 
for  2007 


Business  Loans  •  Equipment  Leases 

OWN  YOUR  OWN 
BUSINESS  LOAN  COMPANY 

No  experience  needed,  we  support  you! 

•  Arrange  business  loans  and  leases 
from  $  1  Ok  ■  S 1 0  million. 

•  Work  directly  with  national  lenders. 

•  Unlimited  earning  potential  and 
residual  income. 


^ 


Call  now  to  receive  a  FREE 
OVD  Seminar  and  Brochure! 

.800-336-3933 


V-         ^      www.viewbfc.com 
The  Loan  Consultants,  Inc.,  since  1 983 


Franchise  Opportunities 


Real  Estal 

Franchise  Opportunltnl 

Europe  -  Middle  East  -  US'| 


BuySell 


I  +357.2e 

BuySelH 
I  franchisetfeiiysallc 


Financial  Services 


ASSET  PROTECTK 


Offshore  &  Swiss  Bankii 
Accounts/Credit  &  Debit  Ceil 
Offshore  Corporations  &  Trf  I 


604-608-6177 

BarberFlnanclalAdvisors.G 


Financial  Plannii 
STOCK  GUIDE 


Call  900-448-11 

Cost  $3.00  per  call  i 
Must  be  18  or  older  > 


K 


Education/Instruction  f  :n 


Project  Management  TrainJ  tw 
www.TheCourse.»t 


Kti 


Marketplace  Advertisenl 


m  in 

The  BusinessWeek 
MarketPlace...ltWorM 

J    IK 

•  Advertise  in  the  BusinessVM^ 

Marketplace  and  reach 
5  million  responsive  readersjii 

•  Reaching  more  business  i 
professionals  than  any  othff' 
business  magazine... 

Call  312-464-0500  f^ 

additional  Marketplace  advertlii 
information  and  rates,  or  emat 

MMiller@classlfiedinc.c« 


(For  customer  service/subscript 
call  1-800-635-1200) 


^ 
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!     I  BusinessWeek  I 

LarketPlace 


For  more  advertiser  information,  log  onto 
www.businessweek.com/Glassifieds 


For  Ad  Rates  and  Information 

Phone:  (312)  464-0500 

Email:  MMiller@classifiedinc.com 


Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  Popular  Science  Award  for  tlie 
''Best  of  Wliat's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


The  ROM  adapts  its  resistance  every  second  during  the  workout 
to  exactly  match  the  user's  ability  to  perform  work.  It  balances 
blood  sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to 
be  true?  Get  our  free  video  and  see  for  yourself.  The  best  proof 
for  us  is  that  97%  of  rentals  become  sales.  Please  visit  our 
website  at:  www.FastExercise.com. 


IE  IS  IT  Over  92%  of  people  who  own  exercise  equipment 

1  88%  of  people  who  own  health  club  memberships  do  not 

srcise.  A  4  minute  complete  workout  is  no  longer  hard  to 

ieve  for  all  the  people  who  since  1990  have  bought  our 

ellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 

D  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
health    benefits    experienced 

ing  that  tryout,   and   the    ROM 

>formance   score   at  the   end   of 

;h  4  minute  workout  that  tells  the 

ry     of     health      and      fitness 

)rovement.  At  under  20  cents  per 
the  4  minute  ROM  exercise  is 
least  expensive  full  body 
cnplete  exercise  a  person  cati  do. 
y.N  do  we  know  that  it  is  under  20 
Cits  per  use?  Over  90%  of  ROM 
r  chines  go  to  private  homes,  but 
V  have  a  few  that  are  in  commercial 
I. ;  for  over  12  years  and  they  have 
e  lured  over  80,000  uses  each, 
viout  need  of  repair  or  overhaul. 
T;  ROM  4  minute  workout  is  for 
f  )ple  from  10  to  over  100  years  old 
cl  highly  trained  athletes  as  well. 

Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:   ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319    •    Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 
Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 
Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 
After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 
You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 
Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  It. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 
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Ifs  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  ailing  July  21  and  22: 

Dow  Jones  Hits  14,000:  We  take  a 
look  at  what  pushed  the  index  past 
this  milestone,  and  see  whether  or 
not  it's  too  late  to  get  in. 

Kitchen  Upgrades:  Tips  to  get 
the  most  out  of  remodeling  your 
kitchen  for  a  sophisticated  new 
look  and  a  boost  in  property  value. 

Multi-Generation  Vacations: 

How  to  plan  a  trip  when  kids, 
parents,  grandparents,  and  even 
great-grandparents  travel  together. 

Destination  CEO:  William  Lauder, 
chief  of  the  cosmetics  company 
that  bears  his  grandmother's  name, 
talks  about  legacy  at  Estee  Lauder. 
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ive  the  Planet— Disappear 


ILD  WITHOUT  us 

Veisman;  Thomas  Dunne  Books/St.  Martin's  Press;  324pp;  $24.95 


xtinction  of  humankind  is  a  grim 
Yet  in  The  World  Without  Us, 
alist  Alan  Weisman  invokes  this 
tit  specter  as  the  jumping-ofF  point 
refreshing,  and  oddly  hopeful, 
It  the  fate  of  the  environment.  His 
al  question:  What  would  earth  be 
'humanity  just  vanished? 

nan's  answer  is  as  fascinating  as  it 

ising.  It  turns  out,  from  towering 

to  sprawling  cities— not  to  mention 

ibooks  or  masterly  artworks— 

i  few  of  man's  creations  would  last 

le  author  richly  documents  the 

done  by  industrial  civilization, 

Ig  further  momentum  for  business 

ben.  But  his  explanation  of  just  how 

r  methodically  built  cities,  factories, 

pies  would  implode  under  the  slow 

Df  rot,  rain,  plants,  and  critters  is  the 

mpelling  aspect  of  the  book.  The 

in  Weisman's  tour  de  decomposition 

rery  flora  and  fauna  that  today  are 

itiless  assault  from  humanity. 

abandoned  Manhattan,  for  example, 

of  infrastructure  would  fail  in 

Tie  grid  would  go  dark,  shutting 

amps  that  keep  the  subways  dry  and 

irom  clogging.  In  days,  groundwater  would  flood 

mean  spaces.  In  time,  some  of  the  island's  buried 

would  resurface,  accelerating  the  process  of  rust  and 

\l  below.  The  seasonal  freeze-and-thaw  cycle  would 

ick  sealed  surfaces,  and  in  countiess  gaps,  plants 
l(  ake  root,  adding  the  soft  push  of  roots  to  the  process. 
I :  lecade,  mighty  steel-frame  skyscrapers  would  begin 
il  ise  as  metal  joints  corrode  and  rupture.  Waterlogged 
r:  lolding  up  subway  tunnels  would  disappear 
i ;  )ner,  collapsing  into  pond-filled  craters  and  new 
:r  lys.  These  would  hydrate  the  island's  resurgent  fauna, 
elants  of  today's  small  but  resilient  menagerie  of 
D*  s,  feral  cats,  amphibians,  and  birds.  They'd  eventually 
ri  d  by  returning  species  from  the  north  such  as  bears, 
'e,  and  wolves,  plus  perhaps  a  few  zoo  escapees. 
J<  images,  like  Weisman's  narrative  as  a  whole,  represent 
ri  sly  optimistic  vision  of  the  apocalypse:  It  would  be 
t  r  nature  if  calamitous  for  mankind.  Weisman  drops 
1  otic  hot  spots  of  biodiversity,  from  the  Korean  DMZ 
^  le's  most  ancient  forest  and  the  otherworldly  high, 
A  rdares  moors  in  central  Kenya.  There,  he  finds  the  last 
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remnants  of  rare  species— such  as  Kenya's  seldom  seen  black 
leopard— that  could  return  in  force. 

Weisman's  what-if  approach  lets  him  avoid  a  familiar  fault 
of  many  environmental  tomes:  the  simplistic  cataloging  of 
the  disasters  facing  one  species  after  another.  It  also  makes 
the  book  easily  accessible.  Flip  open  to  any  chapter,  and  a 
series  of  punchy  vignettes  illuminates  his  broader  point. 
Some  human  artifacts  would  last,  including  massive 
stone  structures  such  as  arch  bridges.  Another  survivor: 
plastic.  Unlike  most  other  man-made  materials,  no  biological 
agent  has  yet  evolved  that  can  digest  it.  And  while  the  sun's 
ultraviolet  rays  can  break  it  down,  so  much 
plastic  is  buried  or  sunk  that  it  will  persist 
for  eons.  In  the  distant  Pacific  Ocean  where 
currents  and  winds  end,  Weisman  visits  an 
Africa-size  flotilla  of  plastic  bags,  suspended 
in  a  lifeless,  slowly  spinning  gyre. 

Some  readers  may  find  Weisman's  trick  of 
assuming  away  humanity  to  be  frustrating. 
Yet  he  does  explore  the  matter,  finding  the 
odds  of  such  a  vanishing  to  be  slight  but 
within  the  realm  of  possibility.  Mankind  is 
the  izZ^er-cockroach  of  the  global  ecosystem: 
stubbornly  hardy,  fast-breeding,  and  near- 
impossible  to  exterminate.  Disease  seems 
an  obvious  possibility.  Yet  even  a  99.99% 
lethal  disease  would  leave  more  than 
650,000  disease-resistant  humans,  plenty  to 
repopulate  an  emptied  earth. 

And  what  of  global  warming?  It  is  perhaps 
the  greatest  wild  card.  "Our  redesigned 
atmosphere,"  as  Weisman 
describes  it,  would  take  100,000 
years  to  return  to  pre-human 
levels  of  COj  and  so  would 
be  one  of  our  longest-lasting 
legacies.  And  the  magnitude 
of  climate  change,  Weisman 
admits,  could  mean  a  future 
far  different  from  the  one  he 
imagines.  If  the  planet  were  to 
reach  temperatures  not  seen  in 
eons,  the  global  system  could 
^^^^^^^^"  reset  in  a  scenario  resembling 

the  Permian  die-off.  During  that 
pre-dinosaur  era,  95%  of  the  world's  species  perished. 

Today  we  know  of  this  period  only  from  the  fossilized 
remnants  of  tree-size  ferns  and  giant  insects.  After  reading 
Weisman,  you  may  find  yourself  imagining  fixture  alien 
visitors  probing  the  soils  of  a  human-free  earth  miUions  of 
years  hence— and  wondering  just  what  kind  of  creatures 
could  have  made  the  plastic  Barbie  dolls  they  find.  II 

-By  Adam  Aston 
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BY  LAWRENCE  E.  MITCHELL 


The  Tyranny  of  the  Market 

Fueled  by  headlines  about  top  managers  such  as  Home  Depot  CEO  Rot 
Nardelli,  who  received  stratospheric  pay  even  as  his  company's  stock  pr 
stalled,  shareholder  activists  this  year  took  aim  at  executive  compensati 
Unfortunately,  they  should  not  expect  much  from  those  efforts,  even  if 
every  corporation  in  the  U.S.  adopts  "say  on  pay" measures  that  allow 


shareholders  to  vote  on  pay  deals.  That's  because  such 
proposals  treat  only  a  symptom,  not  a  cause,  of  a  more 
dangerous  trend  within  American  capitalism. 

The  real  culprit  is  the  growing  preeminence  of  finance  over 
operations.  It  causes  stock  market  considerations  to  trump 
those  that  improve  the  actual  workings  of  a  business.  And  the 
quicker  the  stock  payoff  can  be  engineered,  the  better.  Until 
that  changes,  don't  expect  CEOs  to  stop  gaming  the  system. 

This  reward  bias  toward  finance  has  been  with  us 
since  the  creation  of  the  giant  public  corporation  in  the 
late  19th  century.  Almost  overnight,  U.S.  business  was 
transformed  from  making  money  by  controlling  costs  and 
increasing  productive  efficiency,  the  way  John 
D.  Rockefeller  and  Andrew  Carnegie  did,  to 
reaping  instant  riches  from  stock  sales— such  as 
the  $1.5  billion  stock  fee  (in  2006  dollars)  that 
the  J.P  Morgan  syndicate  earned  in  1901  putting 
together  the  factories  that  created  U.S.  Steel. 

Today  you  see  the  consequence  of  this 
financial  dominance.  Ask  the  400  CFOs 
who  in  a  2005  survey  revealed  a  consensus 
opinion  that  they  would  mutilate  dieir  own 
companies  to  keep  stock  prices  high.  Ask  the 
derivatives  traders  and  hedge  fund  managers 
who  control  the  direction  of  the  market  by 
trading  in  instruments  that  have  nothing  to 
do  with  financing  the  production  of  goods  and 
services  and  everything  to  do  with  stock  price 
movements.  Ask  the  stock-trading  public  who  in  2006  turned 
over  share  ownership  on  the  New  York  Stock  Exchange  by 
118%  (almost  30%  more  than  in  2000). 

Meanwhile,  CEOs  figure  that  if  their  job  is  to  make 
shareholders  as  rich  as  possible  as  quickly  as  possible— as 
opposed  to  managing  companies  to  generate  long-term 
profits— they  should  be  paid  like  the  investment  bankers, 
money  managers,  and  hedge  fund  czars  who  do  the  same. 

That's  worrisome,  since  an  economy  grounded  in  short- 
term,  rapid-fire  finance  is  an  economy  likely  to  self-destruct 
over  the  long  haul.  To  avoid  that  fate,  we  must  c  onstruct 


An  economy 
grounded  in 
rapid-fire 
finance  will 
self-destruct 
over  the 
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incentives  to  redirect  both  management  behavior  and 
executive  compensation  toward  the  long  term. 

If  "say  on  pay"  could  change  anyone's  motivations,  corjr 
boards  would  already  have  been  shamed  into  rewriting  l 
scale.  The  only  solution  is  to  make  short-term  behavior 
And  if  finance  is  the  driving  force  of  American  business 
we  have  to  build  the  pain  into  the  financial  markets. 

It's  not  hard,  and  in  fact  we  do  it  now.  If  you  ovm  sto 
one  year,  you  receive  a  deep  break  in  the  form  of  the  fee 
long-term  capital-gains  tax.  Yet  though  a  year  may  be  long] 
for  stock  trading,  it's  not  for  industrial  production.  And: 
managemenf  s  horizons  (and  much  of  its  pay)  are  determii 
stock  prices,  tax  breaks  for  such  a  brief  hold 
period  don't  change  managers'  short-terir 
That's  why  rethinking  capital-gains  taxi, 
is  key.  Let's  say  experts  decide  that  seven  j ; 
is  "long  term"  for  the  auto  industry.  Congg 
could  structure  a  system  imposing  puniti\)i 
if  you  sell  quickly  (say,  a  tax  on  90%  of  gain 
trading  within  a  month),  then  drop  the  taa. 
slowly,  using  a  seven-year  sliding  scale,  unl 
can  sell  a  stock  tax-free.  Perhaps  the  right 
period  is  two  years  in  the  software  industr 
four  years  in  computer  hardware.  It  woulc 
take  a  litde  expertise  and  perhaps  some  tr 
error  to  get  the  timing  right. 

This  revamped  system  would  slow  finait 
and  allow  managers  to  manage  while  less(S 
incentives  for  options-heavy  CEOs  to  gut  companies  in 
to  end  the  year  with  a  bigger  payday.  And  it  would  redi 
disincentives  against  spending  on  worker  training,  R&i 
better  environmental  controls. 

True,  there  might  be  short-term  market  disruptions  tha. 
real  pain.  But  no  pain,  no  gain.  The  markets  would  ada 
this  new  system;  they  always  do.  And,  yes,  finance  wou 
dominate.  That  appears  to  be  our  destiny.  But  at  least  it  wC'j  'l 
in  the  service  of  business,  rather  than  the  other  way  arot*  J*| 

Lawrence  E.  Mitchell,  a  professor  at  George  Wdshingtoi 
University  Law  School,  is  author  of  the  forthcoming  The 
Speculation  Economy:  How  Finance  Triumphed  Over  Ind 
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ions  of  children  in  developing  countries  are 
taring  with  cleft  lip  and  palate.  Condemned  to  a 
.me  of  pain  and  suffering, 
he  good  news  is  virtually  all  of  these  children  can 

G  $250  Surgery  for  one  child. 

G  $125  Half  the  cost  of  one  surgery. 

'Irs./Ms.  

State 


be  helped.  The  Smile  Train  provides  life  changing  free 
cleft  surgery  which  takes  as  little  as  45  minutes  and 
costs  as  little  as  $250.  It  gives  desperate  children  not 
just  a  new  smile — but  a  new  life. 

G  $  50  Medications  for  one  surgery. 

G  $ We'U  gi-atefidly  accept  any  amount. 

Address 

Zip 


.  eMail 


■hone  

l,e  my  gift  to  my  credit  card:   G  Visa       G  MasterCard       G  AMEX       G  Discover 

|unl  No. Exp.  Date 

ture  __^ 

Please  send  check  to:  The  Sniilc  Train-Dcpt.  Mag. 
P.O.  Box  96231 
Washington,  DC  20090-6231 
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Seven  Years. 

200,000 

Surgeries. 

TheSmileTrain 

{..haiijiiiif;  I  111- Vicjrld  One  Siiiilr  \l   \  I  line. 
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jthy  Diet  During  Pregnancy  Can  Help  Prevent  Birtii  Defects  And  Clefts.  Diet  is  an  important  part  of  pregnancy.  Eat  a  liealthy  diet  ttiat  contains  lots  of  fruits 
igetables  and  foods  fortified  with  folic  acid.  According  to  the  U.S.  Government,  women  who  plan  to  have  a  child  should  be  sure  to  take  sufficient  levels  of 
,;id  (400  micrograms  per  day)  during  pregnancy  to  help  prevent  neural  tube  defects  and  reduce  the  risk  for  cleft  lip  and  palate.  When  folic  acid  is  taken  one 
before  conception  and  throughout  the  first  trimester,  it  has  been  proven  to  reduce  the  risk  for  neural  tube  defects  by  50  to  70  per  cent.  Be  sure  to  receive 
prenatal  care,  quit  smoking,  and  follow  your  health  care  provider's  guidelines  for  foods  to  avoid  during  pregnancy.  Foods  to  avoid  may  include  raw  or 
;ooked  seafood,  beef,  pork  or  poultry;  delicatessen  meats;  fish  that  contain  high  levels  of  mercury;  smoked  seafood;  fish  exposed  to  industrial  pollutants; 
ellfish  or  eggs;  soft  cheeses;  unpasteurized  milk;  pate;  caffeine;  alcohol;  and  unwashed  vegetables.  For  more  information,  visit  www.SmileTrain.org. 

nonprogram  expenses  are  paid  for  with  start-up  grants  from  our  founding;  supporters.  The  Smile  Train  is  a  501  (c)(3)  nonprofit  recognized  by  the  IRS,  and  all 
donations  to  The  Smile  Train  are  lax-deductible  in  a(-cordance  with  IRS  regulations.  ®  2007  The  Smile  Train. 
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BY  JACK  AND  SUZY  WELCH 


The  Reverse  Hostage  Syndrom 


Why  do  so  many  companies  not  address  cross-cultural 
differences  In  a  merger  until  It's  too  late? 

-Karen  Fenner,  Skillman,  N.J. 

Because  you  can't  number-crunch  culture.  And  financial 
analysis  is  almost  always  where  merger  evaluations 
begin,  along  with  some  level  of  strategic  analysis.  If  those 
assessments  seem  positive,  then  a  cultural  comparison  of 
merging  companies  might  take  place.  Might— because  by 
the  time  a  merger  starts  to  appear  attractive,  deal  heat  has 
already  started  to  creep  in.  And  as  the  temperature  rises,  the 
ability  to  back  away,  even  for  the  best,  most  rational  reasons, 
starts  to  creep  out. 

Now,  you  would  think  with  all  the  M&A  activity  in 
recent  years  that  companies  would  have  figured  out  how 
to  hold  deal  heat  at  bay.  Some  have;  many  haven't.  Blame 
human  nature.  Blame  investment  bankers.  Blame  the  fierce 
competition  of  the  global  marketplace.  Whatever— too 
often  deal  heat  is  inexorable,  especially  if  there  are  other 
contenders  in  the  ring.  One  result  is  the  "sin"  you  describe, 
a  disregard  for  the  cross-cultural  differences 
between  merging  companies.  But  in  the  mad 
dash  to  the  finish  line,  lots  of  other  M&A 
mistakes  get  made. 

Perhaps  the  most  painful  to  observe,  not 
to  mention  live  through,  is  Reverse  Hostage 
Syndrome,  which  happens  when  an  acquirer 
wants  a  deal  so  badly  he  ends  up  making 
concessions  that  are  regrettable  at  best  and 
destructive  at  worst.  Indeed,  in  many  Reverse 
Hostage  situations,  the  buyer  gives  up  so 
much  in  order  to  seal  a  deal  that  ultimately  the 
acquired  company  can't  really  be  considered 

acquired  at  all.  If  s  still  calling  all  its  own  

shots— from  strategy  to  staffing  decisions  to  ^^^^^ 

operational  practices  to  core  values.  As  for 
relations  with  the  new  ovmer.  Reverse  Hostage  businesses 
tend  to  act  like  they  belong  to  a  separate  country,  and  a 
hostile  one  at  that.  They  rebuff  any  suggestions  for  change 
with  brush-offs  like,  "You  don't  understand  this  industry. 
Just  leave  us  alone  and  you'll  get  your  earnings  at  the  end  of 
the  quarter."  No  wonder  most  "owners"  in  Reverse  Hostage 
situations  are  left  to  wonder,  "WTiy  did  I  pay  all  that  money 
for  nothing?" 

A  classic  case  of  the  Reverse  Hostage  Syndrome,  in  fact, 
is  playing  out  right  now  at  the  headquarters  of  Boston 
Scientific  Corp.  It  began  in  2004,  when  the  company  paid 
$742  million  plus  some  earn-out  opportunities  to  acquire 
Advanced  Bionics,  a  California  company  that  makes 
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Imagine 
buying  a 
companyyou 
don't  control. 
That  happens 
too  often 
in  M&A 


implantable  electronic  devices  to  restore  hearing  and  p  if 
pain  medications  through  the  blood  system.  At  the  tim 
of  the  purchase.  Advanced  Bionics  was  losing  money,  I 
Boston  Scientific  was  convinced  that  the  business  ha  x 
potential  to  deliver  outsize  returns  and  play  a  major  re  : 
its  future  success. 

And  maybe  someday  it  will— but  right  now  Advance 
Bionics  and  Boston  Scientific  are  slugging  it  out  in  fedt  ] 
court.  At  the  heart  of  the  case  is  a  concession  made  duiii 
negotiations.  Alfred  Mann,  the  founder  of  Advanced  Bi'l 
insisted  on  staying  on  as  the  leader  of  his  company.  Anil 
overheated  Boston  Scientific  said  yes.  Maybe  its  senior  :| 
executives  thought  Mann,  who  is  now  81,  would  retire 
Maybe  they  thought  he  would  let  Boston  Scientific  hav(' 
in  the  business's  management.  Or  maybe  they  thought  | 
would  lead  the  business  to  profitability. 

None  of  those  things  happened.  And  so  last  July,  BofJ 
Scientific  asked  Mann  to  resign,  sa3dng  he  was  resisting 
the  changes  necessary  to  make  Advanced  Bionics  a 
moneymaking  enterprise.  Mann  reflated  the  claim  and . 
refused  to  leave,  saying  his  contract  allov  | 
him  to  run  Advanced  Bionics  for  as  long 
wished.  A  federal  judge  agreed  with  him^ 
decision  that  is  now  out  on  appeal. 

We  certainly  don't  know  enough  aboi 
case  to  know  which  side  is  right  or  wroil 
we  do  know  that  Reverse  Hostage  Syndil 
is  never  worth  the  price.  If  you  can't  bu>| 
company  on  your  terms,  fight  the  burniif 
desire  to  forge  ahead,  or  at  least  build  inj 
kind  of  protection.  In  the  case  of  an  o\ 
who  wants  to  hang  around,  or  even  in  Hi 
of  an  owner  you  want  to  retain  for  reaso? 
leadership  or  continuity,  for  instance,  fo 
~  an  earn-out  package.  Offer  a  flat  retentic  ic 

instead— a  certain  sum  for  staying  a  cer  i 
period  of  time— and  retain  the  option  to  pay  the  ownur 
to  exit  at  your  will.  Such  an  arrangement  gives  you  thffj 
hand  you  need  to  make  the  strategic  and  personnel  chl| 
required  to  bring  your  acquisition  to  the  next  level. 
No  one  likes  being  held  up.  But  Reverse  Hostage 
Syndrome,  which  can  paralyze  companies  and  underm: 
potential  of  even  the  most  promising  M&A  deal,  comes  li 
an  added  insult.  You're  being  robbed  with  your  own  gu  i 

Jack  and  Su2y  Welch  look  forward  to  answering  your  questioi 
about  business,  company,  or  career  challenges.  Please  e-mail  i 
afthewelchway@businessweek.com.  For  their  weekly  pa  ^ 
go  to  businessweek.com/search/podcasting.htm. 
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lOuld  real  estate  be  a  part  of  your  portfolio  strategy?  Many  institutional  investors  look  to  real  estate  as  a 
ferent  way  to  share  in  global  growth.  With  more  than  $60  billion  in  real  estate  assets  under  management, 

people  on  the  ground  in  22  cities  around  the  world,  Morgan  Stanley  knows  the  global  real  estate  markets. 
-  ve  been  involved  in  real  estate  continuously  since  1969  -  longer  than  any  other  Wall  Street  firm.  If  you're 
rested  in  understanding  the  role  real  estate  can  play  in  your  portfolio,  talk  to  Morgan  Stanley. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/ w 0 R  L D W I S E 
or  call  866.479.1836 
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Why  do  most  16-year-olds 

drive  like  they're 
missing  a  part  of  their  brain"? 


I 


BECAUSE  THEY  ARE, 


u 


EVF.N  BRIGHT,  MATURE  TEENAGERS  SOMETIMES  DO 
THINGS  THAT  ARE  "STUPID." 

But  when  that  happens,  it's  not  really  their  fault.  It's 
because  their  brain  hasn't  finished  de\eloping.  The 
underdeveloped  area  is  called  the  dorsal  lateral 
prefrontal  cortex.  It  plays  a  critical  role  in  decision 
making,  problem  solving  and  understanding  future 
consequences  of  today's  actions.  Problem  is,  it  won't  be 
fullv  mature  until  they're  into  their  20s. 

It's  one  reason  16-year-old  drivers  have  crash  rates  three 
times  higher  than  17-year-olds  and  five  times  higher 
than  18-year-olds.  Car  crashes  injure  about  300,000 
teens  a  year.  And  kill  nearly  6,000.  Is  there  a  way  for 
teens  to  get  their  driving  experience  more  safely — 
giving  their  brains  time  to  mature  as  completely  as 
their  bodies?  Allstate  thinks  so. 

Graduated   Driver   Licensing    (GDL)   laws   are   one 

approach  that's  been  proven  effective  at  reducing  teen 


crashes.  These  laws  restrict  the  more  dangerous  kinds 
of  driving  teens  do,  such  as  nighttime  driving  and 
driving  with  teen  passengers.  Since  North  Carolina 
implemented  one  of  the  most  comprehensive  GDL 
laws  in  the  country,  it  has  seen  a  25%  decline  in 
crashes  involving  16-year-olds. 

To  find  out  what  the  GDL  laws  are  in  your  state, 
visit  Allstate.com/teen.  Help  enforce  them  — 
and  if  they  aren't  strong  enough,  ask  your  legislator  to 
strengthen  them. 

Let's  help  our  teenagers  not  miss  out  on  tomorrow  just 
because  they  have  something'missing  today. 


It 's  time  to  make  the  world  a  safer  place  to  drive. 
That's  Ai.lstate's  Stand 


/instate 

You're  in  good  hands. 


Auto 
Home 
Life 
Retireme 


The  Cupped  Hands  logo  is  a  registered  service  mark  and  "That's  Ailstate's  Stand"  is  a  service  mark  ot  Allstate  Insurance  Company,  Lite  insurance  and  annuities  issued  by  Allstate  Lite  Insurance  Company  Northbrook,  IL  and  Lincoln  Benefit  Lit 
Lincoln,  NE.  In  New  York,  Allstate  Lite  Insurance  Company  ot  Hevt  York,  Hauppauge,  NY  Property-casualty  insurance  products  issued  by  Allslale  Fire  and  Casualty  Insurance  Company  Allslale  Indemnity  Company,  Allstate  Insurance  Comp 
Property  and  Casualty  Insurance  Company  Northbrook,  IL  ©  2007  Allstate  Insurance  Company 
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Dreams  are  good. 


Realities  are  better; 


©  2007  Citigroup  Inc  Cili  and  Arc  Design  is  a  registered  service  mark  of  Citigroup  Inc  Citi  and  Let's  Get  It  Done  are  service  marks  of  Citigroup  Inc. 
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What  if  today  were  Someday?  The 
day  you  got  to  buy  your  dream  house. 
The  day  you  got  to  take  your  company 
global.  Or  the  day  you  got  to  start  your 
own  business.  Well,  today  is  Someday. 
Because  no  matter  what  your  dream 
is,  or  how  seemingly  impossible,  we 
have  the  resources  to  help  you  succeed: 
financial  guidance,  capital,  loans,  credit 
cards,  innovative  ideas  and  services. 
Together,  these  resources  add  up  to 
one  Citi,  with  one  goal  -  turning  your 
dreams  into  realities.  Today  is  Someday. 
Citi.  Let's  get  it  done. 

citi.com/letsgetitdone 
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Outma 


Outsourcing  from  Accenture 
can  help  you  outperform  the  standard. 


A  large  organization  with  the  reflexes  to 
react  swiftly  and  synchronously  is  uncommon. 
But  not  impossible.  Accenture  starts  with 
bottom-up  outsourcing  to  make  your 
technology  and  your  processes  run  more 
efficiently.  Then  it  brings  to  bear  a  top-down 
strategic  perspectJXI  ^^  '^^'P  ensure  full 


Consulting^*  Technology  •  dut^purcing 


alignment  of  those  systems  with  the  overai 
business  agenda.  Nimbleness  increased,  i 
reaction  time  decreased.  For  more,  visii 
accenture.com/outperform 


accentur 

High  performance.  De  live  red  \ 
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\sk  Premal  Shah  Why  He  Loves  His  BlackBerry 

'ur  website,  Kiva.org,  lets  people  make  low  interest  micro-loans  to  the  working  poor  in 
sveioping  countries.  A  little  seed  capital  can  buy  a  sewing  machine,  a  rickshaw-the  means 
)  self-sufficiency.  My  BlackBerry®  is  the  tool  I  use  to  constantly  check  how  we're  progressing, 
iva  is  growing  so  fast,  it's  nonstop  interaction  with  people  all  over  the  world.  At  any  moment, 
leed  to  know  what's  going  on,  and  be  able  to  respond  quickly  and  creatively,  My  BlackBerry 
a  liberating  phenomenon." 

nd  out  why  people  love  BlackBerry,  or  tell  us  why  you  love  yours,  at  www.blackberry.com/ask. 


Premal  Shah 

President,  Kiva.org 

Micro-loans  in  developing  countries 


3' !searrh  In  Motion  Limited.  All  Rights  Reserved.  The  BlackBerry  family  of  related  marks,  images  and  symbols  are  the  exclusive  properties  and  trademarks  of  Research  In  Motion  Limited. 
'■ri'  age  is  simulated.  Check  with  service  provider  for  service  plans  and  supported  features. 
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When  it  came  to  our  tasting  of  "wtiite 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  caws     -^ 

/ 

Hendrick's 

Mos^V 

V 

,^/750ml 

FlavorfuU 

Tanqueray  No. 

Smoothest 

Ten  $26/750ml 

Juniper  Green 

Best 

^ 

Organic 

Presentation 

i 

$26.50/750ml 

1 

i 

s 

L 

^ 

^^B 

/i^r 


HEN^J 


-«  G  I  N  < 


€: 


NDRICK'S 


-^ 


A  Most  Unusual  Gin 

HendricksGin.com 
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Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  at 
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Keep  Your  Data  under  Wra| 

Plenty  of  consumer  devices  and  services  are  sneaking  their  wa 
into  corporate  networks  via  employee  pockets,  purses,  and  bac 
packs.  With  every  iPod,  USB  drive,  Gmail  account,  or  Skype 
download,  there's  potential  for  data  loss,  hacker  intrusion,  or 
worse.  Even  seemingly  innocuous  devices  like  digital  music 
players  can  be  used  to  coverdy  cart  away  volumes  of  confiden 
information.  But  before  you  ban  iPods  or  pour  glue  in  every 
computer's  USB  port,  read  our  CEO  Guide  to  Consumer  Technoloj 
Work.  Consumer  gadgets— if  used  correctly— can  boost  innoval 
and  cut  technology  costs.  See  how  executives  at  American  Air] 
and  BP  are  balancing  potential  security  risks  with  low-cost, 
innovative  consumer  technology.  Check  out  some  of  the  most  : 
worrisome  personal  gear  turning  up  on  corporate  networks.  And  fi 
out  how  KLM  Royal  Dutch  Airlines  is  giving  some  employees  i 
more  choice  and  more  responsibility  for  the  tools  they  use.  00;* 
businessweek.com/technology/ceo_guide  for  all  this  and  more 


OUR  NEW  COMPANIES  CHANNEL  BusinessWeek.com  s  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  millior 
executives.  Find  stock  quotes  and  charts,  f  inancials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com.  ;j 


BusinessWeek  weekend 


GRAB  YOUR  TV  CUCKER  THIS  WEEKEND  FOR:  The  pet  economy:  from  doggie  daycare  to  cat  manic 
I  Our  Best  Brands  rankings  I  Battling  workplace  stress  I  Preparing  a  will  I  Check  your  local  TV  listings 
program  dates  and  times.  For  video  clips  go  to  businessweekweekend.com 
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starting  with  an  advantage. 
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From  day  one,  the  new  Tyco  Electronics  brings  many  advantages  to  our  customers, 
investors,  employees  and  communities.  As  a  $12.8  billion  company,  with  a  60-year  head 
start,  we've  been  at  the  forefront  of  the  explosive  growth  in  electronics  worldwide.  With 
nearly  100,000  employees  in  more  than  45  countries,  and  a  peerless  reputation  in  engi- 
neering, our  approximately  500,000  products  include  electronic  components,  network 
solutions  and  wireless  systems.  Tyco  Electronics  is  committed  to  the  technologies  that  bring 
advantages  to  everyone's  life  every  day. 


tycoelectronics.com 


TE  Logo  and  Tyco  Electronics  are  trademarks- 


Tyco  Electronics 

Our  commitment.  Your  advantage. 


A  CAR  SHOULD  LAST  A  LONG  TIME. 
ITS  EFFECT  ON  THE  ENVIRONMENT 
SHOULDN'T. 


o-*^- 


At  Subaru,  v,/e  bfelieve  vehfcles  slioutd  fast 'and 
last  -  a  belief  punctiiated  by  the  fact  that  95%  of 
our  vehicles  fiu^chased  in  the  last  10  years  are 
still  on  the  road*  But  these ifays,  a  car  company 
should  provide  more  than  longevity. 

That's  why  our  automotive  piant  in  Indiana  was 
the  first  in  America  to  be  designated  a  wildlife 
habitat  and  to  achieve  zero  landfill  status  - 
mining  that  99%  of  all  our  waste  is  recycled.-^ 
The  rern^ning  one  percent  is  turned  into  electricity. 


A^ 


-.^'^. 
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In  addition,  the  Subaru  Outback,  Forester,  and 
Legacy  are  available  as  Partial  Zero  Emissions 
Vehicles  (PZEV),'  which  in  some  instances  boast 
emissions  that  are  actually  cleaner  than  the 
air  we  breathe  in.  Because  while  we  want  our 
vehicles  to  last  long,  we  want  the  environ 
to  last  much,  much  longer, 
'""am  more,  visit  subaru.com. 


ii^U... 


Always  ready.  It's  what  makes  a  Subaru,  a  Subaru. 


(restetrand  Lsgacy  are  registered  !rc 
See  your  dearei'  torcOrfiplMe  in(orrnation  on  emission'; , 


i3i-|;s  -Basfxl  or  R. !_,  PoiK  ,5  Co  registration  data  in  the  U.S.  from  1997  to  2006.  'PZEV  emissions  wan-anty  applies  only  in  c 
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"It  just  takes  a  long  time  to  turn 
a  battleship  around  [and]  this 
is  a  huge  batdeship." 

-Angela  Mozilo,  CEO  and  chairman  of  major 

mortgage  lender  Countrywide  Financial,  predicting, 

as  reported  by  Reuters,  that  the  floundering  housing 

market  likely  will  not  bounce  back  before  2009 


D  BY  DEBORAH  STEAD 


HAL  DELIVERY 


any  Potter  and  the 
)gistical  Nightmare 


EXECUTIVES  AT  Scholastic,  it 
s  a  challenge  so  tough  it  made 
!m  wish  for  Harry  Potter's  magic 
Print  12  million  copies  of  the 
mticipated  Harry  Potter  and  the 
Hallows— a  record  first  printing 
shing— and  deliver  them  to 
ds  of  retailers  around  the  U.S. 
iaunting  part  was  synchronizing 
nts  to  arrive  no  more  than  a  day 
n^rs)  before  the  scheduled  July  21 
)1  m.  release— to  minimize  the  risk 
on  one's  leaking  the  book's  ending. 
i  4ln't  want  12  million  books  sitting 
iini  the  stores  any  longer  than  was 
oil;  necessary,"  says  Ed  Swart, 
Dialic's  director  of  operations. 


Even  before  author  J.K.  Rowling 
delivered  the  manuscript  last  January, 
Scholastic  was  in  full  battle  planning. 
Executives  from  its  manufacturing 
and  logistics  divisions  were  meeting 
with  printers  and  trucking 
companies  to  make  sure  they 
could  deliver  on  the  tight 
turnaround  required  to  get  the 
book  to  fans  before  summer 
vacation  ended.  Afl:er  Rowling 
and  her  editors  put  the  finishing 
touches  on  Deathly  Hallows  this 
past  spring,  Scholastic's  printers— 
R.R.  Donnelley  &  Sons  and  Quebecor 
World— worked  around  the  clock  to  be 
sure  the  book  would  be  ready  by  the 


How  do  you 
get  12  million 
books  to 
appear  all 
at  once? 


release  date.  For  the  sake  of  speed. 
Scholastic  bypassed  its  own  warehouses, 
using  hired  trucks  to  ship  from  six 
printing  sites  directiy  to  big  retailers 
like  Barnes  &  Noble  and  Amazon.com, 
as  well  as  to  distributors  supplying 
legions  of  independent  booksellers. 
And  to  expedite  loading  and  unloading, 
it  required  the  truckers— led  by  Yellow 
Transportation  and  J.B.  Hunt  Transport 
Services— to  use  same-size  trailers  and 
pallets.  (If  all  the  trucks  that  delivered 
Deathly  Hallows  were  lined  up  bumper- 
to -bumper.  Scholastic  says,  the  caravan 
would  stretch  15  miles.)  What's  more, 
every  trailer  in  the  Potter  armada  had 
a  GPS  transponder  that  would  alert 
Scholastic  by  e-mail  if  the  driver  or  the 
trailer  veered  off" designated  routes.  "It's 
not  unheard  of  for  a  trailer  to  be  hitched 
up  to  the  WTong  truck,"  Swart  says. 

But  the  hardest  task  was  getting  the 
books  to  hit  stores  on  the  Thursday  or 
Friday  before  the  launch.  The  timing 
was  particularly  tricky  for  e-tailers, 
which  had  to  ship  in  advance  for  the 
books  to  hit  customers'  doorsteps  on 
July  21.  Scholastic  plans  to  sue  e-tailer 
DeepDlscount.com  for  prematurely 
delivering  1,200  copies.  An  attorney 
for  DeepDiscount  says  the  company 
"respects  on-sale  dates"  and  began 
cooperating  with  Scholastic  as  soon  as  it 
learned  books  had  been  shipped  early. 

Barnes  &  Noble.com  developed 
special  algorithms  that  enabled  its 
shipping  team  to  figure  out  when  to 
release  books  to  the  U.S.  Postal  Service 
and  UPS  to  ensure  a  simultaneous 

arrival  around  the  country  on 
that  Saturday.  (UPS  decHned 
to  discuss  its  delivery  logistics, 
citing  customer  confidentiality 
agreements.)  "We  had  about  a 
week  and  a  half,  maybe  two 
weeks,  from  when  we 
received  the  books  to  make  it 
all  work,"  says  Marie  Toulantis,  CEO  of 
Barnes  &  Noble.com,  "and  we  delivered 
on  99%  of  our  orders."  Not  bad  for  a 
bunch  of  Muggles.  -DeanFoust 
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CHINA 

GOOGLE'S 

EASTERN 

EXPOSURE 

HOW  DO  YOU  SAY  Google 

in  Mandarin?  Last  year 
the  American  search  giant 
announced  that  its  Chinese 
unit  would  be  called  Guge 
(goo-geh),  which  translates 
as  "valley  song."  Google's 
Chinese  fans  were  upset 
that  such  a  cool  outfit  would 
choose  such  an  unhip  name. 
Now  there's  a  bigger  problem: 
The  company  is  in  a  legal 
fight  to  keep  its 
Chinese  name. 

Beijing 
Guge  Science  & 
Technology,  which 
runs  a  beta-stage 
search  engine, 
claims  "Guge" 
belongs  to  it. 

On  June  27, 
Beijing  Guge  Science  sued 
Google  in  Chinese  court  for 
inftingement  of  its  name, 
demanding  that  Google 
give  it  up.  Callers  seeking 
Google  China  have  "gready 


Guqebj 

LOOKS  FAMILIAR 

Beijing  Guge 
Science's  search 
engine  logo 


aSected  the  company's 
normal  operation,"  says  Tian 
Yimshan,  spokesman  for  the 
company,  whose  search  engine 
logo  (below)  and  interface  look 
a  lot  like  Google's. 

Both  companies  say  they 
had  the  name  first.  Beijing 
Guge  says  it  was  founded  in 
March  of  last  year,  getting 
a  license  from  Beijing 
authorities  on  Apr.  19,  2006. 
But  Google,  whose  Chinese 
site  at  Google.cn  uses  the 
characters  for  "Guge"  along 
with  the  Google  logo,  says 
otherwise.  "Beijing  Guge 
Science  registered  its  name 
days  after  we  launched 
our  Chinese 
name— and 
months  after  we 
filed  a  trademark 
application  with 
the  Chinese 
Trademark  Office 
under  the  State 
Administration 
for  Industry 
&  Commerce,"  says  a    ' 
spokesman.  The  Chinese 
company,  he  says,  "is 
infringing  upon  our  mark." 
-Bruce  Einhom,  Xiangji, 
and  Robert  D.  Hof 


TIE-INS 

FROM  BATTER  UP  TO  FILL  'ER  U 

HOPING  TO  BOOST  attendance  at  games,  the 
Cincinnati  Reds  are  linking  two  summer  tradition' 
baseball  and  high  gas  prices.  In  a  promotion 
sponsored  by  United  Dairy  Farmers,  a  local 
convenience-store  chain,  fans  who  buy  four  tickeli 
to  any  remaining  home  game  get  a  coupon  worths 
$10  or  $20  at  UDF  gas  pumps,  with  those  springii? 
for  the  expensive  seats  ($50,  $40,  and  $32)  scori) 
the  larger  amount.  A  gallon  of  gas  averages  $2.82 
Cincinnati.  Brad  Blettner,  vice-president  of  busine; 
development  for  the  Reds,  says  it's  too  early  to 
gauge  the  success  of  the  promotion,  which  began 
on  June  25  and  ends  on  July  29.  But  "we're  getting 
a  good  reaction,"  he  says.  The  cellar-dwelling  Red} 
have  been  drawing  just  over  26,000  fans  per  gam 
putting  them  in  21st  place  out  of  30  Major  League, 
teams  in  attendance.  -Geoii (j\oe(2 


INDEX  TRADING 

GOING  SHORT  ON  LONG  ISLAND? 


THE  HOUSING  BUST  has  heightened  Wall 
Street's  interest  in  betting  on  home 
prices.  Coming  soon:  a  second  tool  to 
let  traders  gamble  on  housing  the  way 
they  now  go  long  or  short  on  oil  and 
gold.  A  New  York  startup,  Radar  Logic, 
has  developed  home-price  measures  for 
20  metro  areas  and  is  licensing  them 
to  investment  banks  as  the  basis  of 
new  derivativ  es.  Slated  for  a  September 


launch,  the  calculated  prices  will  be 
updated  daily  from  reported  past  sales. 

The  startup  will  be  taking  on  the 
year-old  S&P/Case-Shiller  Home 
Price  Indices  from  Standard  &  Poor's, 
which,  like  BusinessWeek,  is  owned  by 
The  McGraw-Hill  Companies.  Radar 
Logic's  CEO,  Wall  Street  veteran 
Michael  Feder,  contends  that  his 
Daily  Price— not  stricdy  speaking 


an  indejc— will  ignite  more  trading, 
pardy  because  it  includes  new  and 
foreclosed  homes  and  condos,  which 
S&P  excludes.  But  Yale  University 
economist  Robert  Shiller,  co-inventon 
of  the  rival  S&P  index,  argues  that 
mixing  different  property  types  will 
skew  the  Daily  Price  whenever  the  m 
changes.  Trading  in  the  S&P  index  ha 
been  light,  but  bankers  see  potential 
in  home-price  betting.  "We're  bullish 
says  Erik  Siegel,  an  executive 
director  in  derivatives  trading  at 
Morgan  Stanley.  -Peter  Co 


"^M.: 
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There's  energy 


security  in 
energy  diversity. 


There's  strength  in  numbers  and  security  in  having 
a  number  of  energy  options.  So  we've  invested 
more  than  $28  billion  over  the  last  five  years  in  U.S. 
energy  supplies,  including  solar,  wind,  hydrogen 
and  natural  gas.  In  fact,  BP  is  the  largest  investor  in 
energy  development  in  the  U.S.  We're  also  investing 
$500  million  over  the  next  10  years  to  develop 
advanced  biofuels. 
It's  a  start. 


beyond  petroleum^ 


BP  Products  North  America  Inc. 


bp.com/us 


upFront 


SCHOOL  DAYS 

STANFORD, 
GERMAN- 
STYLE 

FOR  ALMOST  a  decade, 

German  software  billionaire 
Hasso  Plattner  has  been 
trying  to  create  Germany's 
answer  to  Stanford 
University.  Thaf  s  not  much 
time  for  an  institution  to 
establish  itself  as  a  major 
incubator  of  software  talent, 
but  the  Hasso  Plattner 
Institute  in  Potsdam  seems  to 
be  getting  some  traction. 

"They're  well  positioned 
in  the  early-stage  venture 
capital  market,  which  is 
not  served  properly  in  this 
country,"  says  Falk  Mueller- 
Veerse,  managing  director  of 
Cartagena  Capital  in  Munich. 

Among  the  first  businesses 
spun  off:  3D  Geo,  which  sells 
software  that  creates  3-D 
computer  cityscapes  in  a 


Google  Earth  format 
for  urban  planners 
and  businesses. 
Started  in  2004,  it  is 
already  profitable— 
with  Deutsche 
Telekom,  the  city  of 
Berlin,  and  Akron, 
Ohio,  as  customers 
and  sales  expected 
to  hit  more  than  $1 
million  this  year. 
Thaf  s  the  kind  of 
entrepreneurship 
Plattner— co- 
founder  of  software 
maker  SAP— hoped 
to  generate  when 
he  personally 
committed  $270 
million  to  the 
institute. 

For  accreditation 
purposes,  the 
institute  is  attached  to 
the  University  of  Potsdam 
and  awards  degrees.  But 
it's  unlike  Germany's 
overcrowded  state-financed 
universities.  The  360 


enroUees  don't  have  to  jostle 
for  computer  access.  There's 
a  7-to-l  student-teacher  ratio. 
And  professors  like  Dr.  Jiirgen 
Dollner,  a  3D  Geo  co-founder, 
talk  like  evangelists  for 


American-style  enterprise! 
Says  Dollner  of  the  institutui 
"A  tight  relationship  betvicl 
universities  and  companin 
needed  if  you're  going  to  b 
innovation."       -Jack  Ew\ 


MANGA  CUM  LAUDE 

ALIEN  PLANETS,  PRINCESSES,  AND  PSATs 


4 

do 


AS  ANYONE  with  a  teenager  knows,  college 
admission  test  preparation  books  are  a  staple 
of  high  school  life  these  days.  Sales  topped 
$18.5  million  in  2006,  according  to  Kaplan 
Publishing,  an  industry  leaderthat  has  been  a 
bright  spot  for  its  owner,  Washington  Post  Co. 


VOCABULARY  BUILDING: 
COMICS  THAT  lEACff  EDIFY 


Original 


Kaplan's  SAT-level  substitute 


But  it's  also  a  crowded  market,  with  more  than 
100  SAT,  PSAT,  and  ACT  prep  books  currently 
on  store  shelves. 

To  help  compete  with  rivals  such  as 
Princeton  Review,  Kaplan  recently  launched 
a  series  of  manga,  or  Japanese-style  comics, 


SEE  AND  SAY 

Students 
today  prefer 
something 
to  look  at 


Huge 


Colossal 


Secret 
Careful 


Clandestine 


Prudent 


Run 


Scamper 


She's 
nothing. 


They'll 
catch  us! 


She's  completely 
inconsequential. 

They're  in 
pursuit  of  us! 
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injected  with  SAT-level  vocabulary  words, 
Nontraditional  tools  such  as  vocabulary-y 
building  novels  are  a  growing  subcategora 
in  test  prep,  says  Kaplan  Publishing  Vice-J 
President  Maureen  McMahon.  "Students* 
these  days  are  drawn  to  things  that  are  rr( 
visually  engaging,"  she  explains. 

The  manga  series— which  follow  Kaplaj 
successful  2004  foray  into  vocabulary 
building  versions  of  classics  such  as 
Wuthering  He/g/ifs— feature  more  than  3(i 
words  found  on  SAT  or  ACT  tests,  each 
highlighted  and  defined. 

Los  Angeles  publisher  TOKYOPOP 
provided  all  the  manga:  a  sci-fi  fantasy, ;» 
medieval  epic  based  on  the  hit  video  gan 
Warcraft,  and  a  swords-and-sorcery  talei 
To  beef  up  the  books'  SAT  quotient,  the  ■ 
companies  upgraded  some  of  the  dialogi 
(table).  But  all  the  original  art  and  story  ■ 
lines  are  preserved,  says  TOKYOPOP  CE' 
Stu  Levy.  Designed  for  14-  to  16-year-old 
the  books,  says  Kaplan's  McMahon,  maj 
also  appeal  to  another  expanding  marke 
English-language  learners. 

-Elizabeth  Woy* 


Think  big. 


EVEN  A  GROWING  BUSINESS  should  feel  like  the  most 
important  company  in  its  town,  state,  country, 
world.  At  least,  that's  how  we  see  it.  For  over  125 
years,  we've  focused  on  helping  businesses  of  all 
sizes,  well,  grow.  Whether  it's  retirement  planning, 
investments,  medical  coverage  or  life  insurance. 


we  can  easily  customize  solutions  to  fit  your  exact 
needs.  And  the  needs  of  the  company  you'll  be  to- 
morrow. Because  no        Retirement 
,  ,  .  Investments 

matter  how  big  you  

insurance   ^^  financial 

are,  truth  is,  we'd  Uke         Banking  ^^      Group 
to  help  you  get  bigger,     well  give  you  an  edge=" 


To  learn  more,  contact  your  financial  professional  or  visit  principal.com 


©2006  Principal  Financial  Services,  Inc.  "The  Principal,"  "Principal  Financial  Group"  and  the  Edge  design  are  registered  service  marks  and  the  illustrated  character  and 
"We'll  Give  You  an  Edge"  are  service  marks  of  Principal  Financial  Services,  Inc.  Insurance  issued  by  Principal  Life  Insurance  Company,  Securities  offered  through  Princor 
Financial  Services  Corporation,  (800)  247-41 23,  member  SIPC  and/or  independent  broker/dealers.  Securities  sold  by  a  Princor  Registered  Representative  are  offered 
through  Princor.®  Bank  products  offered  through  Principal  Bank,®  member  FDIC,  Equal  Housing  Lender  Principal  Life,  Princor,®  Principal  Bank  and  Principal  Financial 
Services,  Inc.,  are  members  of  the  Principal  Financial  Group®  Des  Moines,  lA  50392.  Insurance  and  annuities  are  not  FDIC  insured,  not  obligations  or  deposits  of 
Principal  Bank,  not  guaranteed  by  Principal  Bank,  and  subject  to  investment  risks,  including  possible  loss  of  the  principal  invested,  #4854072008 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ.M.D. 


Nobody  Loves  a  Tattletale 


A  co-worker  has  been  out  of  the  office  for 
three  times  as  many  days  as  she  is  entitled 
to  this  year,  and  our  easygoing  boss  is 
oblivious.  I'd  like  to  point  this  out  in  the 
interest  of  fairness.  But  I  don't  want  to  insult 
his  leadership— or  appear  to  be  a  petty, 
vindictive  tattletale.  -Anonymous,  New  York 

HMMMM.  FOR  SOME  reason,  your  quandary 
reminds  me  of  how  my  older  daughter  used 
to  feel  compelled  to  tell  us  when  she  thought 
her  little  sister  was  doing  something  wrong. 
To  be  helpful,  of  course.  Naturally,  it  was 
more  complicated  than  that:  By  adopting  a 
"parental"  role,  she  was  finding  a  socially 
acceptable  way  to  tell  on  her  sister  and 
thereby  get  her  in  trouble. 

It's  a  parent's  responsibility  to  correct 
their  children,  not  a  sibling's.  And  it's  your 
easygoing  boss'  job  to  monitor  attendance, 
not  yours.  That  said,  it  may  be  that  her 
absences  don't  bother  him  as  much  as  they 
gnaw  at  you.  You  should  try  to  figure  out 
what's  behind  your  desire  to  "point  out"  your 
colleague's  attendance  record  to  the  boss. 
Are  you  envious  of  her  ability  to  be  loose  with 
the  allotted  days-or  of  your  boss'  laid-back 
manner?  Disappointed  that  you're  not  getting 
credit  for  your  own  strict  adherence  to  the 
rules?  It  may  be  embarrassing  to  admit  any 
of  this  to  yourself,  but  you  have  a  shot  at 


learning  something  If  you  do.  If  instead  you 
go  to  the  boss  with  your  "helpful"  vacation- 
day  tally  you  may  indeed  be  seen  as  petty  or 
vindictive— just  as  you  (wisely)  fear.  Relax  and 
get  back  to  work.  And  think  about  asking  for 
some  extra  time  off. 

I  often  find  myself  rolling  my  eyes  in  front  of 
subordinates  at  some  directive  from  above 
that  I  consider  foolish.  I  think  I'm  a  good 
manager  in  most  ways,  but  I  occasionally 
worry  that  this  may  get  back  to  my  boss— or, 
worse,  that  I'm  just  avoiding  doing  the 
hard  thing:  expressing  my  opinion  to  my 
superiors.  -Anonymous,  Washington,  D.C. 


I  THINK  you're  right  on  all    ^ 
counts:  It  will  get  back  to  yo 
boss  (if  it  hasn't  already), 
and  you're  probably  afraid  t( 
deal  more  constructively  wit*, 
directives  that  don't  make  Si 
to  you.  But  there's  more:  It  a  "^ 
sounds  as  if  you're  signaling 
your  own  ambivalence  abou  i^ 
maturing  as  a  manager.  Anc 
what  would  this  mature  per; 
do?  Come  up  with  an  alterm 
to  a  misguided  policy-and 
communicate  it  to  senior 
management.  It's  true  that  t 
occasional  irreverent  comnr 
can  convey  to  your  subordinates  that  no 
one-including  you-is  beyond  criticism, 
in  not  containing  your  contempt  for  authc* 
you're  quite  possibly  acting  in  a  self-defeii 
way  to  prevent  yourself  from  becoming  a 
more  senior  manager. 

Ask  yourself  if  you're  more  interested  i 
the  fleeting  pleasure  you  get  from  mockir 
your  superiors  or  in  advancing  in  your  car 
You  don't  want  the  last  laugh  to  be  on  yoL 

Kerry  J.  Sulkowicz,  M.D.,  a  psychoanalyst  ar) 
founder  of  the  Boswell  Group,  advises  execu 
on  psychological  aspects  of  business.  Send 
questions  at  analyzethis@businessweek.coi 


DETROIT 

APPROACHING 
AN  UNHAPPY 
MILESTONE 

JUST  MONTHS  after  Toyota 
passed  General  Motors  as 
the  world's  No.  1  carmaker, 
industry  experts  are 
predicting  that  the  combined 
U.S.  market  shares  of  GM, 
Ford,  and  Chrysler  will  fall 
below  50%  for  the  first  time 
as  early  as  this  year,  perhaps 
ar  the  close  of  July  sales. 
Previous  forecasts  saw 


this  coming  after  2010,  but 
market  forces  now  point  to 
an  earlier  reckoning.  Detroit 
has  cut  its  unprofitable 
sales  to  rental  fleets,  while 
Toyota  and  Nissan  sales 
are  up  in  the  face  of  excess 
U.S.  production  of  certain 
models.  In  hybrids,  demand 
for  Toyotas  is  stronger  than 
expected,  as  the  Big  Three 
play  catch-up.  And  Detroit's 
strongest  products— SUVs 
and  pickups- 
are  under 
pressure 
from  high  gas 
prices.  Add  a 


hidden  effect  of  Detroif  s 
70,000  job  cuts  in  the  past 
18  months:  lower  sales 
to  employees  and  their 
families.  Last  June  the  Big 
Three  held  56%  of  the  new- 
vehicle  market.  This  June's 
figure  was  50.2%. 

How  ominous  would  a 
minority  share  be?  John 
Casesa  of  auto  investment 
firm  Casesa  Shapiro  Group 
says  "the  bigger  issue"  is 


that  Detroit's  good  produi 
have  an  image  problem.  B\ 
Tom  Libby,  senior  analyst 
at  J.D.  Power  Information  i 
Network— like  BusinessWe 
a  unit  of  The  McGraw-Hill 
Companies— says  that  for 
U.S.  manufacturers,  such 
a  milestone  marks  the  loss 
of  a  "dominance  they  once 
had  in  perhaps  the  highest 
visibility  industry  in  the 
country."  -David  Kiley 


BUhI 
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ees  inspire  bur  thinking.  And  lead  us  to  innovations  like 
Levels  engineered  and  performance-tested  wood  products. 
Durable,  renewable  and  energy  efficient,  they  make  tfie  best 
use  of  natural  resources  so  virtually  nothing  goes  to  waste. 
For  more  about  what  trees  can  be  and  to  learn  about 
Weyerhaeuser  TreeCeir"  Technology,  visit  Growingldeas.com 


UNBRIDLED  OPTIMISM 


Unbridled  optimism  is  a  powerful  asset  to  every  small  business  owner.  Visa  Businei 
can  not  only  help  you  reach  your  lofty  goals,  but  surpass  them.  For  more  informatltf 
about  our  smart,  simple  and  secure  payment  options,  go  toVisa.com/smallbusiness 
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Desperation 
isn't  what  drives 

us.  Good  old 

American 

ambition  drives 


us. 
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-Faye  Higgins 
Lenoir,  N.C. 
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NORTH  CAROLINA'S  GOOGLE 
GAMBIT:  THE  REST  OF  THE  STORY 

YOUR  ARTICLE  ("The  high  cost  of  woo- 
ing Google,"  Government,  July  23) 
shows  in  great  detail  how  cities  across 
the  U.S.,  such  as  Lenoir,  N.C,  have  sold 
their  souls  to  prospering  new  millen- 
nium titans  like  Google  et  al  in  order 
to  rebuild  their  industrial  bases  and 
economies  shattered  by  globalization. 
Here  in  North  Carolina  the  demise  of 
the  textile  and  apparel  industries  has 
left  behind  a  wicked  trail  of  shuttered 
plants  and  shattered  dreams,  causing 
the  state  to  have  one  of  the  highest  rates 
of  unemployment  in  the  nation. 

-Jim  Lee  III,  CEBS 

Association  Underwriting 

Charlotte,  N.C. 

MY  COMMUNITY  is  thrilled  to  have 
Google  as  a  neighbor  and  partner.  But 
we're  disappointed  that,  in  your  story, 
North  Carolina  politician  Robert  Orr 
chose  to  dismiss  our  business  win  as 
Google  "just  exploiting  a  desperate 
town." 

Desperation  isn't  what  drives  us.  Good 
old  American  ambition  drives  us:  the 
ambition  to  be  part  of  the  new  economy 


and  not  a  has-been.  Isn't  it  interes 
that  businesses,  nations,  and  big  c 
earn  applause  for  modernizing  their  i 
nomic  models,  but  when  small  com : 
nines  do  the  same,  outsiders  look  d» 
on  our  efforts? 

We're  working  hard  and  smart  toBjf: 
ahead.  We're  proud  of  our  success  ' 
of  the  Google  project,  which  has  alni 
brought  too  many  benefits  to  list  I 
We  just  wish  BusinessWeek  had  fo 
space  to  fully  describe  these  ben 
and  allow  readers  the  chance  to  mak 
objective  assessment  of  the  deal  and 
community. 

-Faye  Higgins,  Chairpa 
Caldwell  County  Board  ofCommissioi 

Lenoir,  r 


AS  SOMEONE  on  the  front  lines  of  br 
ing  new  business  to  North  Carolir 
found  your  story  interesting  but  > 
sided.  As  gripping  as  the  narrative 
barely  touches  on  important  infoi 
tion.  For  example,  most  of  the  in 
tives  involved  are  performance-be 
If  Google  doesn't  perform,  it  doesn' 
ceive  a  benefit.  No  one  is  handing  Go 
a  big  check. 

It's  sensationalistic  to  speculati 
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ORRECTIONSBOX 

'he  High  Cost  of  Wooing  Google" 
iovemment,  July  23)  misidentified  the 
jwspaper  that  first  wrote  about  Google's 
terest  in  North  Carolina.  It  was 
ie  Charlotte  Observer. 


a;n  a  dollar  value  to  each  job  at 
gle's  data  center,  but  if  you're  go- 
to do  that,  you  should  also  note  that 
[average  salary  per  job  wdll  be  about 
',000  higher  than  what  most  people 
e  in  Caldwell  County.  And  instead 
I  sing  the  fact  that  Google  has  just 
je  its  first  hire  to  end  the  story  on  a 
itrical  note,  why  not  report  that  240 
|)le  are  now  working  at  the  construc- 
site,  that  an  abandoned  shopping 
er  is  being  redeveloped  expressly 
use  of  Google's  presence,  or  that 
number  of  other  economic  indica- 
have  brightened  since  the  project's 
mncement? 

lire,  get  the  story.  But  get  the  whole 
','.  In  this  case,  Google  is  good  busi- 
I  for  Lenoir  and  North  Carolina. 

-Donny  Hicks 

President,  North  Carolina 

Economic  Developers  Assn. 

Gastonia,  N.C. 

DIR'S  million-dollar  jobs  are  testi- 

jr  to  the  bankruptcy  of  the  mainstay 

nventional  economic  development. 

ty-six  percent  of  the  state  and  coun- 

centives  were  tax  cuts,  the  govern- 

:  equivalent  of  what  Sergio  Zyman 

"the  laziest  marketing  tactic  in  the 

1:  price  reductions."  Communities 

ng  jobs  should  instead  invest  in 

skillful  marketing  of  what  they 

business  and  in  building  value  to 

!  their  product  more  marketable. 

isiness,  price  cutting  is  a  desperate 

resort  after  marketing  has  failed. 

»vernment  economic  development 

cies,  it  is  the  dominant  strategy. 

1  didn't  Lenoir  proactively  go  after 

Bple  companies  instead  of  waiting 

b  found  by  Google  and  giving  them 

e  v^erwhelming  advantage  in  negoti- 

ir  a  deal? 

-John  L.  Gann,Jr. 

President,  Gann  Associates 

Glen  Ellyn,  III. 

EliANING  and  inaccurate— those 
e  le  kindest  words  to  describe  the 
pjsentation  of  the  city  of  Lenoir  and 
il</ell  County.  As  one  of  the  people 
teiewed,  I  was  stunned  to  see  our 
mlmnity  falsely  portrayed  as  willing 


to  do  anything  to  land  the  deal.  On  sev- 
eral occasions,  we  made  it  clear  we  were 
prepared  to  walk  away.  In  each  case, 
our  negotiations  viath  Google  led  to  a 
beneficial  outcome.  We  acted  not  out  of 
desperation  but  on  careful  analysis. 
The  Google  deal  is  sound. 

-W.  Lane  Bailey 

City  Manager 

Lenoir,  N.C. 

PREPAID  PHONE  CARDS 

DONT  CARE  WHERE  YOU'RE  FROM 

THE  FOCUS  of  this  article  ("Talk  isn't  so 
cheap  on  a  phone  card,"  Investigations, 
July  23)  is  on  prepaid  cards  used  mostly 
by  immigrants  for  calls  outside  the  U.S. 
The  problem  is  much  more  extensive.  My 
AT&T  card  fi-om  Sam's  Club  still  gives  me 
one  minute  of  talk  time  for  one  minute 
of  card  time  for  calls  placed  outside  of 
Texas.  Calls  within  Texas,  however,  cost 
five  minutes  of  card  time  for  every  min- 
ute of  talk  time. 

-Arnold  Barkman 
Fort  Worth 

IF  YOU  IMPORT  FROM  CHINA, 
YOU  PAY  THE  PRICE 

I  HAVE  NO  SYMPATHY  for  Richard 
Kuskin  or  Foreign  Tire  Sales  ("An  im- 
porter's worst  nightmare,"  Special  Re- 
port, July  23).  For  too  many  products, 
it  has  become  a  hot  business  to  be  a 
middleman  importing  cheap  stuff  firom 
China.  U.S.  manufacturing  companies 
who  pay  decent  wages  and  have  regula- 
tions to  comply  with  get  hurt  or  put  out 
of  business.  I  don't  suggest  Kuskin  hold 
his  breath  waiting  for  the  Chinese  com- 
pany to  foot  the  liability  costs.  I  suspect 
that  it  viill  become  hard  to  find,  and  the 
communist  government  v^ill  not  be  very 
cooperative. 

-Peter  Rebar 
Cleveland 

BP'STRUE 
OPERATING  PROBLEM 

I  DISAGREE  WITH  your  conclusion  re- 
garding possible  job  cuts  in  pursuit  of 
enhancing  BP's  efficiency  ("Refilling  BP's 
Tank,"  Global  Business,  July  23).  Bench- 
marking BP's  stats  on  revenue,  produc- 
tion, and  proved  reserves  per  person 
against  those  for  its  rivals  (ExxonMobil 
and  Shell),  I  found  that  BP  performs  in 
line  with  or  better  than  the  average,  sur- 
passing Shell  on  every  metric  except  for 
revenue  per  person. 

During  a  term  project  at  business 
school,  I  found  that  the  primary  problem 
was  rooted  in  the  firm's  impaired  ex- 
ecution skills.  BP's  ability  to  execute  the 


projects  and  deliver  hydrocarbons  to  the 
market  still  lacks  perfection.  Examples 
of  failed  execution  include  delays  in 
starting  Thunder  Horse  platform,  and 
an  explosion  at  a  Houston  refinery  facil- 
ity. This  addresses  BP's  lower  valuation 
vs.  ExxonMobil.  With  less  than  sure 
access  to  new  reserves  as  well  as  inflated 
costs,  it  is  going  to  be  more  difficult  for 
BP  to  maintain  margins  on  its  upstream 
business. 

-Farid  Dadashev 
New  York 

A  TALE 

OF  TWO  BEETLES 

FIFTY  YEARS  AGO,  I  got  a  new  ivory  VW 
Cabriolet  in  London  ("Can  VW  finally 
find  its  way  in  America?,"  News  &  In- 
sights, July  23).  I  drove  it  for  two  years  in 
Europe  and  then  brought  it  back  to  the 
U.S.,  only  replacing  it  in  1962  after  cover- 
ing over  200,000  miles. 

In  2001,  I  bought  the  top-of-the-line 
1.8  Turbo  GLX  Beetle.  Hot  car.  Started 
to  lose  its  clutch  at  8,000  miles.  Since 
then  it  has  been  a  dovmhill  disaster,  with 
electrical  problems  and  several  clutches 
in  124,000  miles.  At  about  90,000  miles 
the  engine  sludged  up,  and  it  cost  nearly 
$1,500  to  set  it  right. 

At  the  New  York  Auto  Show  in  2006, 
I  confronted  a  VW  corporate  manager 
with  my  litany  of  complaints.  He  said: 
"There  is  nothing  you  can  tell  me  that  I 
haven't  heard  100  times  before.  I  think 
they  are  better  now."  Maybe,  but  you 
won't  get  another  chance  with  me.  I  run 
a  company  that  helps  people  improve 
their  customers'  experience.  I  use  VW  as 
a  case  study  of  how  not  to  do  it. 

-William  Plumb 

Fellow,  Industrial  Designers 

Society  of  America 

Piermont,  NY. 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


TiVo^  Minus  the  Tangle 

When  I  wrote  about  the  new  world  of  consumer-friendly  set-top  cable 
boxes  in  the  June  18  issue,  I  was  longing  to  be  free  from  the  clutter  of 
boxes,  wires,  and  remotes  that  make  a  mess  of  my  video  system.  The 
new  TiVo  HD  isn't  quite  the  set-top  box  of  my  dreams,  but  it  comes  pretj 
close.  And  it  is  a  harbinger  of  better  things  that  will  be  here  soon. 


The  TiVo  HD  costs  $300,  plus 
a  monthly  fee  of  $17  that  can  be 
reduced  dirough  prepayment 
or  a  multiyear  contract.  It's  the 
first  major  recording  device 
of  this  sort  to  hit  the  market 
since  July  1,  when  new  Federal 
Communications  Commission 
rules  took  effect,  making  it  easier 
for  consumers  to  purchase  their 
own  cable  boxes.  In  theory,  cable 

subscribers  now  should  be  able  to  buy  a  box  at  a  retail  store, 
obtain  a  small  device  (or  two,  in  the  case  of  the  TiVo)  called  a 
CableCARD  from  the  cable  company,  plug  it  all  in,  and  be  up 
and  running.  The  reality  is  something  else:  It  took  Comcast 
installers  two  trips  to  my  house— a  total  of  about  four  hours' 
work— and  extensive  consultations  with  TiVo  technicians  to 
get  the  unit  running  properly.  This  isn't  going  to  cut  it.  Cable 
operators  and  their  research  arm,  CableLabs,  must  make 
plug-and-play  a  reality  or  the  cost  will  be  ruinous. 

Once  the  TiVo  was  working,  it  was  a  delight.  The  HD  has 
most  of  the  capabilities  of  the  TiVo  Series3  at  less  than  half 
the  price.  You  can  get  rid  of  your  existing  cable  box,  record 
one  show  while  watching  another,  or  record  two  shows  at 
once.  Here's  the  relatively  minor  downside:  The  system  lacks 
the  premium  THX  audio  output.  It  stores  just  20  hours'  worth 
of  high-definition  programming,  compared  with  32  hours  on 
the  SeriesS.  And  like  all  third-party  CableCARD  products,  it 
cannot  handle  on-demand  or  pay-per-view  programming. 

IT'S  A  SOURCE  OF  ENDLESS  ASTONISHMENT  to  me  that  in  the 
eight  years  since  the  first  TiVo  box  hit  the  market,  the  cable 
companies  and  the  two  makers  of  most  of  their  set- top  boxes. 
Motorola  and  Cisco's  Scientific  Atlanta,  have  never  come 
close  to  matching  TiVo's  ease  of  use.  TiVo  still  runs  rings 
around  the  cable  carriers'  best  boxes  with  its  speedy  response 
to  remote-control  clicks,  its  well-organized  and  easy-to- 
search  program  guide,  and  its  really  fast  fast-forward. 

Products  like  the  HD  have  ushered  TiVo  into  the  quickly 
expanding  world  of  Internet  TV,  albeit  in  a  limited  way.  You 
can  get  local  weather  or  traffic  and  share  photos  through 
Yahoo!,  and  you  can  even  upload  your  homemade  movies 
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The  new  HD 
set-top  box 
is  a  delight- 
once  you  get 
it  running 


to  video-sharing  site  One  Thii 
Media.  If  you  forget  to  record] 
program  before  leaving  homt 
you  can  do  it  from  the  office  c 
TiVo's  Web  site.  You  can  chec  I 
movie  schedules  and  buy  tickj 
through  Fandango.  And  you  ( 
rent  or  purchase  movies  and  '< 
shows  dirough  Amazon.com' J 
Unbox  download  service.  TiVil 
"Universal  Swivel  Search"  letl( 
you  hunt  for  shows  available  i 
on  the  cable  system  and  from  J 
Internet  sources  with  one  qu«| 

Unfortunately,  there's  a  lot 
of  Web  content  you  can't  get  t«| 
including  YouTube  and  such 
network  sites  as  Viacom's  Con 
Central.  And  while  TiVo  offers  I 
smattering  of  podcasts,  it  doesij 
^"""^^^^^  come  close  to  the  array  of  aud 

and  video  podcasts  available  ^ 
through  Apple  TV.  The  lack  of  a  DVD  drive  in  the  TiVo  mea^ 
need  one  more  box  in  my  video  system,  and  it  makes  arcl 
recorded  programs  harder  than  it  should  be.  For  what  it's 
worth,  TiVo  HD  does  include  an  archaic  "save  to  VCR"  feat 
These,  however,  are  minor  quibbles.  TiVo  HD  represen 
a  huge  step  toward  providing  consumers  with  affordable 
set-top  boxes  that  are  both  easier  to  use  and  richer  than  v 
cable  companies  have  been  offering.  Indeed,  TiVo's  apprc 
is  so  successfial  that  it  is  starting  to  infect  cable.  By  the  en 
of  this  year  some  lucky  Comcast  subscribers  in  New  Engl 
will  get  Motorola  boxes  with  TiVo  software.  It  looks  like  t] 
start  of  an  era  of  true  competition  that  will  give  us  choice 
how  we  watch  video  entertainment.  ■ 

E-mail:  tech&you@businessweek 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven. 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  liis  latest  column, 
go  to  businessweek.com/search/podcasting.htm. 


Sony  recommends  Windows  Vista*  Business 


It  hurts  to  know  stie  wants  to  get  tier  tionds 
on  your  VAIOt  not  you. 

With  its  beautifully  designed  carbon  fiber  body  and  ergonomic  raised  keyboard,  the  Sony  VAIO  TZ  may  be  the  worlds 
first  professional  notebook  that's  as  pleasing  to  the  touch  as  to  the  eye.  And  with  integrated  wireless  wide  area  network 
(WAN)  technology*  that  lets  you  connect  virtually  anywhere  the  Sprint"^  Mobile  Broadband  network  is  available,  your 
notebook  becomes  all  the  more  desirable.  Which  may  become  a  liability  should  you  want  to  bring  on  alluring  strangers 
attention  back  around  to  you. 

Visit  sony.com/sprint  for  details  on  how  to  receive  a  complimentary  month  of  Sprint  Mobile  Broadband  service  when 
you  activate  your  account.** 


■.  tnc  All  M. ihio  ii-sctvcil  Reptoaudioh in  v/holij  oj  m  p6i(  wJhoiit  wnllon  rj. 'imi-,..«,„  i^  |.t.,hiiul.'.i  x.nv,  ih,.  •„ .„.,  !,„,, ,  JMl.^ 
itiih'mniki  ol  Sony  5pnnl  and  (ho  .•Golng.Fory/aftl'  logo  rof  tiqrtoirioiks  of  Spilnl  No/lci  Windov/s  Vnh}  i:,  o  In/.ictni.ik  ..J 
"5(it,-,/-,ftplfO(,  ,vtlh  Spmil  Mobile  DfOcidtiond  sefvicf  foquifod.  *  "timilfMl  bmo  oMrf  I<ix(.-r>  oHk-i  ct»urgt)^  ciwl :  n  <u\  niipr-.vot 
i-  V  ,vv  viny  corn/spiini  (oi  ccmfifete  oKci^dolaljs.  piico  plans.,  stiivir:i)  icfm-.  Olid  i  ondiiioiii  .m.j  ro/.-ifi,)!-  mof. 
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Guarding  the  Gray  Lady 

TO:  Arthur  Ochs  Sulzberger  Jr.,  Chairman,  New  York  Times  Co. 
FROM:  NYTreader 

I  see  you  told  New  York  Times  public  editor  Clark  Hoyt,  when  he  asked  ab 
the  current  dynamics  in  your  family,  and  especially  within  your  children's! 
generation,  that  the  center  would  hold.  J  Which  is  great.  The  kind  of         It  to 

relationship  the  Sulzbergers  have  with  the  Times  is  unique, 
these  days— that  almost  aristocratic  way  of  growing  up 
steeped  in  the  stewardship  of  a  family  institution.  This 
bonded  your  brood  deeply  with  the  paper,  unlike  Dow  Jones' 
Bancrofts.  But  consider  what  happens  to  your  family  if  some 
stranger  offers,  oh,  35  a  share  for  the  company.  (A  42% 
premium  over  late-July's  stock  price,  that.)  Because,  thanks  to 
News  Corp.  and  Dow  Jones,  we  now  know  someone  could. 
Understand  that  no  matter  which  road  you  take,  the  next 
few  years  will  be  aAvful.  They  vvdll  expose  you,  your  family, 
and  your  paper  to  scrutiny  and  criticism  as  never  before. 
There  is  no  avoiding  this.  There  is  no  "right"  here;  there  is 
"bad"  and  "worse."  (Just  remain  thankful  that  Rupert 
Murdoch  called  Dow  Jones'  Rich  Zannino  and 
not  you.)  You  can  stay  today's  course,  toughing 
out  investor  dissent  and  market  disgust  and, 
eventually,  land  the  Times  on  some  currently 
unknown  safer  terrain.  (Thaf  s  the  best-case 
scenario,  by  the  way.)  Or  swallow  hard,  sell  a 
bunch  of  properties,  find  a  billionaire  angel  or  two, 
make  an  offer  for  the  81%  of  the  common  shares 
your  family  does  not  own,  and  go  private. 

THESE  ARE  THE  OPTIONS.  And  I'm 

starting  to  think  No.  2  is  the  safest. 
It  won't  be  easy.  (For  one  thing,  a 
rimes-centric  private  company  means 
piling  on  debt  precisely  when  the 
paper  is  most  stressed.)  If  it  were 
easy,  you'd  have  done  it  by  now.  I 
know  the  two-tier  stock  structure 
at  the  Times  is  solid,  that  the 
Sulzbergers  vote  as  a  single  bloc 
(unlike  the  Bancrofts),  and  that 
changes  to  the  rules  require  six  of 
eight  trustees  to  agree.  This  means 
that  the  Times  Co.  doesn't  have  to  do 
anything,  except  dig  in  and  wait  till  you, 
or  someone,  finds  the  way  to  bridge  the 
chasm  between  what  newspapers  were 
and  what  they  will  ultimately  become. 
But  that  assumes  you  are  absolutely 


confident  that  a  crazy  offer  won't  come  in  over  the  transO''  ostlyft 

and  create  rifts  in  the  family  not  visible  right  now.  Grantrt  msak 

if  s  hard  to  see  where  this  offer  might  come  from,  but  wln<  ly. 

predicted  an  offer  as  rich  as  Murdoch's?  The  market  cap>f  leend. 

the  Times  Co.  is  just  $3.3  billion.  (This  is  part  of  the  probobea 

There's  so  much  money  slopping  around  that  you  can      fcusme 

reasonably  append  the  word  "just"  to  "  $3.3  billion.")      '  uldcoi 

You  have  some  ammo.  Jack  Welch  et  al  are  willing  to  buy  <  i.  By  ai 

Boston  Globe  for  aroimd  $600  million.  Your  regional  papers-^encies, 

could  score  over  a  billion.  About.com,  no  matter  what  your  ii  m  est 

dissident  investor  Hassan  Elmasry  says,  could  get  twice  theiisteaiic 

$410  million  you  paid  for  it,  and  more  if  a  major  player  sudolsespe 

gets  desperate  to  buy  trafiic.  (Elmasry  is  ammo,  too.  The  mir  e'seffo 

he  complains,  the  more  he  talks  the  stock  price  down— anclftinte 

the  easier  it  gets  to  go  private.)  Now:  35  a  share  for  the    |,20O6 

outstanding  81%  is  $4.1  billion.  You  can  knock  a  biUion-ilHiliist 

off  that  with  asset  sales— maybe  another  billion  if  you  se  moll; 

About.com.  There's  that  $1.4  billion  in  existing  debt.  Th(i 

will  be  taxes,  and  you'll  need  to  spread  some  cash  arouncilke)  re; 

family.  But  remember  the  institution :  Yours  remains  the  orf lisLe 

one  around  that  could,  plausibly,  enlist  a  few  very  rich  dud  ran 

accept  less-than-stellar  returns  so  their  obits  can  say  til 

saved  The  New  York  Times»m. 


PRIVATIZE? 

Sulzberger 
must  decide 


Because  things  will  nc 

get  better.  Investors  hold 

over  half  of  nonfamUy  sh 

^"""^  withheld  votes  for  direct(. 

at  April's  annual  meeting— and  thatwa^dsonc 

right  after  you'd  boosted  the  hell  out  of  pfttie 

the  dividend.  Right  now  you're  coachiflatertli! 

the  most  difficult  game  of  your  Hfe,wi 

analysts  and  investors  screaming  in  y( 

ear  at  every  turn.  The  rules  of  the  gam 

require  you  to  listen  to  all  of  them.  Cai 

the  plays  in  relative  silence  would  be  S( 

much  better.  And  you  could  be  the  guy 

steered  your  family's  cherished  Times  sa 

through  its  greatest  crisis.  ■ 
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redit  Is  Tightening— 
'nd  That's  Fine 

5  ;urbing  some  of  the  frenzy,  and  a  severe  financial  cruncii  is  unlil<ely 


3' 

M 
(A 


b.S.  ECONOMY 


Sometimes  investors  need  a  little  jolt  to  bring  them  ^E 

to  reality.  Suddenly,  the  blowup  in  subprime  loans  and  the  shaky  Q 

[ncial  assets  associated  with  them  have  convinced  people  there's  Q 

|:  more  risk  out  there  than  they  previously  thought,  and  investors  J(* 
it  to  be  compensated  for  it.  This  repricing  of  risk  is  making  credit 


in  ostly  for  a  wide  variety  of  borrowers  and  raising 
s  ins  about  how  that  will  constrain  the  rest  of  the 
)n  fiy. 

In  le  end,  however,  this  revaluation  of  risk  may  well 
)V.  0  be  a  salutary  event  that  helps  to  extend  the  life 
;h  business  cycle  by  reining  in  some  of  the  excesses 
t  (  uld  come  back  to  haunt  investors  and  the  economy 
?r  1.  By  any  market  measure,  from  bonds  and  stocks 
;u  ;ncies,  U.S.  financial  conditions  in  recent  years 
K  len  exceptionally  loose  and  accommodative  to 
pt  ite  and  consumer  finance  and  to  economic  growth, 
rb  's  especially  remarkable  given  the  Federal 
sei  j's  efforts  to  tighten  those  conditions  by  hiking 
ta:  et  interest  rate  fi-om  1%  in  June,  2003,  to  5.25% 
lui ,  2006.  Even  so,  since  2003  bond  yields  have 
aaied  historically  low,  and  stock  prices  have  soared. 
Ojiie  dollar  has  slid  lower,  making  U.S.  assets  cheaper 
M  igners. 

[)E^key  reason  for  this  disconnect:  the  unusually  low 
el .  risk,  evident  in  many  market-based  measures, 
:t  i  estors  have  implicitly  priced  into  various  assets, 
at  J  is  helped  fuel  the  frenzied  pace  of  mergers  and 
|ui  dons,  stock  buybacks,  and  leveraged  buyouts, 
ec  lly  by  many  private  equity  firms. 

WIMES  ARE  CHANGING.  The  revaluation  of  risk 
haing  up  mainly  in  the  widening  difference  between 
yi  ds  on  corporate  bonds  and  a  riskless  Treasury 

r  ■  of  the  same  maturity.  The  vidder  the  yield  spread, 
i;i  Iter  the  perceived  risk.  Risk  spreads  for  various 
labalized  debt  obligations  containing  subprime 
rtgges  have  blown  open  in  recent  weeks,  but  so 
e  1  ose  for  high-yield,  low-rated  corporate  issues. 
n  ireads  for  moderately  risky  BBB  corporate  debt, 

iti  by  Standard  &  Poor's,  have  widened,  and  those 
h^i-grade  AAA-rated  corporates  have  increased, 
1011  h  not  by  as  much. 

'hi;ood  news  is  that  the  adjustment  so  far  has  been 
eiiand  vvdthout  the  sharp  tightening  in  overall 
li^Dnditions  often  associated  v«th  an  outright  credit 
n(i  Spreads  remain  relatively  narrow  compared 
h  rtorical  experience  (chart).  Fed  Chairman  Ben  S. 


RISK  SPREADS  HAVE 
WIDENED,  BUT  NOT  MUCH 

PERCENTAGE  POINTS 


Bemanke  noted  during  his  testimony  before  Congress 
on  July  18-19  that  conditions  in  the  subprime  market  had 
deteriorated  significantly,  but  "for  the  most  part,  financial 
markets  have  remained  supportive  of  economic  growth." 

Businesses  and  consumers  will  remain  vulnerable  to 
further  credit  tightening  as  long  as  there  is  the  possibility 
another  shoe  could  drop,  similar  to  the  collapse  of  the 
two  subprime-related  hedge  funds  at  Bear  Steams. 
Officials  at  Countrywide  Financial  have  already  warned 
about  broader  credit  problems.  The  credit  squeeze  will 
likely  increase  in  the  months  ahead,  if  only  because  the 
news  from  the  housing  sector  is  bound  to  get  worse. 
Resets  on  adjustable-rate  mortgages  will  push  up 
delinquencies  and  foreclosures,  a  pattern  sure  to  make 
investors  even  more  risk-averse. 

To  date,  though,  the  ripple  effects  have  been  small 

and  manageable. 
The  markets  and  the 
economy  seem  capable  of 
absorbing  the  emerging 
downshift  in  investors' 
appetite  for  risk  without 
great  pain.  The  extent  of 
the  subprime  problem 
remains  small.  In  his 
testimony,  Bemanke 
estimated  the  losses  to 
holders  of  subprime 
loans  so  far  at  $50  billion 
to  $100  bUlion,  similar 
to  Wall  Street  estimates.  In  a  nearly  $14  trillion  economy, 
even  losses  twice  that  size  are  hardly  a  major  burden. 

THE  SQUEEZE  in  the  credit  markets  as  a  result  of  the 
subprime  mess  is  far  from  a  severe  one  in  which  even 
qualified  borrowers  have  difficulty  securing  a  loan. 
The  Fed's  April  survey  of  lending  standards  at  banks 
showed  little  in  the  way  of  tighter  terms  and  conditions 
on  consumer  loans  outside  the  subprime  area  or  on 
commercial  and  industrial  loans  to  businesses.  The  July 
survey,  due  in  August,  viall  offer  an  update,  and  it  will 
most  likely  show  a  broader,  but  not  harsh,  tightening. 
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In  the  credit  markets,  the  widening  of  risk  spreads 
has  not  been  great.  As  of  July  18,  the  yield  spread  on 
corporate  bonds  rated  BBB,  representing  moderate  risk 
with  no  speculative  characteristics,  had  increased  to 
1.5%  from  1.25%  at  the  end  of  June.  That's  little  different 
from  the  1.47%  average  for  all  of  2006,  and  far  below  the 
2.56%  averaged  during  the  tech  bust,  recession,  terrorist 
attacks,  and  corporate  scandals  from  2000  to  2003. 

INVESTORS'  NEW  ATTITUDES  toward  risk  are  sure  to 
dampen  the  rise  in  stock  prices,  as  seen  in  the  big  sell-off 
on  July  24,  but  note  that  stocks  have  not  suffered  greatly 
in  the  months  since  the  revelations  at  Bear  Stearns.  The 
broad  Dow  Jones  Wilshire  5000  stock  index  was  still 
up  0.9%  from  three  months  ago  and  6.9%  for  the  year. 
Higher  equity  values  are  offsetting  the  tighter  conditions 
in  the  credit  markets:  They  continue  to  support  business 
expansion,  and  they  add  to  household  net  worth,  a  key 
underpinning  for  consumer  spending. 

The  dollar,  often  overlooked  as  an  indicator  of  financial 
conditions,  should  also  remain  supportive  of  U.S. 
asset  prices  as  well  as  corporate  profits  from  overseas 
operations  and  U.S.  exports.  Since  its  peak  in  February, 
2002,  the  trade-weighted  greenback  has  declined  21% 
against  a  basket  of  all  currencies  the  U.S.  does  business 
with  and  32%  vs.  a  group  of  major  currencies. 

Foreigners  are  jumping  at  the  chance  to  buy  U.S. 
securities.  They  ponied  up  a  record  $126  billion  in  May 
alone,  according  to  the  latest  Treasury  report,  boosted  by 
robust  demand  for  both  equities  and  corporate  bonds. 
In  the  year  through  May,  the  total  comes  to  $938  billion, 


OVERSEAS  DEMAND  FOR 
U.S.  ASSETS  IS  STRONG 

BILLIONS  OF  DOLLARS 


more  than  enough  to  cover  the  U.S.  current  account 
deficit  (chart).  Over  the  year,  foreigners  also  have  bou 
$240  billion  in  Treasury  bonds  and  notes,  sufficient  t( 
finance  the  Treasur/s  entire  budget  deficit. 

Corporate  credit  quality,  the  ability  of  companies  tc 
secure  debt  financing,  is  sure  to  wane  in  the  coming 

quarters,  as  it  always 
does  when  a  business  ] 
cycle  gets  older.  Profi)  j 
growth  is  already 
slowing,  with  second- 
quarter  earnings  likelj 
slip  into  the  mid-singJ 
digits,  according  to 
Thomson  Financial. 

Still,  corporate  bala 
sheets  began  the  year 
in  spotless  conditioni 
with  credit-market  df 
in  relation  to  net  woi 
near  levels  not  seen  in  two  decades.  At  the  same  time 
businesses  are  set  to  benefit  from  an  economy  sho\ 
every  sign  of  rebounding  from  its  slowdown  of  the  p^ 
year,  despite  the  housing  drag. 

The  bottom-line  message  from  the  subprime  debacj 
is  that  investing  is  always  riskier  business  than  you 
think.  People  often  forget  that,  especially  in  an  extend^ 
business  cycle  like  this  one,  in  which  the  party  lasts  a  i 
long  time.  The  credit  markets  are  now  telling  us  that  i\ 
investors  are  becoming  more  cautious,  and  that  mayT 
turn  out  to  be  a  good  thing.  ■ 
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GAS  PRICES 


Come  Fall,  Relief  at  the  Pump 


FEELING  THE  HEAT  of  higher 

gasoline  prices,  consumers  reined 
in  their  spending  during  the  second 
quarter.  But  shoppers  could  be  back 
at  the  malls  in  full  force  quite  soon 
as  gas  prices  decline  in  response  to  a 
downshift  in  demand  and  a  gradually 
improving  supply  picture. 

In  the  second  quarter,  the  national 
price  of  gasoline  climbed  to  a  record 
high,  topping  $3.20 
per  gallon  in  May. 
Not  surprisingly, 
initial  economic 
growth  figures  for  the 
same  period  showed 
personal  consumption 
expenditures  slowed 
shai-ply. 

Since  May  gasoline 
has  fallen,  hitting 
$2.96  per  gallon 
in  the  week  ended 
July  23,  and  it  could 
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continue  to  decline.  One  reason  is 
that  consumers  are  buying  less  gas. 
Consumption  over  the  past  four 
weeks  is  up  just  0.6%  from  a  year 
ago,  close  to  the  prior  week's  eight- 
month  low. 

On  the  supply  side,  unexpected 
weather-related  shutdowns  and 
scheduled  maintenance  at  refineries 
reduced  output  and  led  to  low 

inventory  levels 

I    earlier  this  year, 
pushing  up  the  price 
difference  between  a 
barrel  of  gasoline  and 
a  barrel  of  oil,  called 
the  crack  spread. 

Now,  the  gasoline 
and  crude  spread  is 
narrowing  as  more 
refineries  come 
back  online,  as  the 
capacity  utilization 
rate  rises,  and  as 


^ 


the  inventory  level  gets  closer  to  t 
average  for  this  time  of  year.  The 
futures  market  is  indicating  furth'| 
easing  in  the  crack  spread  and  ga; 
prices. 

The  upshot  could  be  a  swift 
rebound  in  consumer  spending. 
"It  looks  like  we  are  going  to  get  a 
50(t:-to-45(t  move  in  gasoUne  price 
in  the  third  quarter,  which  should 
boost  purchasing  power  by  about 
$75  billion,"  says  JPMorgan  Chase 
economist  Michael  Feroli.  Such  an 
increase  in  discretionary  income  o ,  ^^, 
translate  into  more  than  a  percent? 
point  improvement  in  third-quartit 
consumer  spending,  he  says. 

This  upbeat  outlook  comes  wit 
big  caveat:  The  expectation  of  lev 
gas  prices  and  stronger  consume! ' 
spending  assumes  no  more  majoi^jpu 
refinery  problems  and  a  repeat  of 
year's  mild  hurricane  season.  ■  I 

-James  Mehttil^; 
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ille  others  are  going  back  to  the  drawing  board, 
it're  heading  bacit  to  the  podium.  ^ 
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isan's  VQ engine  has  been  named  one  of  Ward's 
HBest  Engines"  for  the  13th  year  in  a  row.*  The 

a  ma's  255-hp  V6  engine  delivers  awesome  power,  torque 
iCDrilliant  throttle-response  in  any  speed  range.  Cementing 
ace  in  the  winners'  circle  yet  again.  To  learn  more,  visit 
i.nanUSA.com. 


Nissan  iVIaxima 
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HOUSING  WOES  BROADEN 

Countrywide  Financial,  the  largest  U.S.  mortgage  lender,  sent  markets  plunging  on 
July  24  after  blaming  its  earnings  troubles  on  prime  borrowers— people  thought  to 
have  good  credit— not  just  the  subprime  folks.  More  gloom  came  on  July  25  when 
the  National  Association  of  Realtors  reported  an  unexpected  3.8%  drop  in  June  sales 
of  existing  homes,  with  sales  the  weakest  since  2002.  The  median  price  ticked  up 
0.3%  from  a  year  earlier,  but  economists  see  further  declines. 

Countrywide's  woes,  which  led  to  a  33%  fall  in  second-quarter  profits,  reflect  the 
excesses  of  the  housing  boom.  Many  borrowers  took  out  loans  they  couldn't  afford, 
leaving  them  with  little  or  no  home  equity.  Now  they  can't  refinance.  CEO  Angelo  Mozilo 
had  thought  the  mortgage  business  would  recover  in  2008.  Now  he  doesn't  see  that 
happening  until  2009. 

See  "Where  have  all  the  checkbooks  gone?" page  34 
ESM^  "Countrywide's  Woes  Deepen,"  businessweek.com/go/tbw 


Barclays  Sweetens  a  Bid 
Ambitious  Barclays  said  July  23 
that  it  would  sell  up  to  $18.5 
billion  in  new  shares  to  China 
Development  Bank  and  Temasek 
Holdings,  Singapore's  investment 
arm.  The  pledges  gave  London's 
Barclays  die  oomph  to  boost 
its  offer  for  Dutch  bank  ABN 
Amro  to  about  $93.5  billion. 
The  higher  sum,  though,  is 
stiU  short  of  the  $98  billion 
that  a  European  consortium, 


led  by  Royal  Bank  of  Scotland, 

is  offering.  Barclays  hopes  its 

rising  share  price  will  lift  its  bid 

above  its  rivals'. 

EIM^  Barclays  adds  Asian  heft 

to  ABN  bid 

businessweek.com/go/tbw 


A  New  Hat  for  Cerberus 
Cerberus  Capital  Management 

has  taken  a  shine  to  a  new  set 
of  wheels.  After  agreeing  to 


take  over  Chrysler,  as  well  as 
General  Motors'  finance  arm, 
the  contrarian  investor  firm 
said  on  July  23  that  it  would 
pay  $6.6  billion  for  Greenwich 
(Conn.)-based  United  Rentals, 
the  world's  largest  rental  outfit 
of  material-moving  machines 
and  other  industrial  gear. 
Meantime,  investment  banks 
postponed  a  $12  billion  debt 
offer  to  Cerberus'  Chrysler 
takeover,  though  Cerberus 


says  it  still  expects  the  deal '  ^ 
close  on  schedule. 


BT 


A  Minimum  Raise 

Over  protests  of  restaurants 
and  some  other  businesses, 
the  federal  minimum  wage 
rose  70<t  on  July  24,  to  $5.8; 
an  hour,  the  first  minimum 
pay  hike  since  1997.  The  wa 
will  increase  at  a  rate  of  704 
year  until  2009,  when  it  wii 
hit  $7.25.  But  the  boost  won 
affect  some  workers  at  all: 
Two  dozen  states  already  hs 
minimums  higher  than  the 
federal  one. 


Siemens  Shifts  Gears 

It  didn't  take  long  for  new  C  - 
Peter  Loescher  to  put  his  ma 
on  Siemens.  Less  than  a  moi 
after  succeeding  high-profil 
Klaus  Kleinfeld,  Loescher  saic  «^ 
on  July  25  that  the  Munich  :  jiss': 
industrial  conglomerate  wovfu? 
pay  $7  billion  for  Dade  Behri*"" 
a  Deerfield  (111.)  medical 
diagnostics  outfit,  and  sell  i  '■  ■ 
Siemens  VDO  auto  parts  uni  ^ 
Germany's  Continental  for  $ 
bUlion.  W 


Bookselling  Wizardry  k  ^ 
Harry  Potter  and  the  Deathman 
Hallows  became  the  fastest^  oftj 
selling  book  in  history  on  it;  jeji 
July  21  release  date,  with  8.;lipe 
million  copies  sold  in  24  holjiiiiip 
in  the  U.S.  and  2.7  million  m  i  feft 
elsewhere.  Book  chain  Bortl%.  [, 
sold  1.2  milhon  alone  on  thu 
first  day.  With  plot  discussiej 
already  in  fiill  swing,  it  loci 
like  the  final  installment  in 
Rowling's  hit  series  may  well' 
the  fastest-read  book  in  histi 
as  well. 

See  "Harry  Potter  and  the 
logistical  nightmare," pc^e 


Black  Gold  Merger 

With  high  oil  prices  driving ' 
up  demand  for  their  servict  • 
two  of  the  biggest  offshore 
contractors  decided  it  woul  1 
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larter  to  pair  up  than  to 
lue  battling  one  another. 
)cean  said  on  July  23  it 
i  pay  nearly  $18  billion 
obalSantaFe.  A  sweetener 
areholders  of  the  new 
ton-based  combine:  a  $15 
1  special  dividend. 
¥  "Offshore  Drillers  Get 
r" 
essweek.com/go/tbw 


July  23  a  consumer-friendly 
pricing  plan.  Should  the  two 
companies  join  forces,  they 
would  allow  listeners  to  pay 
$6.99  to  $16.99  a  month,  not 
just  a  single  $12.95-a-month 
fee,  for  all  their  various 
channels. 


Vlighty  Amazon 

sts  saw  signs  earlier 
;ar  that  Amazon.com's 
sar  investment  binge 
aying  off.  They  didn't 
the  half  of  it.  On  July  24, 
I  line  retailer  reported 
1  rising  257%  jimip  in 
I ,  to  $78  million,  on  a 
;er-than-expected  35% 
1  sales,  to  $2.88  billion. 
)n  shares  rocketed  24% 
,^25,  to  $86.18. 
►  "Amazon  blows  'em 
\igain" 
\ssweek.com/go/tbw 


Two-Hit  Wonder 

Former  wxmderkind  Marc 
Andreessen  has  hit  pay  dirt 
again.  The  co-founder  of 
Netscape  Communications  on 

July  23  sold  software  writer 
Opsware,  which  he  started  in 
1999  and  chaired,  to  Hewletl- 
Paclard  for  $1.6  billion.  With 
a  9.1%  stake  in  Opsware, 
Andreessen's  interests  are 
valued  at  about  $138  milhon. 
HJHGI*  "Hewlett-Packard  Opts 
for  Opsware" 
businessweek.com/go/tbw 


a  la  Carte 

ittempt  to  sway  the 
I  Communications 
ssion,  which  is 
ing  their  proposed 
illion  merger,  Sirius 
e  Radio  and  XIV! 
e  Radio  unveiled  on 


Wal-Mart  Refashions 

Following  a  failed  fling  into 
fancier  fashions,  Wal-Mart  Stores 
disclosed  on  July  20  that  chief 
apparel  merchant  Claire  Watts 
had  resigned.  The  discounter 
will  base  its  new  head  of 
women's  apparel,  former 
Walmart.com  merchant  Dottie 
Mattison,  in  its  expanding  New 
York  design  office  to  better  stay 
on  trends. 


3ILE  PHONE  OF  THE  WEEK 

b  le,  schmiPhone.  On  July  25,  a  day  after  talk  of  disappointing 
Ic  of  the  world's  most  famous  mobile  phone  sent  Apple  shares 
V  9%,  the  company  blew  away  Wall  Street's  rah-rah 
r  [igs  estimates  by  posting  record  results.  The  big  story: 
1(  of  the  once-beleaguered  Mac,  which  soared  33%  from  the 
ic  year,  dwarfing  PC  industry  grovnh  of  12.5%.  IPod  sales, 
li  1  grew  a  relatively  measly  21%,  nonetheless  contributed 
a  jmp  in  profit  margins,  to  36.9%  from  30.3%.  As  usual, 
ip  left  itself  plenty  of  room  to  exceed  expectations  next 
a  ;r,  predicting  a  sales  increase  of  only  18%  in  the  back- 
to-school  quarter.  As  for  iPhone  sales,  Apple 
didn't  disclose  a  hard  number,  saying  only 
that  it  sold  about  270,000  iPhones  in  two 
frenzied  days  before  the  June  30  quarter 
ended.  That  was  below  most  Wall  Street 
projections.  Sales  of  cell-phone  partner 
AT&T  also  were  shy  of  some  forecasts.  But 
Apple  says  that  by  the  end  of  the 
current  quarter,  on  Sept.  30,  it 
should  sell  1  million  iPhones. 
It  took  Apple  nearly  two  years 
to  hit  the  1  million  mark 
with  the  iPod. 


APPLE'S  STEVE  JOBS 
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'LEGACIES  ARE  FOI; 

DEAD  PEOPLI 

nnci 

The  chairman  of  Viacom  and  CBS  on  growth,  succession,  stoc^ 
performance,  his  daughter  Shari,  and  his  plan  to  live  forever^ 


tmmatBtMmiaMimimmmamBBium 


SUMNER  REDSTONE,  chairman  and  controlling  share- 
holder of  both  Viacom  and  CBS,  remains  one  of 
Big  Media's  most  outspoken  and  vigorous  chieftains. 
^^^-_l   Often  portrayed  as  a  demanding  taskmaster  who 
J3jD|I|   has  run  through  Viacom  executives— Frank  Biondi, 
UpuQ   Mel  Karmazin,  Tom  Freston— with  the  ferocity  of  a 
M™**"'  kid  gobbling  up  a  bag  of  popcorn,  Redstone  recently 
ie  news  by  suggesting  that  he  is  eager  to  oust  his  53-year- 
daughter,  Shari,  as  vice-chairman  of  Viacom  and  CBS.  Shari, 
)  also  runs  National  Amusements,  the  private  cinema  chain 
c  holds  the  family's  stakes  in  Viacom  and  CBS,  has  clashed 
1  her  father  over  corporate  governance  issues  and  her  future 
:.  J  On  July  23,  Redstone  spoke  on  a  wide  range  of  topics,  in- 
iing  his  differences  with  Shari,  the  possibility  of  taking  his 
ipanies  private,  Katie  Couric's  flagging  ratings,  and  why,  at  84, 
loesn't  need  a  succession  plan.  The  following  are  edited  excerpts: 


trospect,  was  breaking  up  Viacom 
;BS  the  right  tiling  to  do? 

lutely.  It  was  the  right  thing  for 
it  was  the  right  thing  for  Viacom 
CBS,  and  it's  the  right  thing  for  our 
ktors. 

do  you  gauge  that?  Some  people 
i{  t  say  absolutely  not,  since  when  you 
oat  the  stock,  It  hasn't  really  done 
I]  ling,  plus  you  took  on  debt. 

'e  no,  hold  on.  I  think  unwittingly  you 
■e  5ing  the  wrong  parameters.  You  have 
I :  member  that  under  the  prior  man- 
;(  ent,  the  stock  was  off  20%.  What 
V  tors  should  be  concerned  about  is 
h  has  happened  since  we  installed 
w  managers,  Philippe  Dauman  and 
)i  Dooley.  In  a  short  time,  [Viacom's] 
0'  is  up  23%.  I  don't  think  you  could 
Kbly  ask  for  any  more.  Moreover, 
di  CBS  reached  an  all-time  high,  and 
Ms  companies  have  made  new  highs 
It;  last  few  weeks.  So  in  terms  of  the 
o«,  the  split  is  justified.  In  terms  of  the 
K  tions,  the  split  is  justified. 

'h>  e  does  the  growth  come  from  in 
xt  three  years? 


It  comes  fi-om  both  companies.  I  know 
people  assumed  that  CBS  was  a  non- 
growth  company.  They  were  wrong.  CBS 
is  growing  extremely  well.  As  far  as 
Viacom  goes,  it  will  grow  significant- 
ly in  the  U.S.  and  all  over  the  world. 
The  fastest  grov*^  part  of  Viacom... is 
overseas.  Thaf  s  the  fastest-growing  part 
of  MTV  Networks.  And  that  v^dll  continue 
to  grow.  As  you  know,  I  travel  the  world 
to  assure  that. 

You  say  there's  this  tremendous  growth 
coming  and  that  the  companies  are  well- 
positioned.  But  you've  been  buying  back 
a  lot  of  stock.  You're  not  making  acquisi- 
tions in  digital.  A  lot  of  people  say  that's 
where  the  future  is.  Is  that  the  right  use 
of  company  cash?  How  about  using  that 
money  to  buy  digital  properties? 
Are  you  listening? 

Yes. 

Let's  hope  so.  I've  bought  a  large  number 
of  regional  properties.  You've  read  about 
some  very  recently.  Both  Viacom  and  CBS 
have  bought  a  large  number  of  digital 
properties.  But  as  we  said,  we  prefer  to 
buy  cutting-edge  young  companies  that 


haven't  matured.  The  companies  that 
have  matured  are  very  high  in  price, 
maybe  even  exorbitant.  Our  goal  is  to  buy 
companies  that  are  really  on  the  edge  of 
big  things  and  to  grow  them  ourselves. 

Well,  you  mentioned  MTV,  Sumner. 
The  ratings  are  down  from  the  glory 
days.  Why  is  that,  and  how  do  you  fix  it? 

Let  me  answer  it  my  way.  We  are  spend- 
ing a  great  deal  of  money  on  program- 
ming... [that  is]  very  exciting  and  ex- 
tremely consumer-friendly.  So  one  might 
assume  that  the  ratings  wdll  go  up  as  the 
programming  improves.  But  you'll  hear 
more  about  that  very  soon. 

I  spoke  to  a  money  manager  about 
Viacom  and  CBS,  and  he  said:  "I  feel 
like  these  two  companies  are  going  in 
different  directions.  Look  at  the  YouTube 
lawsuit.  Viacom  is  suing  YouTube  for 
a  billion  dollars,  CBS  is  doing  deals 
with  it."  Your  reaction? 
A  smart  investor  would  see  that  there's 
nothing  inconsistent.  We  filed  a  big  law- 
suit against  Google's  YouTube.  Why? 
Because  they  were  using  our  product 
without  paying  for  it.  I  mean,  you  cannot 
have  a  really  successftil  entertainment 
industry  v^dthout  protecting  proprietary 
rights.  What  we  did  was  good  for  all 
media  companies.  Now,  in  the  case  of 
CBS,  they  got  paid.  And  by  the  way,  they 
were  not  paid  by  Youlbbe,  they  were 
paid  by  an  advertiser  on  YouTXibe.  If  they 
get  paid,  we're  happy. 

Would  you  consider  taking  any  of  these 
companies  private? 

The  fact  of  the  matter  is  that  we  all  like 
these  companies  the  way  they  are.  We 
think  their  grovWJi  potential  without  tak- 
ing them  private  is  enormous.  As  I  said, 
the  stocks  of  both  companies  made  new 
highs  in  recent  weeks....  Now,  having 
said  that,  would  we  consider  [going 
private]  at  some  time  in  the  future?  We 
consider  all  alternatives.  And  if  we  did 
decide  to  take  one  of  these  companies 


Ig  The  boards  of...Viacom  and  CBS...are  the  ones  to 
&  pickmysuccessor.  And  no  individual,  family  or 
H  otherwise,  should  be  imposed  on  these  companies." 
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private... there  would  be  more  money 
offered  than  we  could  possibly  handle. 

Let  me  switch  gears,  Sumner.  Will 
your  daughter  Shari  step  aside  as 
vice-chairman  of  Viacom  and  CBS? 

Nobody  has  asked  my  daughter  to  step 
aside.  And  lef  s  get  to  the  real  issue,  O.K.? 
I've  always  been  concerned,  as  I  should 
be,  with  the  interests  of  the  stockhold- 
ers of  Viacom  and  CBS.  That  means  that 
I  should  follow  the  principles  of  good 
governance.  And  those  principles  require 
that  the  boards  of  these  companies,  these 
two  public  companies,  Viacom  and  CBS, 
that  they  are  the  ones  to  pick  my  succes- 
sor. And  no  individual,  family  or  other- 
wise, should  be  imposed  on  these  com- 
panies. They  couldn't  work  effectively 
if  that  were  the  case.  And  that's  the  real 
issue,  if  there  is  an  issue,  because  I'm  not 
certain  Shari  doesn't  agree  with  me. 

You  talk  about  corporate  governance, 
but  you're  controlling  three  companies 
(Viacom,  CBS,  and  Midway  Games). 
Do  you  worry  that  there's  increasing 
skepticism  and  criticism  about  that  kind 
of  structure?  It  can't  be  a  good  thing  for 
a  general  shareholder  that  one  person  or 
one  family  has  that  kind  of  power,  can  it? 
The  problem  is  you  are  asking  these  ques- 
tions and  you're  answering  them.  Control 
is  bad  if  you  use  it  for  your  own  interests. 
And  everyone  in  our  industry  knows  I 
have  never  done  that.  I  worked  for  noth- 
ing for  13  years  when  I  could  have  gotten 
plenty  of  money.  So  I  certainly  don't  put 
my  interests  ahead  of  the  stockholders.  I 
have  never  used  control  for  my  personal 
interests.  I've  used  it  only  to  enhance  the 
value  for  our  stockholders.  And  that  kind 
ofcontrolisfine. 

So  if  Shari  doesn't  step  aside  as  vice- 
chairman,  will  her  role  in  the  Redstone 
empire  change  in  the  near  future? 

I  can't  answer  that.  The  question  is  too 
hypothetical.  I  can  only  tell  you  that 
nobody  has  asked  her  to  get  off  the 
boards,  and  she  herself  issued  a  state- 
ment saying  that  nobody  has  asked  her  to 
get  off  the  boards,  and  that  statement  is 
true.  But  will  it  happen  in  the  future?  Of 
course  I  don't  know.  The  one  thing  I  do 
know  is  that  the  principle  I  announced  to 
you  earlier  is  right.  We  cannot  impose  on 
these  boards  anyone,  family  or  otherwise. 
The  companies  couldn't  work  properly 
that  way.  And  as  far  as  I'm  concerned,  as 
of  now  the  issue  is  strictly  one  that  will 
take  place  after  my  death.  And  you  see 
me,  you  talk  to  me,  that's  going  to  be  a 
hell  of  a  long  time  from  now. 
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Is  one  option  to 

transfer  to  your 

daughter  ownership 

of  the  theater-chain 

business,  which 

she's  managing 

already? 

It's     been     written 

up,  and  I  have  not 

denied  it,  that  one  of  the  scenarios  would 

be— and  I'm  not  going  to  get  into  the 

financial   conditions,  which  would  be 

many— to  transfer  the  circuit  to  Shari 

and  in  return  get  her  stock. 

You  would  want  her  to  sell  her  20% 
interest  in  Redstone  family  company 
National  Amusements  [which  owns  a 
controlling  stake  in  CBS  and  Viacom 
and  operates  a  chain  of  movie  theaters]? 
There  is  very  litde  difference  between 
owning  80%  and  100%  of  National.  You 
have  exactly  the  same  amount  of  control. 
So  I'm  ambivalent.  However,  Shari  and  I 
do  have  a  difference  in  our  view— which 
doesn't  mean  we  don't  respect  each  other. 
We  do.  Shari  thinks  there's  more  growth 
in  the  motion  picture  theater  business 
than  I  do.  I  hope  she's  right,  because  we 
have  a  great  chain  of  theaters.  So  one 
possibility  would  be,  subject  to  various 
financial  conditions,  to  trade  the  theater 
circuit— which  Shari  loves,  which  she  has 
spent  her  life  working  at,  and  which  she 
has  done  a  great  job  at— to  trade  that  for 
her  stock.  And  let  me  tell  you  something, 
there's  been  so  much  inflammatory  ma- 
terial in  the  press  that  is  really  not  well- 
founded.  Shari's  welfare  is  important  to 
me.  Her  well-being  is  important  to  me. 


Fm  not  about  to  tl 
Imadehersecon 
with  the  help  of  tl 


If  Shari  should  want  to  sell  her  intei 
then  I'll  really  consider  it.  But  of  cok 
the  price  will  have  to  be  reasonable,  t 

It  has  been  suggested  that  she's 
valuing  the  company  at  $8  billion. 
[A  spokeswoman  for  Shari  says  that  d 
number  was  suggested  by  her  brothdi 
Brent,  in  a  lawsuit  filed  in  Maryland,  i. 
She  would  not  confirm  whether  the 
number  is  accurate.] 
I   would   think   that   Shari   woula 
realistic  and  understand  that  that  i' 
of  a  price  [$1.6  billion  for  Shari's 
stake]  would  be  out  of  reach  for  me 
of  reach  in  terms  of  investor  sentini 
But  as  I  say  again,  I  love  my  daughtf 
she  wants  to  sell  and  the  price  is  ac« 
able  to  me  and  to  National,  then  I'll' 
a  good,  hard  look  at  it. 


»ife 
I 


Sumner,  on  a  personal  level,  let's  fac 
success  comes  with  a  price.  You've  b 
through  a  divorce,  a  falling-out  with ; 
son.  Brent,  a  public  disagreement  wi 
your  daughter.  Has  it  all  been  worth  i 
I  know  if  s  been  said  differendy,  bu 
telling  you,  I  gave  my  children  their 
And  my  father,  a  wise  man,  told 
would  live  to  regret  it.  Now,  in  the  c£ 
Brent,  I  sure  had  reason  to  live  to  r 


[  hope  that  will  not  be  the  case  with 
iri.  And  I  don't  think  it  will  be  the  case 
h  Shari.  We  see  more  things  the  same 
f  than  diflferently,  and  I  am  telling  you, 
ve  her.  I'm  concerned  about  her  weU- 
|ig,  and  I  know  that  she  loves  me.  The 
Iss  would  have  you  believe  that  all  of 
correspondence  and  all  of  our  conver- 
ons  are  adversarial.  That  is  not  true. 

et's  clear  the  air  about  Shari. 
at  happened? 

answer  is  the  press— and  I  gener- 
ftnd  the  press  accurate— created  an 
mamatory  situation  out  of  nothing, 
ri  loves  me.  I  love  Shari.  Whafs 
ler  interest  is  in  my  interest.  What 
e  can  I  say?  I'm  not  about  to  throw 
ri  out  of  anything.  She's  my  daughter, 
ipowered  her.  Think  about  it.  I  made 

second-in-command  at  National 
usements.  I  made  her,  with  the  help 
he  board,  vice-chairman  at  CBS  and 


Viacom.  There's  nothing  in  that  action 
that  indicates  some  negative,  hostile  feel- 
ing toward  my  daughter. 

O.K.  What's  the  succession  plan? 

Thaf  s  a  good  question.  As  John  Malone 
said  to  me  when  I  met  with  him  recently 
at  the  Allen  &  Co.  conference:  "Some 
of  us  are  going  to  die,  Sumner,  but 
you're  never  going  to  die,  so  you  don't 
have  to  have  a  succession  plan."  That's 
my  answer.  You  know  I'm  not  going  to 
discuss  my  will,  my  trusts,  or  whatever. 
But  believe  me,  what  I  do,  as  I've  done 
throughout  my  life,  will  be  appropriate. 

Do  you  expect  your  wife,  Paula,  to  take  a 
more  active  role  in  your  companies? 

No.  My  wife's  role  should  be  to  be  my 
wife.  She  takes  an  active  role  in  this 
sense:  She  travels  the  world  with  me.  But 
as  far  as  taking  some  formal  interest  in 
the  company,  no,  that's  not  in  the  offing. 


i  out  of  anything....  I  empowered  her.... 
nand  at  National  Amusements.  I  made  her, 
/ice-chairman  at  CBS  and  Viacom.'' 


Are  you  concerned  that  the  experiences 
that  have  been  out  there  in  the  press 
—from  Frank  Biondi  to  Mel  Karmazin  to 
Tom  Freston,  and  now  Shari— may  make 
it  difficult  for  you  to  recruit  top  talent? 
Let  me  answer  this  way:  I  have  the  best 
talent  in  the  world.  Why  don't  you  call 
Les  [Moonves]?  He'U  tell  you— Les  will 
tell  you  he  loves  working  with  me.  Call 
Philippe  and  Tom  [Dooley],  two  very 
great,  terrific  executives.  They  will  tell 
you  they  love  working  for  me.  With 
respect  to  each  of  the  people  you  men- 
tioned, there  was  a  good  reason  to  say 
goodbye.  Frank  Biondi  was  a  great  guy,  I 
love  him,  but  he  was  not  a  great  CEO.  You 
know  the  story  with  Karmazin.  I  like  him, 
but  he  had  a  very  short-term  point  of  view. 
As  far  as  Tom  Freston  goes,  I  like  Tom.  I 
admire  him  today.  He  made  a  great  con- 
tribution to  our  company.  But  he  himself 
said  he  was  out  of  touch  with  Wall  Street. 
The  real  answer,  though,  has  nothing  to 
do  with  Tom  Freston. 
The  board  and  I  de- 
cided that  it  was  in 
the  interest  ofViacom 
to  have  PhiUppe  and 
Tom  lead  Viacom. 
That's  the  way  I  make 
decisions.  They're  not 
capricious. 


CBS  remains  dead  last  in  the  nightly  news 
race.  Did  Moonves  make  a  mistake  in 
naming  Katie  Couric  as  anchor? 

Les  doesn't  make  mistakes.  I  have  said 
time  and  time  again,  I  would  support  Les 
in  everything  he  does  because  he  does 
everything  right.  I  know  there's  been  a 
lot  of  controversy  about  that  lady,  but 
I'm  telling  you  this:  CBS  is  better  off"  to 
have  her  than  not  to  have  her.  And  CBS 
is  better  off"  because  a  CBS  competitor  is 
feeling  the  loss  of  Katie  Couric. 

Besides  being  an  astute  global  business- 
man who  has  seen  value  where  others 
didn't,  you've  been  very  philanthropic. 
What  will  your  legacy  be? 

I'm  not  going  to  have  a  legacy.  Legacies 
are  for  dead  people.  I  already  told  you, 
I  have  no  intention  of  leaving!  But  I 
would  like  to  be  remembered— it's  hard 
for  me  to  contemplate  that— primar- 
ily as  a  loving  father  and  grandfather. 
I  would  also  like  to  be  remembered... for 
what  I  have  done  in  building  these  two 
great  companies,  Viacom  and  CBS. 
As  far  as  philanthropy  goes... every 
dollar  I  have  given  away  I've  had 
to  work  for,  which  makes  it  aU  the 
sweeter  to  be  able  to  do  something  for 
other  people.  ■ 
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THE  SUBPRIME  MESS 

LET 


THE  BLAME 
BEGIN 

Everyone  played  some  role— the  Street, 
lenders,  ratings  agencies,  hedge  funds,  even 
homeowners.  Where  does  responsibility  lie? 

BYROBENFARZAD 


WHO'S  RESPONSIBLE 
for  the  subprime 
mess?  Not  us,  say  the 
lenders  that  made 
risky  mortgage  loans 
to  consumers.  Simi- 
lar denials  come  from 
the  Wall  Street  firms  that  bought,  pack- 
aged, and  sold  the  loans  to  investors;  the 
bond-ratings  agencies  that  said  those  in- 
vestments were  safer  than  they  turned  out 
to  be;  and  the  hedge  funds  that  gorged  on 
them.  As  the  allegations  fly,  various  players 
are  busy  issuing  disclaimers  and  pointing 
fingers  at  everyone  else. 

At  the  center  of  the  controversy  are  the 
big  bond-rating  agencies— Mood/s  Inves- 
tors Service,  Fitch  Ratings,  and  Standard  & 
Poor's,  which,  like  BusinessWeek,  is  a  unit  of 
The  McGraw-Hill  Companies.  These  firms 
are  paid  by  companies  to  grade  their  bonds, 
and  investors  use  those  grades  when  decid- 
ing whether  or  not  to  invest.  The  two  big- 
gest agencies,  S&P  and  Moody's,  have  also 
profited  handsomely  in  recent  years  by  rat- 
ing collateralized  debt  obligations  (CDOs), 
or  complicated  bonds,  backed  by  tens  or 
hundreds  of  loans  and  other  kinds  of  debt, 
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that  are  structured  in  a  way  to  offer  investors 
higher  yields  than  similarly  rated  corpo- 
rate bonds.  Sales  of  CDOs  have  quintupled 
since  2001,  though  neither  Moody^s  nor  S&P 
break  out  the  revenues  they  receive  ft-om 
rating  them.  Without  the  agencies'  stamp 
of  approval,  many  big  investors  like  pension 
funds  and  university  endowments  wouldn't 
be  allowed  to  buy  CDOs.  The  market,  for  all 
practical  purposes,  wouldn't  exist. 

TOO  LITTLE.  TOO  LATE? 

BUT  RECENTLY  certain  CDOs  backed  by 
shoddy  loans  plunged  in  value  as  defaults 
in  the  mortgages  they're  based  on  surged. 
In  July,  Moody's  and  S&P  placed  on  nega- 
tive review  $5.2  billion  and  $7.3  billion,  re- 
spectively, of  subprime-backed  securities, 
and  subsequently  dovnigraded  the  bulk 
of  them.  The  actions  applied  to  less  than 
3%  of  the  total  issues  in  the  past  year  and 
a  half.  Critics  allege  the  downgrades  were 
too  small  and  came  late.  And  they  claim 
that  cozy  ties  between  the  ratings  agen- 
cies and  CDO  issuers  is  the  reason.  Ohio's 
Attorney  General  is  looking  into  potential 
conflicts  of  interest. 

A  key  issue   is   one   that   applies   to 


1 

! 
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many     of    the     agencies'     dealings: 
They  are  paid  by  bond  issuers,  not 
by  the  investors  who  use  their  rat- 
ings. Agencies  also  help  the  issuers 
by  telling  them  what  they  need  to  do 
to  garner  the  highest  rating,  triple-A. 
What's  more,  critics  note,  when  agen- 
cies decide  on  their  ratings  they  don't 
perform  what's  known  as 
due  diligence-looking  at    "IX/r^cl-  nftUp^ 
the  individual  loans  that    iVlUbL  Ul  LllC 
make  up  the  CDOs  to  make    j^QrirJc  \r\ 
sure  those  loans  are  up  to 

snuff.  Instead,  they  base    QOllut  llBVC 
their    decisions    in    large 
part  on  the  due  diligence 
provided   by   the   issuers 
themselves. 

The  result  of  this  ar- 
rangement is  that  everyone 
has  a  financial  incentive  to  keep  deals 
coming.  Christian  Stracke,  an  analyst 
with  CreditSights,  an  independent  bond 
research  firm  that  isn't  paid  by  the 
companies  it  covers,  argues  that  taking 
CDO  issuers  at  face  value  is  a  mistake. 
"With  trillions  at  stake,"  he  says,  "you 
have  to  collect  enough  data  to  accurately 
analyze  the  product,  not  just  make  an 
educated  bet."  Stracke  says  the  agencies 
should  have  held  back  some  triple-A 


paid  interest 
as  promised 


ratings  and  declined  to  rate  some  of  the 
bonds  at  all. 

Both  agencies  vigorously  deny  the 
conflict-of-interest  charges.  Says  Moody's 
Managing  Director  Warren  Kornfeld: 
"Our  role  is  to  provide  the  best  indepen- 
dent opinion  of  credit  risk.  We  will  not 
forbear  from  taking  action." 

The  agencies  stress  that 
they    can't    possibly   keep 
track  of  every  single  loan 
that  makes  up  a  CDO.  But 
they  make  a  point  of  being 
as  open  as  possible  with 
their  methodology.  "We  en- 
gage in  conversations  with 
issuers  so  that  they  can  bet- 
ter understand  our  crite- 
ria," says  S&P  spokesman 
Chris  Atkins.  Says  Moody's 
Kornfeld:  "We  obviously  have  dialogue 
with  everybody  and  our  process  is  trans- 
parent." More  fundamentally,  they  argue 
their  CDO  ratings  are  editorial  opinions 
covered  by  the  free  speech  protections  in 
the  U.S.  Constitution,  and  shouldn't  be 
used  to  govern  investment  decisions. 

As  to  the  charge  that  the  ratings 
came  too  late,  Atkins  says:  "It's  to  be 
expected  that  bond  prices  will  diverge 
from  ratings  as  they  reflect  more  than 


just  credit  quality."  Indeed,  for  all 
hue  and  cry  in  recent  months,  mo! 
the  CDOs  in  question  have  contir 
to  pay  out  interest  as  promised.  T 
value  has  plummeted  mostly  becau5 
traders'  fears  of  what  might  happe 
the  future,  not  because  the  issuers 
collapsing.  "People  are  surprised  tl 
haven't  been  more  [CDO]  dovragrad 
said  Claire  Robinson,  another  Moo 
managing  director,  during  a  June 
vestor  conference.  "What  they  d 
understand. ..is  that  we  don't  chs 
our  ratings  on  speculation  about  wl 
going  to  happen." 

If  11  take  months  or  even  year 
know  for  sure  how  accurate  the 
ings  were  purely  on  the  basis  of  ci 
performance.  "Could  you  imagine  t 
methodology  if  they  had  to  take  intc 
count  everyday  trading  activity?"  , 
John  Neff,  an  analyst  vdth  investri 
firm  William  Blair  &  Co.  in  Chicago; 

A  BARRAGE  OF  LAWSUITS 

ENTER  THE  SECOND  group  under 
the  fast-trading  hedge  funds  that  bo« 
up  the  riskiest  mortgage-backed  s&/i  '"' 
ties  during  the  housing  boom.  Str>/ 
notes  that  "very  well-paid  and  intelli^ 
asset  managers  wanted  new  thinj 


CORPORATE  CREDIT 


WHERE  HAVE  ALL  THE 
CHECKBOOKS  GONE? 

Lenders  are  getting  more  tightfisted 
as  more  tough  times  loom  for  housing 


THE  DAYS  OF  EASY  MONEY 
may  be  over.  On  July  24  the 
Dow  Jones  industrial  aver- 
age tumbled  226  points  after 
mortgage  lender  Countrywide 
Financial  Corp.  warned  of  more  rough 
times  to  come  in  the  housing  market. 
The  next  day,  banks  pulled  an  offering 
for  $12  biUion  in  loans  to  fund  private 
equity  firm  Cerberus  Capital  Manage- 
ment's buyout  of  Chrysler  Group. 

Painful  though  the  events  were,  they 
were  only  tlie  latest  signs  of  trouble  in 
the  credit  market.  Several  other  multi- 
billion-dollar  loans  to  finance  buyouts, 
such  as  those  of  British  pharmacy  chain 
Alliance  Boots  PLC  and  pest  control 
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company  ServiceMaster  Co., 
have  also  been  delayed  or 
renegotiated.  Even  ordinary 
corporate  debt  is  being  sec- 
ond-guessed. Online  travel 
site  Expedia  Inc.  was  forced 
to  scale  back  its  planned 
share  buyback  by  80%  after 
it  became  too  costly  to  bor- 
row the  money  to  pay  for  it. 
The  longer  investors  boy- 
cott debt  offerings,  the  more  serious  the 
consequences  could  be  for  the  markets 
and  the  economy.  The  private  equity  and 
stock  buyback  booms  of  the  past  few 
years,  both  fueled  by  cheap  debt,  could 
slow.  If  that  happens,  the  stock  mar- 


t,  GRIM  FACES 

New  York 
Stock  Exchange 


ket,  which  has  broken  records  re 
would  lose  two  critical  legs  of  si 
And  if  companies  are  starved  of  ( 
the  economy  may  slow,  too.  "We' 
liquidity  squeeze,  and  it's  going  i 
a  littie  while  to  work  out,"  says 


•oris; 


Iki 


;'  and  were  perfecdy  happy  to 

^  CDOs  larded  with  subprime 

.  s,  even  with  leverage. 

vo  failed  hedge  funds  run  by 

;•  Stearns  &  Co.  did  exactly 
before  telling  investors  in 
that  their  portfolios  were 
ntially  worthless.  "How  is 
at  one  day  they  say  some- 
l  is  worth  100%  and  the 
day  zero?"  asks  Jacob  Za- 
sky,  the  attorney  who  made 
ime  for  himself  suing  on 
If  of  shareholders  during 
lot-com  meltdown.  Zaman- 
s  now  readying  legal  action 
ist  Bear  Stearns  on  behalf 
vestors.  The  firm  did  not  return 
seeking  comment. 
le  hedge  funds  are  pointing  fingers 
'all  Street,  which  took  in  at  least 
billion  in  revenues  from  selling 
jading  asset-backed  securities  last 
Investment  banks  are  hunkering 
1  for  a  fight  with  regulators,  too. 
[State  of  Massachusetts  is  looking 
Wall  Street's  equity  research  on 
stocks  of  subprime  lenders.  7\nd 
lers  Life  Insurance  Co.,  based  in  St. 
sburg,  Fla.,  is  suing  Credit  Suisse 
p  after  losing  $1.3  million  on  mort- 


LEGAL EAGLE 

Zamansky 
rt'iay  sue  Bear 
Stearns 


gage-backed  securities,  saying  the  is- 
suer withheld  information  that  would 
have  invited  lower  ratings  on  the  se- 
curities. "Ultimately,"  says  Zamansky, 
"Wall  Street  must  be  held  responsible. 
It  facilitated  these  loans." 

Wall  Street,  in  turn,  is  mad  at  the 
lenders  that  made  the  bad  loans  in 
the  first  place.  Deutsche  Bank,  UBS, 
and  Credit  Suisse  are  suing  mortgage 
companies  for  failing  to  buy  back  loans 
headed  for  early  defaults. 

What's  more,  the  NAACP  is  suing  a 
dozen  lenders  for  steering  African  Amer- 


icans into  higher-interest  sub- 
prime  loans.  "The  more  loans 
get  issued,  the  more  new  loan 
sales  need  to  happen"  to  keep 
the  mortgage  origination  cycle 
going,  notes  Joseph  Mason,  a 
finance  professor  at  Drexel  Uni- 
versity. "  It  becomes  like  mainlin- 
ing heroin  or  a  shark  having  to 
move  to  stay  alive." 
^||H  Zamansky,  for  his  part,  is  also 
^^  spearheading  lawsuits  on  behalf 
of  homeowners  who  claim  to 
have  been  conned  by  home-loan 
scammers.  His  clients  include 
a  blind  retired  fireman,  an  80- 
year-old  couple,  and  an  elderly 
man  vdth  lupus.  "Because  of  fraud  by 
mortgage  lenders  and  brokers,"  he  says, 
"these  people  will  get  thrown  out  of 
their  homes."  The  regulators,  he  adds, 
"were  asleep  at  the  wheel.  It  was  like 
pre-9/11  intelligence." 

But  don't  expect  the  lenders  to  cas- 
tigate homeowners  for  taking  on  too 
much  risk.  "It's  tremendously  un-PC  to 
say  this,  but  this  entire  circle  of  blame 
starts  with  individual  borrowers  who 
wanted  more  for  less,  wanted  it  big, 
and  wanted  it  now,"  says  Mason.  "They 
got  greedy."  ■ 


,^^  Balking  at  Buyoulo 

Nervous  debt  investors  are  forcing  companies  to 
renegotiate  terms,  delay  offerings,  or  fund  deals 


uidVci  rp 

Cerberus  and  Daimler  agreed  to  fund  $2  billion 
in  debt  after  banks  delayed  $12  billion  sale 


..-..iCEMASlLlv 

The  $5.5  billion  LBO  led  by  Clayton,  Dubilier  & 
Rice  closed  but  only  with  backup,  interim  loans 
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Finding  little  investor  interest,  banks  ate 
$5  billion  in  debt  themselves 


ALLIANCE  BOOTS 

Six  banks  forked  over  $10  billion  to  finance  KKR's 
$23  billion  buyout 


- 1  of  investment  management  firm 
it  Credit  Investors. 
n  [ions  are  likely  to  get  worse  before 
g  better.  Thariks  to  the  surge  in 
agi  buyout  activity  during  the  past 
thje  are  plenty  of  loans  already  in  the 


pipeline.  Reuters'  Loan 
Pricing  Corp.  says  the 
value  of  leveraged  loans 
waiting  to  be  sold  is  $231 
billion,  up  from  $62  bil- 
lion this  time  last  year— 
and  2006  was  a  record 
year.  "There's  a  massive 
amount  of  supply  com- 
ing," warns  Meredith 
Coffey,  Loan  Pricing's 
director  of  analysis.  "But 
there  are  very  few  buy- 
ers." Analysts  suggest  it 
could  take  the  rest  of  the 
year  for  underwriters  to 
sell  the  backlog  of  loans. 
"Until  the  current  deals 
clear,  there's  going  to  be 
a  lot  of  pressure  on  loan 
prices,"  says  Steven  C. 
Miller,  managing  direc- 
tor at  researcher  Stan- 
dard &  Poor's  LCD. 
Meanwhile,  the  mar- 
ket for  collateralized  loan  obligations— ex- 
otic securities  similar  to  CDOs  but  backed 
largely  by  leveraged  loans— has  all  but 
evaporated.  CLOs  and  leveraged  loans  are 
the  main  sources  of  fiinding  for  private  eq- 
uity firms.  In  the  first  half  of  this  year,  some 
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$58  billion  in  CLOs  was  sold.  But  there's 
$10  billion  or  so  of  CLOs  in  the  works  now, 
according  to  LCD. 

The  markets  aren't  panicking  yet.  De- 
faults on  corporate  debt  are  still  near  an 
all-time  low.  And  no  private  equity  deal 
has  fallen  apart.  Buyout  firm  Clayton,  Du- 
bilier &  Rice  Inc.  was  able  to  close  on  its 
$5.5  bilhon  acquisition  of  ServiceMaster 
even  after  scuttiing  its  $1.15  billion  bond 
offering.  Other  deals  that  were  announced 
earlier  this  year  are  still  getting  done— but 
with  some  of  the  terms  rewritten  to  be 
friendlier  to  debt  investors  or  with  banks 
eating  the  loans  themselves. 

But  if  conditions  get  worse,  the  results 
could  be  painfiil.  A  deeper  credit  slump 
would  almost  certainly  put  the  brakes  on 
the  LBO  market.  Stock  buybacks  could  be  in 
jeopardy,  too.  So  far  this  year,  U.S.  compa- 
nies have  repurchased  $240  billion  in  stock, 
compared  with  $85  billion  at  the  same  time 
in  2004,  according  to  S&P's  Howard  Sil- 
verblatt.  Some  say  the  stock  market,  which 
as  measured  by  tlie  S&P  500  is  up  7%  for 
the  year,  hasn't  yet  reflected  the  growang 
problems  in  credit.  Says  one  bond  trader: 
"The  stock  market  is  close  to  its  record  high 
[at  a  time  when]  people  don't  want  to  loan 
money."  Something,  he  says,  has  to  give.  ■ 

-By  Matthew  Goldstein  and  David  Henry 
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IN-HOUSE  ATTORNEYS, 
WATCH  YOUR  STEP 

The  conviction  of  Conrad  Black's  corporate 
counsel  sends  a  chilling  message 


^^am 


BY  MICHAEL  OREY 

FOR  MOST  EXECUTIVES,  A 
Chicago  jury's  decision  on 
July  13  to  convict  former 
Hollinger  International  Inc. 
Chairman  Conrad  Black  of 
fraud  is  a  matter  of  curios- 
ity, not  concern.  After  all,  the 
verdict  matters  little  to  managers  who 
aren't  busy  ripping  oft"  their  companies. 
But  lawyers,  particularly  those  employed 
by  corporations,  may  find  the  results 
more  troubling.  That's  because  the  same 
jury  also  convicted  an  in-house  attor- 
ney—a comparatively  rare  event. 

That  attorney,  Mark  Kipnis,  worked 
for  Bollinger's  U.S.  unit  in  Chicago.  By 
all  accounts,  he  was  a  dedicated  scrivener 
who  followed  orders  while  preparing  a 
wide  variety  of  documents.  Arnong  those 
transactions  were  the  ones  ultimately 
targeted  by  federal  prosecutors:  non- 
compete agreements  connected  wdth  the 
sale  of  Hollinger  publications  that  chan- 
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neled  millions  directly  into  the  pockets 
of  Black  and  others.  While  Kipnis  was 
charged  as  a  participant  in  the  fraud,  he 
was  never  accused  of  helping  conceive  of 
it  or  of  getting  a  penny  of  the  payments. 
Essentially,  Kipnis,  59,  was  charged  as  an 
enabler  of  deals  he  knew  were  crooked. 

In  most  prosecutions  of  attorneys,  the 
lawyer  plays  a  more  central  role  in  the 
scheme  than  Kipnis  did.  Of  1,236  convic- 
tions obtained  by  a  federal  Corporate 
Fraud  Task  Force  in  the  last  five  years, 
23  were  of  corporate  counsel.  "There's  a 
reluctance,  usually,  to  go  after  lawyers," 
says  George  M.  Cohen,  a  legal  ethics  ex- 
pert at  the  University  of  Virginia  School 
of  Law.  In  part,  he  says,  that's  because  it's 
hard  to  show  that  lawyers  know  all  the 
details  about  the  deals  they  work  on. 

For  some  observers,  the  Kipnis  case 
sets  disturbingly  high  expectations  for  in- 
house  attorneys  when  it  comes  to  recog- 
nizing when  transactions  are  being  used 
for   corrupt   purposes.    Special-purpose 


KIPNIS  has  been  entities  like  t 

unable  to  find  work       used   by   Ei 
as  a  lawyer  since  Corp.  and  i 

leaving  Hollinger  compete     c 

like  those  in 
Hollinger  case  can  serve  legitimate  e 
Corporate  counselors  have  long  arji 
that  they  should  not  be  presumed  t 
omniscient  simply  because  they  drji 
documents.  "I  think  this  jury  essenti 
criminalized  Mark  Kipnis'  negligencu 
failing  to  ask  questions  of  his  client,  a 
think  it  sends  a  very  frightening  mess 
to  corporate  counsel,"  says  Hugh  Tott'i 
litigation  partner  at  Perkins  Coie  in  CI 
go  who  observed  much  of  the  trial  in  o 
to  provide  commentary  to  the  medial^ 

'A  REAL  CHALLENGE' 

NOW  59,  KIPNIS  joined  Hollingej 
1998.   Prosecutors  alleged  Black 
cocted  a  scheme  to  demand  noncom 
payments  from  buyers  of  Hollinger 
lications,  and  then  he  and  others  pj 
eted  the  money  without  telling  the  bd| 
Kipnis'  role  in  drafting  the  noncomj( 
was  so  extensive,  says  juror  Tina  F 
sak,  that  "we  definitely  came  to  the 
elusion  that  he  did  know  what  was  g) 
on."  But  jurors  also  felt  bad  for  himd 
says.  "He  got  himself  into  somethingi 
then  couldn't  find  a  way  out." 

Indeed,  Kipnis'  predicament  capt 
why  Stephen  Cillers,  a  New  York  \ 
versity  School  of  Law  ethics  profei( 
calls  the  job  of  in-house  attorney  |{ 
most  ethically  challenged  positioij 
the  American  legal  profession."  Tjj 
because  the  client  is  the  corporation^ 
the  counselor  gets  told  what  to  dij 
executives.  "They  have  to  be  aware  O' 
risk  that  their  bosses  are  violating  a 
to  their  clients,  and  it's  a  real  challai 
because  you  don't  want  to  accuse  f 
boss  of  illegal  activity,"  Cillers  says.  1 

Kipnis,  who  hasn't  been  able  toS 
work  as  a  lawyer  since  leaving  Hollil 
(now  Sun-Times  Media  Group  Inca 
2003,  operates  a  Sign-A-Rama  franci 
in  suburban  Chicago.  His  attorney,  1/| 
aid  S.  Safer,  plans  to  ask  the  judgd 
overturn  the  jury's  verdict.  The 
legitimate  criticism  of  his  client, 
says,  "is  that  he  was  not  as  diligent  £i 
should  have  been  in  getting  all  the  I 
and  outs  of  every  one  of  these  trar 
tions  before  the  audit  committee." 
fact  a  jury  considered  that  criminal 
duct,  he  says,  "is  a  frightening  thoug 

Juror  Kadisak  says  the  verdict  ser 
different  message:  "As  much  as  you ) 
to  follow  directions  and  do  your  jc 
something  doesn't  seem  right  to  you. 
have  to  speak  up  or  not  do  it."  ■ 
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DRUG  RESEARCH 


WHEN  MEDICAL 
STUDIES  COLLIDE 

Contradictory  reports?  Meta-analysis  may 
make  things  more  confusing 


BY  JOHN  CAREY 

TWO  YEARS  AGO,  THE 
headlines  blared  that  echi- 
nacea was  a  bust.  Millions 
of  people  who  believed  the 
best-selling  herbal  remedy 
was  warding  off  colds  were 
probably  deluding  them- 
selves, according  to  The  New  England  Jour- 
nal of  Medicine.  Now  echinacea  is  back  in 
the  news.  This  time,  it  works!  So  says  a 
study  in  The  Lancet  Infectious  Diseases. 

How  could  two  studies 
come  to  such  different  con- 
clusions—especially   when 
there  have  been  no  new  trials 
of  the  herb?  While  the  New 
England  Journal  reported  on 
one  clinical  trial,  authors  of 
the  latest  report  combined 
data  fi-om  previous  studies, 
a    controversial    approach 
called  a  meta-analysis.  Its 
conclusion  is  dramatically 
different— not  just  from  that 
of  the  New  England  Journal 
paper,  but  also  from  a  review 
last  year  of  the  same  studies. 
No  wonder  people  are 
confiased.  And  not  just  about 
echinacea.   On   this   roller 
coaster   of  health   advice, 
caffeine,       carbohydrates,    CONEFLOWER 
and  replacement  hormones    The  source  of 
for  women  after  menopause    echinacea 
are  bad  one  day,  good  the    ^^" 
next.  One  meta-analysis  was  enough  to 
send  sales  of  diabetes  blockbuster  Avan- 
dia  plunging  when  it  suggested  heart  side 
effects.  "The  average  reader  can't  sort  it 
out,"  says  Jeanne  P.  Goldberg,  director  of 
the  Center  on  Nutrition  Communication 
at  Tufts  University. 

The  problem  is,  the  world  of  medi- 
cal and  health  research  is  messier  than 
most  people  realize.  Black-and-white  an- 
swers are  rare,  even  when  it  comes  to  a 
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single  drug  trial.  In  hormone  replacement 
therapy,  "people  from  the  same  study 
are  disagreeing  with  each  other,"  says 
Julie  Buring,  professor  of  medicine  at 
Brigham  &  Women's  Hospital  in  Boston. 
The  uncertainties  deepen  when  studies  are 
inconclusive  or  contradictory.  That's  when 
researchers  often  lump  data  from  a  num- 
ber of  trials  together  in  a  meta-analysis, 
hoping  the  sum  will  be  greater  than  the 
parts.  But  the  approach  often  has  pitfalls. 
In  the  case  of  echinacea,  there  are  doz- 


ens of  studies,  all  too  small  to  be  de- 
finitive. In  2006,  Dr.  Bruce  P.  Barrett 
of  the  University  of  Wisconsin  School 
of  Medicine  and  his  colleagues  exam- 
ined all  the  evidence  and  concluded  the 
herb  didn't  seem  to  prevent  colds  and 
had  only  a  small  effect  on  duration.  Now, 
a  team  led  by  professor  Craig  I.  Coleman 
of  the  University  of  Connecticut  School 
of  Pharmacy  has  done  a  meta-analysis 
on  the  same  body  of  evidence.  Echinacea 
not  only  makes  colds  shorter,  they  con- 
clude, the  herb  can  also  prevent  people 
from  catching  a  cold. 

The  disparity  illustrates  the  hard  choices 


researchers  must  make  when  analyj 
batches  of  studies.  "The  biggest  issi  I 
how  to  go  about  selecting  studies  to  go  [ 
the  analysis,"  says  biostatistician  Susaj 
EUenberg  of  the  University  of  Permsylv  I 
School  of  Medicine.  In  Barrett's  rev  I 
the  team  threw  out  some  studies  in  w 
researchers  exposed  volunteers  to  col( 
ruses,  and  others  in  which  people  \\ 
taking  supplements  such  as  vitamin  ' 
addition  to  echinacea.  Coleman's  ir| 
analysis  included  both  types. 

In  addition,  Coleman  used  only  \  I 
lished  studies,  while  Barrett  included  f 
unpublished  ones.  That  decision  can  1 
a  big  impact.  "We  know  there  is  pub)  I 
tion  bias,"  says  Frank  E.  Harrell  Jr.,  c  I 
ofbiostatistics  at  VanderbUt  Universitjj 
much  easier  to  get  a  study  published 
says,  "something  works!"  than  one 
ing,  "Oops,  the  treatment  had  no  effij 
Using  published  data  alone  thus  typi(  | 
makes  the  final  result  more  positive. 

FRUIT  SALAD 

WHAT'S  MORE,  META-ANALYSIS  is  S- 
bit  of  a  black  art  because  it  combines 
from  studies  done  with  different  metl 
and  protocols  as  though  the  data  c 
from  one  large  trial.  & 
times  the  data  are  too 
ferent.  The  latest  stud} 
echinacea  "overstepul 
in  tossing  together  "apii 
oranges,  and  grape 
says  Barrett.  A  legii 
criticism,  Coleman 
cedes.  "To  be  honest, 
lumping  apples  of  diflF( 
varieties,"  he  says.  "It 
limitation  we  admit  to, 

Meta-analyses 
also  mislead  by  i 
ing  on  data  reportecl 
papers  rather  thanv 
original  raw  data,  w: 
are  usually  kept  seH 
"Good  raw  data  from 
study  can  be  worth 
studies  in  a  meta-analysis,"  says  '^j 
derbilt's  Harrell. 

With   echinacea,   it's   impossibl 
know  who  is  right.  Even  Coleman  ac  ■ 
es  caution.  "This  is  not  the  end-all, b 
that  echinacea  works,"  he  says.  "We' 
just  trying  to  say  that  it  may  work." 
That,  of  course,  doesn't  make  good  i 
copy  Laments  Goldberg:  "I  believe 
sionately  that  headlines  do  more  dan 
than  anything  else."  But  if  people  ur 
stand  the  process  of  science  better,  tl 
be  able  to  spot  the  gray  reality  behinc 
next  black-and-white  headline.  ■ 
-WithArlene  Weintraub  in  New 
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LUXURY'S 
RISING  SON 

Francois-Henri  Pinault  is  tailoring 
PPR  for  rapid  growth 


BY  CAROL  MATLACK 

FRANgOIS-HENRI  PINAULT 
has  led  a  charmed  Hfe:  He's 
the  scion  of  one  of  France's 
wealthiest  families,  with 
holdings  ranging  from  Chris- 
tie's auction  house  to  famed 
Bordeaux  winery  Chateau 
Latour,  and  now  he's  engaged  to  Holly- 
wood star  Salma  Hayek.  Now  if  s  becom- 
ing clear  that  his  pedigree  is  helping  him 
become  a  formidable  businessman,  too. 

Pinault  is  the  son  of  Francois  Pinault, 
the  legendary  founder  of  PPR,  a  onetime 
timber  trading  operation  that  has  grown 
into  a  $24.7  billion  behemoth.  Under 
the  elder  Pinault,  PPR  expanded  from  its 
humble  roots  into  a  host  of  businesses 
ranging  from  mass-market  retail  to  top- 
drawer  luxury  brands  such  as  Gucci  and 
Yves  Saint  Laurent.  Now,  two  years  after 
taking  over  the  company,  the  younger 
Pinault  is  showing  he  has  his  father's  eye 
for  a  deal. 

His  latest  move,  sealed  on  July  17,  is  the 
purchase  of  62%  of  Puma,  a  maker  of  hot- 
selling  sportswear.  Although  Puma  might 
seem  an  odd  fit  for  PPR's  closet,  analysts 
widely  praised  the  deal,  saying  it  posi- 
tions the  company  to  cultivate  a  younger 
generation  of  luxury  shoppers  who  wear 
sneakers  and  jeans  with  Chanel  jackets. 
Puma  was  a  pioneer  among  sportswear 
brands  in  breaking  free  of  the  sluggish 
growth  and  narrow  margins  of  the  ath- 
letic-shoe business,  reinventing  itself  as 
a  purveyor  of  style  by  teaming  up  with 
the  likes  of  designer  JiJ  Sander  and  model 
Christy  Ttirlington.  Pinault  believes  PPR's 
retailing  savvy  can  help  build  Puma  into  a 
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global  star,  and  he  doesn't  rule  out  pairing 
it  with  one  of  his  high-end  brands.  "Why 
not  'Gucci,  powered  by  Puma'  jogging 
gear?"  Pinault  muses  in  an  interview  at 
his  office  near  Paris'  Pare  Monceau. 

Pinault  has  been  equally  bold  in  re- 
shaping elements  of  the  company  as- 
sembled by  his  father.  He  trimmed  his 
retail  portfolio,  selling  off  the  landmark 
Paris  department  store  Printemps,  part 
of  the  company's  origi- 
nal name:  Pinault-Print- 
emps-Redoute.  And 
Pinault  refrised  to  back 
down  when  Gucci  Group 
designer  Tom  Ford  and 
top  manager  Domenico 
de  Sole  threatened  to 
quit  in  a  contract  dis- 
pute. Then  when  the  pair 
rocked  the  fashion  world 
by  walking,  Pinault  de- 
cided against  hiring 
another  big  name  and 
instead  handed  respon- 
sibility to  Gucci's  junior 
designers,  led  by  Frida 
Giannini.  Her  team  has 
now  turned  out  several  seasons  of  widely 
praised  apparel  and  accessories,  and  Gu- 
cci's sales  and  profit  growth  are  stronger 
than  they  were  in  Ford's  day. 

That's  not  to  say  Pinault  doesn't 
face  plenty  of  competition  in  the  rar- 
efied world  of  supple  leather,  diamond- 
encrusted  jewelry,  and  $10,000  gowTis. 
PPR  remains  the  No.  3  player  in  the  glob- 
al luxury  sector,  with  $4.9  billion  in  sales 
from  its  high-end  brands  (about  20%  of 
its  overall  portfolio).  That  pales  next  to 


the  $21  billion  at  Paris-based  LVMH 1 
Hennessy  Louis  Vuitton  and  $6.6  bi 
at  Switzerland's  Richemont,  ownt 
jeweler  Cartier.  And  the  16%  margii 
PPR's  luxury  business  are  a  far  cry 
the  40%-plus  that  LVMH  reaps  froi 
star  Louis  Vuitton  brand. 

ENTREPRENEURIAL  SPIRIT 

BUT  PPR'S  LUXURY  business  is  g 
ing  faster  than  its  rivals'.  Sales 
up  18%  in  2006,  vs.  12%  at  both  V 
and  Richemont.  Operating  profits 
PPR's  Itixury  units  soared  44%  last 
to  $779  million,  compared  with  16 
the  two  others.  And  unlike  LVMH,  w 
smaller  brands  such  as  Givenchy 
CeHne  have  struggled  in  Vuitton's  s 
ow,  PPR  is  coaxing  stellar  results 
a  bevy  of  venerable  small  fry,  inclu 
couturier   Balenciaga,  jeweler  Bo 
eron,  and  leather  goods  maker  Boi 
Veneta.  PPR  "is  a  lively  company, 
an  entrepreneurial  spirit  and  a  diff( 
style  of  management"  from  LVMH, 
Erwan  Rambourg,  a  Paris-based  an 
with  HSBC.  Investors  seem  to  a| 
PPR  shares  have  risen  60%  in  the  > 
two  years. 

Ifs  an  impressive  record— bettc 
fact,  than  many  expected  when  Pir 
took  over  in  March,  2005.  Beforet 
father  had  recruited  outsiders  to  run 
company.  While  the  younger  Pinauli 


From  Lumber  to  Lux^ 

Frangois-Henri  Pinault 


1962:  Born  in  Brittany, 
France,  where  his  father  ran 
timber-trading  business 

1987:  Joins  family  company 
as  lumber  salesman  after 
finishing  B-school 

1990s:  First  runs  PPR's 
electricalsupply  unit,  then 
its  books-and-music  chain 


2000:  Becomes  deputy 
CEO  as  company  takes 
control  of  Gucci 

2005:  Named  CEO,  sells 
other  units  to  focus  on 
luxury  and  retail 

2007:  Takes  controlling  sta^ 
in  sportswear  maker  Pumai 


worked  there  for  16  years,  during  r 
of  that  time  its  key  activities  had 
timber  trading  and  manufacturing 
Pinault  played  a  grov^ng  role  behin 
scenes,  and  in  2003  his  father  n; 
him  chairman  of  Artemis  Group,  a  fi 
holding  company  that  controls  40 
PPR.  He  worked  closely  with  PPR's  t 
CEO  Serge  Weinberg  in  a  successful 
to  snatch  Gucci  away  from  its  wou 
buyer,  LVMH. 

Pinault  pere  also  took  elaborate 


younger 
Pinault 
has  his 
father's 

rp 
eye  for 
a  deal 


training  his  son.  In  1992,  he  set  up  an  ad- 
visory board  of  10  French  luminaries,  in- 
cluding Credit  Lyonnais  then-Chairman 
Jean  Peyrelevade  and  Jerome  Monod,  a 
top  adviser  to  former  President  Jacques 
Chirac.  The  group  was  called  the  Pinault 
Trustee,  and  its  role  was  to  keep  an  eye  on 
Fran9ois-Henri.  For  the  next  seven  years 
he  met  regularly  with  each  trustee,  and 
once  a  year  the  board  members  peppered 
him  with  questions  at  a  dinner.  Finally, 
one  night  m  2005,  father  and  son  met  at 
the  famed  Paris  bistro  L'Ami  Louis.  Dur- 
ing the  meal,  the  elder  Pinault  handed 
over  a  golden  ring 
^J^g  with  the  keys  to  the 

CEO's  office.  "He 
said,"  Pinault  re- 
calls, "  'You're  40 
years  old,  and  if  I 
were  you,  I'd  want 
to  be  in  charge.' " 
With  the  younger 
-,  Pinault  running  the 

SiiarD  company,  the  con- 

trast between  PPR 
and  LVMH  is  stark. 
LVMH  boss  Ber- 
nard Arnault,  58,  is 
i^^i^  foiTnal  and  detail- 

oriented,  meeting 
weekly  with  managers  and  focusing  on 
minutiae  such  as  choosing  photos  for  ads. 
Pinault  works  in  shirtsleeves  and  gives 
his  team  a  lot  of  latitude  provided  they 
meet  their  targets,  speaking  with  brand 
chiefs  only  about  once  a  month.  "I  don't 
tell  them  what  to  do,"  he  says. 

His  management  team  differs  from 
Arnault's,  too.  The  PPR  chief  has  sur- 
rounded himself  with  executives  about 
his  own  age,  with  most  division  heads  in 
their  mid-40s,  while  most  at  LVMH  are 
in  their  mid-to-late  50s.  And  "from  the 
moment  [PPR]  chooses  someone,  they 
put  confidence  in  that  person.  They  don't 
put  a  lot  of  strata  and  hierarchy  around 
them,"  says  Floriane  de  Saint  Pierre,  a 
Paris-based  headhunter. 

Valerie  Hermann  is  one  of  those  PPR 
newcomers.  The  former  executive  at  Ar- 
nault's Christian  Dior  brand  took  over 
PPR's  Yves  Saint  Laurent  business  two 
years  ago,  when  it  was  hemorrhaging 
more  than  $100  million  a  year.  She 
credits  Pinault  with  giving  her  flexibility 
to  reorganize  operations  and  trim  staff, 
cutting  the  unif  s  losses  in  2006  some 
25%,  to  $67  million,  while  boosting  sales 
20%.  Analysts  expect  YSL  to  be  back  in 
the  black  by  2009.  "If  you  need  some- 
thing, he's  extremely  accessible,"  says 
Hermann.  "But  he's  not  calling  every  two 
or  three  weeks  about  the  numbers."  ■ 
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FAD  MARKETING'S 
BALANCING  ACT 

In  Japan,  Pepsi's  limited  edition  flavors 
can  be  huge  hits— and  then  it  kills  them 


BY  KENJI  HALL 

ONLY  A  LUCKY  FEW 
ever  got  to  try  Pepsi's 
Ice  Cucumber  soda. 
The  pale  green  drink 
began  appearing  on 
shelves  at  Japanese 
convenience  stores  in 
early  June.  Within  days,  clips  of  people 
swagging  the  stuff  were  showing  up  on 
YouTube,  and  bloggers  were  debating 
whether  the  taste  was  more  melon  than 
cucumber.  A  couple  of  weeks  later,  all 
4.8  million  bottles  of  Ice  Cucumber  had 
sold  out.  But  instead  of  ratcheting  up 
production,  Pepsi  brand  managers  in  Ja- 
pan did  the  unthinkable:  They  discontin- 
ued the  drink.  "We  didn't  want  it  on  the 
market  past  the  summer,"  says  Keiko 
Ishihara,  who  oversees  PepsiCo  Inc.  sales 
for  Suntory,  the  Tokyo  beverage  maker 
that  markets  the  soda  giant's  products  in 
Japan.  "The  value  of  Ice  Cucumber  is  that 
it's  gone  already." 

It  might  seem  strange  to  kill  off  a 
product  at  the  peak  of  its  popularity.  But 
for  Pepsi,  Ice  Cucumber  was  largely  a 
marketing  stunt:  a  way  to  generate  buzz 
for  the  brand  in  what  is  arguably  the 
world's  most  cutthroat  beverage  mar- 
ket. It's  a  $30  billion-a-year  business  in 
Japan,  spanning  everything  from  run-of- 
the-mill  brown  colas  to  drinks  derived 
from  green  tea,  coffee,  and  even  kimchee, 
the  spicy  cabbage  mix  that  is  a  staple  of 
Korean  cuisine.  Of  the  estimated  1,500 
drinks  that  come  to  market  each  year, 
only  a  handful  survive  long  enough  to 
win  a  loyal  following. 

RED  BEAN  KITKAT  BARS 

THE  WARM  RECEPTION  the  Japanese 
gave  Ice  Cucumber  is  just  one  manifes- 
tation of  a  national  obsession  with  the 
ephemeral.  Millions  turn  out  every  spring 
to  view  delicate  cherry  blossoms  that 
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open  and  then  fall  to  the  ground 
in  just  a  week.  And  a  word 
that  sends  consumers  flocking 
to  stores  is  gentei,  Japanese 
for  "limited  edition."  For 
years,  candymakers  have 
peddled  one-off  runs  of 
sweets.  Nesde,  for  in- 
stance, offers  its  KitKat 
bars  in  an  array  of  gen- 
tei flavors  and  colors  for 
every  season,  including 
Cantaloupe  Melon  and 
Koshian  Maccha  (green 
tea  with  red-bean  filling). 
The  limited  edition  candy 
bars  are  so  sought  after 
that  they  even  show  up  for 
sale  on  eBay. 

With     Ice     Cucumber, 
Pepsi  and  Suntory  express- 
ly set  out  to  create  a  short- 
lived fad.  The  two  spent 
more  than  two  years  de- 
veloping the  soda.  They 
started  with  60  flavors, 
including  various  tropi- 
cal   fiiiits,    citrus,    and 
cherry,  then  settled  on  a 
cucumber-melon  combo 
last  year  before  running 
it    by    consumer    focus 
groups.  Despite  the  soda's 
strong  debut,  Suntory  has 
no  plans  for  an  Ice  Cucum- 
ber comeback. 

The  two  companies 
had  experimented  before, 
repackaging  drinks  from 
other  markets.  In  2004 
they  unleashed  Pepsi  Blue, 
a  berry-flavored  soda  that 
had  a  two-year  run  in  the 
U.S.  In  Japan,  all  1.7  mil- 
lion bottles  of  Pepsi  Blue 
were  gone  within  weeks 


Existing 
theories 
about  brand 
loyalty  are 
getting 
rewritten 


of  its  introduction.  They  soon  folic 
up  with  a  cinnamon-based  com 
tion  dubbed  Pepsi  Red,  tropical  fi 
flavored  Carnival,  and  ginger-ale- 
Gold,  which  had  been  marketed  in  o 
countries.  The  strategy  has  helped  Pi] 
boost  its  share  of  Japan's  cola  maJB 
to  20%,  up  from  10%  in  the  late  19' 
largely  at  the  expense  of  market  let 
Coca-Cola  Co.  Coke  says  that  whil 
launches  as  many  as  100  new  prod 
in  Japan  each  year,  it  has  never  yank 
hot-seller  from  shelves. 

Pepsi   hopes   Ice   Cucun 
will  pay  dividends  for  moii , 
to    come.    High-turnover  < 
venience-store  chains  suet. 
FamilyMart  and   7-Eleven 
stock  their  shelves  four  tim 
day  and  will  banish  prod 
from  their  aisles  if  sales  c 
too  low.  Pepsi  believes 
Cucumber  has  helped 
kindle  interest  in  P 
Nex,    a    sugarless 
managers  hope  will  1 
staying  power.  The  c 
pany  has  already  re 
tered  a  modest  up 
in  sales  of  Nex,  w) 
fell  off"  quickly  afte 
introduction  in  200; 
The  gentei  phen 
enon  has  made  it  ha 
for  companies  to  bui 
brand  around  a  few 
nature   products.  Tl 
especially  true  in  Jai 
where    consumers  1 
grown    so    accusto; 
to  variety  and  newh 
that  old  theories  all 
brand  loyalty  are 
ing    rewritten.    C 
panics  are  well  a\ 
that  they  run  the 
of  cheapening  br? 
with   such   gimmii 
"If  you  do  it  tooiiHJ 
[consumers  will]  foj 
why  they  are  purchai 
the  brand,"  says  D 
Teasdale,     presidentn 
Mars  Japan,  which  | 
pegged    limited    edh 
versions  of  its  M&M 
Hollywood   blockbus'i 
Pepsi,  too,  is  wary  of  cl 
doing  its  gentei  offeri 
and  limits  them  to  f 
or  four  a  year.  Anytl 
more,  says  Ishihara, 
"consumers    would 
tired  of  it."  ■ 


DEL  MONTE  chose  Cognos 
for  the  visibility  and  control 
we  brought  to  the  table. 


Del  Monte  Foods  needed  to  serve  up  the  right  product  to  the  right  place  at  the  right  time 
for  their  customers.  So  they  chose  the  Cognos  solution  for  performance  management. 
It  provides  the  key  ingredients  to  effectively  manage  their  supply  chain  in  response  to 
changing  retailer  demands.  Integrate  data  from  multiple  sources  for  a  holistic  view  of  over 
3,500  products  across  14  channels.  Monitor  a  scorecard  of  key  metrics  like  fill  rates, 
inventory  supply  and  demand,  and  return  on  trade  spend  investments.  And  analyze  the 
impact  of  consumer  and  market  trends  on  their  business. 

Del  Monte  is  just  one  of  the  high-performing  companies 

that  improves  its  performance  with  Cognos. 

19  of  the  top  20  consumer  packaged-goods  companies  do  the  same. 

Visit  www.cognos.coni/proof  today. 
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AMERICANS  SPEND 

AN  ASTONISHING 

$41  BILLION  A  YEAR  ON 

THEIR  FURRY  FRIENDS 

By  Diane  Brady  and  Christopher  Palmeri 

PHOTOGRAPHY  BY  MARK  HOOPER 


IF  THERE'S  STILL  ANY  DOUBT  WHETHER  THE  PAMPERING  OF  PETS 
is  getting  out  of  hand,  the  debate  should  be  setded  once  and  for  all  by 
Neuticles,  a  patented  testicular  implant  that  sells  for  up  to  $919  a  pair. 
The  idea,  says  inventor  Gregg  A.  Miller,  is  to  "let  people  restore  their 
pets  to  anatomical  preciseness"  after  neutering,  thereby  allowing  them 
to  retain  their  natural  look  and  self-esteem.  "People  thought  I  was  crazy 
when  I  started  13  years  ago,"  says  the  Oak  Grove  (Mo.)  entrepreneur. 
But  he  has  since  sold  more  than  240,000  pairs  (a  few  of  which  went  on 
prairie  dogs,  water  buffalo,  and  monkeys).  "Neutering  is  creepy.  But 
with  Neuticles,  if  s  like  nothing  has  changed."  Nothing,  except  there's  a 
fake  body  part  where  a  real  one  used  to  be. 

Americans  now  spend  $41  billion  a  year  on  their  pets— more  than  the 
gross  domestic  product  of  all  but  64  countries  in  the  world.  Thaf  s  double 
the  amount  shelled  out  on  pets  a  decade  ago,  with  annual  spending 
expected  to  hit  $52  billion  in  the  next  two  years,  according  to  Packaged 
Facts,  a  consumer  research  company  based  in  Rockville,  Md.  That  puts  the 
yearly  cost  of  bu3dng,  feeding,  and  caring  for  pets  in  excess  of  what  Ameri- 
cans spend  on  the  movies  ($10.8  billion),  playing  video  games  ($11.6  bil- 
lion), and  listening  to  recorded  music  ($10.6  billion)  combined.  "People 
are  no  longer  satisfied  to  reward  their  pet  in  pet  terms,"  argues  Bob  Vetere, 
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president  of  the  American  Pet  Products  Manufacturers  Assn. 
(APPMA).  "They  want  to  reward  their  pet  in  human  terms." 
That  means  hotels  instead  of  kennels,  braces  to  fix  crooked  teeth, 
and  frilly  canine  ball  gowns.  Pet  owners  are  becoming  increas- 
ingly demanding  consumers  who  won't  put  up  with  substan- 
dard products,  unstimulating  environments,  or  shoddy  service 
for  their  animals.  But  the  escalating  volume  and  cost  of  services, 
especially  in  the  realm  of  animal  medicine,  raises  ethical  issues 
about  how  far  all  this  loving  should  go. 

It  wasn't  so  very  long  ago  that  the  phrase  "a  dog's  life" 
meant  sleeping  outside,  enduring  the  elements,  living  with 
aches,  and  sitting  by  the  dinner  table,  waiting  for  a  few  scraps 
to  land  on  the  floor.  Today's  dog  has  it  much  better.  APPMA 
reports  that  42%  of  dogs  now  sleep  in  the  same  bed  as  their 
ovmers,  up  from  34%  in  1998.  Their  menu  reflects  every  fad 
in  human  food— from  locally  sourced  organic  meat  and  vegan 
snacks  to  gourmet  meals  bolstered  by,  say,  glucosamine  to 
ward  off  stiff  joints.  Half  of  all  dog  owners  say  they  consider 
their  pef  s  comfort  when  bu5ang  a  car,  and  almost  a  third  buy 
gifts  for  their  dogs'  birthdays.  Richard  G.  Wolford,  chairman 
and  CEO  of  Del  Monte  Foods  Co.,  refuses  even  to  use  the  word 
"owTier."  "Anyone  who  has  a  pet  understands  who  owns 
whom,"  says  Wolford,  who  is  owned  by  two  Jack  Russell  terri- 
ers. His  company's  pet  business  has  gone  from  nothing  to  40% 
of  overall  sales  through  acquisitions  of  brands  such  as  Meow 
Mix  and  Milk-Bone  in  the  past  five  years. 

The  rising  status  of  pets  has  started  an  unprecedented 
wave  of  entrepreneurship  in  an  industry  once  epitomized  by 
felt  mice  and  rubber  balls.  There  are  now  $430  indoor  pot- 
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ties,  $30-an-ounce  perfiime,  and  $225  trench  coats  ai; 
solely  at  four-footed  consumers  and  their  wallet-toting  c 
panions.  Even  those  who  shun  animal  couture  are  incr 
ingly  willing  to  spend  thousands  on  drugs  for  depressio 
anxiety  in  pets,  as  well  as  psychotherapy,  high-tech  ca 
surgery,  cosmetic  procedures,  and  end-of-life  care.  Al 
77%  of  dogs  and  52%  of  cats  have  been  medicated  in 
past  year,  according  to  APPMA,  an  increase  of  about  20 
centage  points  from  1996.  Some  spending  can  be  spurreJnc 
vets  who  find  such  services  more  lucrative  than  giving  si 
or  ending  a  pet's  life  when  it  contracts  a  painful  or  tern-|  w 
disease  (page  52). 

GRAVYTRAIN  I " 

ONCE  ACQUIRED  AS  SIDEKICKS  for  kids,  animal  compain  ist 
are  more  popular  now  with  empty-nesters,  single  profest^  ii 
als,  and  couples  who  delay  having  children.  What  unites  1 1  lo 
disparate  demographic  groups  is  a  tendency  to  have  time(  lol 
resources  to  spare.  With  more  people  working  from  hom  bi 
living  away  from  their  families,  pets  also  play  a  biggern  itb 
in  allaying  the  isolation  of  modern  life.  About  63%  offi  ii) 
households,  or  71  million  homes,  now  own  at  least  one  pe<  Eei 
from  64  million  just  five  years  ago.  And  science  is  startiiii  k 
validate  all  those  warm  feelings  with  research  that  docunn| 
the  depth  of  the  human-animal  bond. 

It  doesn't  take  a  scientist  to  figure  out  that  there's  monn  ii 
be  made  in  this  environment.  Companies  from  Procter  &  (l|  s," 
ble  and  Nestle  to  fashion  brands  including  Polo  Ralph  i|  lice 


WhyWeSpoHSpotSo 

People  naturally  love  dogs.  Or  do  dogs  train  us  to  love  them? 


When  New  York  psychologist 
Irene  M.  Deitch  took  her 
boxer,  Kayo,  along  to 
counseling  sessions,  the  dog 
would  greet  Deitch's  clients 
by  standing  on  his  hind  legs  and  kissing 
them  smack  on  the  lips.  Soon  Kayo  became 
as  valued  a  source  of  therapy  as  Deitch 
herself.  What  gave  the  dog  such  healing 
power?  Animals  offer  people  "unconditional 
positive  regard,"  explains  Deitch,  now  retired 
and  professor  emerita  of  psychology  at  the 
College  of  Staten  Island.  "No  matter  how  we 
feel,  we  will  always  be  valued  by  our  pets." 
Ever  since  humans  domesticated  dogs 
centuries  ago,  scientists  have  been  trying 
to  explain  the  intense  love  people  feel 
for  their  animals.  Some  believe  our  pets 
experience  the  same  emotions  we  do,  so 
we  bond  with  them  as  though  they  were 
humans.  At  the  other  extreme  are  those 
who  say  that  animals  trained  us  to  become 
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attached  to  them.  But  there's 
one  point  everyone  agrees 
on:  The  more  disconnected 
we  become  from  each  other 
because  of  e-mail,  iPods,  and 
work-at-home  lifestyles,  the 
deeper  the  bonds  we  form  with 
our  pets. 

At  the  root  of  the  human- 
animal  love  connection  is  the  *■ 
childlike  charm  of  pets.  Take 
dogs.  Judging  from  various 
behaviors,  such  as  their  ability  to 
understand  160  or  so  words  and 
gestures,  scientists  have  determined 
that  an  adult  dog  is  roughly  equivalent 
mentally  to  a  2-year-old  toddler  Because 
humans  are  hardwired  to  nurture  children, 
we  automatically  feel  an  affinity  for  dogs. 
But  canines  never  grow  up,  nor  do  they 
bring  the  hassles  or  heartbreaks  children 
do.  "There's  no  deception,  no  subterfuge. 


and  thousands  of  small 
epreneurs  are  sniffing 
md  for  new  opportuni- 
in  the  pet  sector.  After 
umer  electronics,  pet 
is  the  fastest-growing 
5ory  in  retail,  expanding 
It  6%  a  year.  More  new 
jroducts  were  launched 
he  first  six  months  of 
^ear  than  in  all  of  2005. 
that  doesn't  account  for 
ways  existing  products 
jeing  recast  to  woo  pet 
rs.  Del  Monte  has  refo- 
d  staples  to  look  more 

human  snacks— from  Snausages  breakfast  treats  shaped 
bacon  and  eggs  to  Pup-Peroni  rib  snacks  so  appetizing 
Wolford  had  to  stop  a  TV  anchor  from  popping  one  into 
nouth  on  air.  Even  Meow  Mix  now  comes  in  plastic  cups 
iT  than  cans. 

le  typical  target  of  such  products  is  a  pet  lover  like  Gra- 
Gemoets,  a  caterer  in  Houston,  who  showers  luxuries  on 
eloved  "chi  weenie"  (Chihuahua/dachshund  mix),  Brad- 
"He's  my  best  friend  and  my  best-accessorized  friend," 
Gemoets,  whose  splurges  for  Bradford  include  a  $1,200 
nes  collar  and  leash,  as  well  as  $500  Chanel  pearls  for 
,es.  "I  know  if  s  crazy,  but  I've  had  him  for  five  years,  and  if 
priced  it  out  per  month,  if  s  like  a  phone  bill." 


REIGNING  CATS  AND  DOGS: 
WHERE  THE  MONEY  GOES 


Data:  American  Pet  Products  Manufacturers  Assn. 


Thanks  to  passionate 
consumers  like  that,  the 
quality  gap  between  two- 
legged  and  four-legged 
mammals  is  rapidly  disap- 
pearing in  such  industries 
as  food,  clothing,  health 
care,  and  services.  The  race 
now  is  to  provide  animals 
with  products  and  services 
more  closely  modeled  after 
the  ones  sold  to  humans. 
Most  of  the  pet  business 
world's  attention  is  directed 
at  the  country's  88  million 
cats  and  75  million  dogs. 
The  reason  is  simple.  As  Philip  L.  Francis,  CEO  of  PetSmart 
Inc.,  the  world's  largest  pet  specialty  retailer,  explains:  "You 
can't  train  a  fish  or  groom  a  snake." 

PetSmart,  for  one,  has  shifted  its  mission  from  being  the 
top  seller  of  pet  food  to  helping  consumers  become  better  "pet 
parents."  Along  vwth  making  his  928  retail  locations  homier 
and  hosting  pet  parties,  Francis  is  rolling  out  blue-shingled  "pet 
hotels"  (kennels)  in  his  stores.  They  feature  private  suites  vwth 
raised  platform  beds  and  TVs  airing  shows  from  Animal  Planet 
for  $31  a  night,  as  well  as  "bone  booths,"  where  pets  can  take  calls 
from  their  owners,  and  porous  pebble  floors  where  dogs  can  pee. 
Cats  get  Uve  fish  tanks  to  watch  in  their  rooms  and  separate  air 
filtration  systems  so  their  scents  don't  drive  the  dogs  crazy.  The 
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no  criticism,"  says  James  A.  Serpell, 
section  chief  of  behavior  and  human- 
animal  interactions  at  the  University  of 
Pennsylvania  School  of  Veterinary  Medicine. 
"Animals  don't  do  that  stuff." 

Humans  find  such  loyalty  irresistible. 
Dogs  are  descended  from  wolves. 
Even  w/hen  removed  from  the 
wild,  they  retain  an  instinctive 
need  to  travel  in  packs.  So 
we  have  become  their  new 
pack,  some  experts  say. 
That's  why  dogs  whine 
when  we  leave  for  work, 
making  us  feel  guilty,  then 
wag  their  tails  and  slobber 
all  over  us  when  we  walk  in 
the  door  "You've  left  the  pack, 
and  when  you  return,  they're 
saying:  Thank  God  you're  back,'" 
says  Jeffrey  M.  Masson,  author  of 
several  books  on  animal  behavior. 
Skeptics  say  pets  are  really  nothing 
more  than  master  con  artists,  and  we  their 
hapless  victims.  They  point  to  a  growing  pile 
of  evidence  that  wolves  paved  their  own  way 
to  domestication  as  soon  as  humans  started 
forming  settlements  and  discarding  food 
scraps.  The  closer  the  wolves  approached 


people  to  score  free  meals  from  the  garbage 
heap,  the  tamer  they  became,  the  studies 
suggest.  Some  scientists  believe  that,  even 
today,  dogs  are  constantly  tricking  us  into 
believing  they  love  us  so  we'll  reciprocate  by 
feeding  them.  If  Buster  cries  when  his  master 
leaves,  say  these  killjoys,  it's  not  because  he's 
sad  to  see  him  go  but  because  he's  worried 
that  his  meal  ticket  just  walked  out  the  door. 

While  most  animal  experts  dismiss  the 
meal-ticket  theory,  there's  widespread 
agreement  that  people  project  their  own 
emotions  onto  pets.  That's  often  what's  going 
on  when  the  dog  chews  up  the  couch  and  his 
owner  gives  him  antidepressants  to  cure  his 
so-called  separation  anxiety.  "We're  losing  a 
rational  perspective  on  this  love,"  says  Jon 
Katz,  who  has  written  several  books  about 
his  adventures  running  a  sheep  farm,  most 
recently  Dog  Days,  featuring  his  border  collie. 
Rose.  Katz's  fans  comment  that  Rose  would 
be  lost  without  him.  But  privately  he  tells 
his  wife  that,  if  something  happens  to  him, 
she  should  just  throw  Rose  over  the  fence 
of  a  neighboring  sheep  farm  and  the  dog 
will  be  perfectly  happy.  "Animals  don't  make 
choices,"  Katz  argues.  "They  react  to  things 
that  take  care  of  them." 

-By  Arlene  Weintraub 
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the  work  of  humanity;  That's  how  we  see 
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hotels,  along  with  services  such  as 
grooming,  training,  and  in-store 
hospitals,  have  helped  PetSmart 
expand  its  service  business  from 
essentially  nothing  in  2000  to  $450 
million,  or  10%  of  overall  sales, 
this  year.  Pet  owners  are  now  less 
driven  by  price  than  "emotion  and 
passion,"  says  Francis,  who  shares 
a  bed  with  his  vWfe  and  their  mutt,  Bit  o'  Honey. 

Those  are  the  same  primal  urges  that  drive  the  fashion 
world.  Mario  DiFante,  who  staged  New  York's  first  Pet  Fash- 
ion Week  last  August,  has  an  elevated  view  of  the  place  of 
dogs  and  cats  in  the  family  hierarchy.  As  he  puts  it:  "Many 
of  us  consider  pets  as  the  new  babies."  That  means  cloth- 
ing furry  little  ones  in  an  ever-expanding  range  of  sweaters, 
raincoats,  leather  jackets,  and  dresses.  For  Lara  Alameddine, 
co-founder  of  Little  Lily,  a  better  word  might  be  "babes."  Her 
four-year-old  company  clears  $1  million  a  year  selling  prod- 
ucts including  doggie  slippers,  bikinis,  and  even  canine  ver- 

50  I  BusinessWeek  I  August  6,  2007 


PETS  ARE  OFTEN  SEEN 
AS  THE  NEW  BABIES. 
SO  WE  CLOTHE 
THE  LITTLE  ONES 


sions  of  Oscar-night  govras. 
popular  wdth  celebrity  dog  o^  \ 
ers  such  as  Paris  Hilton,  v 
often  dresses  up  her  Chihuah 


iCei 


Tinkerbell.  "We're  catenngi 
the  ovvTier's  sense  of  style,"  s 
Alameddine.  "There  are 
bones  on  our  clothes." 
Pet  products  now  aim  to  m 
people  feel  they're  being  extra  good  to  their  httle  ones— mi 
as  toymakers  have  long  encouraged  parents  to  spoU  kids.  Al( 
•with  doggie  spas,  there  are  mobile  pet-grooming  vans,  pedic 
services,  professional  dog  walkers,  and  massage  therapy  [Mi 
animals.  Trainers  like  Cesar  MUlan— better  known  to  miUii  l^sis 
as  the  Dog  Whisperer— find  that  their  expertise  is  sudde 
in  greater  demand.  Along  with  having  the  No.  1  series  on 
National  Geographic  Channel,  MUlan  boasts  best-selling  bo(  '®f 
DVDs,  a  line  of  products,  and  his  famous  Dog  Psychology  Car 
of  Los  Angeles  thaf  s  a  favorite  with  Hollywood  clientele. 
The  growing  vdllingness  of  owners  to  spare  no  expei 
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When 
To  Let 
Go 

Do  pets  gain  from 
heroic  measures? 


As  with  humans,  the  toughest 
and  most  expensive  health- 
care issues  arise  when  an 
animal  nears  the  end  of 
its  life.  Rather  than  opting 
for  euthanasia,  once  seen  as  the  most 
humane  way  to  put  pets  out  of  their 
misery,  more  owners  are  choosing 
painkillers,  chemotherapy,  feeding  tubes, 
extensive  surgery,  and  even  hospice  care. 
"Vets  used  to  be  into  practical  care  of 
animals,  but  now  they  recognize  pets 
as  the  special  companions  that  they 
are,"  says  Alice  Villalobos,  an  animal 
oncologist  and  founder  of  Pawspice, 


which  specializes  in  providing  end-of-life 
palliative  serviqes.  "People  really  value 
their  pets'  existence  and  want  to  make 
their  last  months  comfortable." 

The  costs  of  care  during  those  last 
months  can  add  up  fast.  Michael  Tarn 
of  Seattle  admits  spending  thousands 
on  cancer  treatments  for  his  17-year- 
old  cat,  Cleo,  because  "I  just  wasn't 
ready  to  let  her  go."  Mari-Lou  Powell 
of  Brampton,  Ont.,  paid  $2,000  to  buy 
Spuds,  a  four-month-old  bull  terrier, 
only  to  discover  he  had  kidney  disease. 
Too  attached  to  pursue  a  refund,  she 
tapped  her  retirement  savings  to  pay 
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more  than  $7,000  in  medication  anc  ^' 
other  expenses  before  finally  decidiil  ^'] 
to  end  Spuds'  life.  "I  wouldn't  chan; 
any  of  it,"  she  says.  None  of  the  vetsf 
who  tended  to  the  terminally  ill  pup  fc 
ever  suggested  it  might  be  kinder  to 
let  him  die.  When  she  did,  Powell  sa 
"they  all  cried,  too." 

Projecting  human  needs  onto  pets 
in  matters  of  clothing  or  therapy  is  ore 
thing.  Prolonging  their  lives  through 
extensive  surgery  and  drugs  is  anothei 
Arthur  Caplan,  director  of  the  Center 
for  Bioethics  at  the  University  of 
Pennsylvania,  says  pets  shouldn't  be 
subjected  to  extraordinary  measures 
that  give  owners  a  few  extra  months  ol 
companionship.  "What  I  worry  about 
is  the  ability  of  vets  to  guilt  people  intctilniin 
spending  a  lot  of  money  for  marginal   w 
benefits,"  says  Caplan.  He  dismisses    j  Be- 
analogies  to  old  people  with  terminal    'd  n' 
illnesses.  "Grandma  can  be  self-reflect 
and  enjoy  a  birthday.  A  cat  just  suffers 
he  says.  "They're  still  pets.  They're  not  : 
moral  equivalent  of  children."  : 

Even  those  who  devote  their  lives  to 
animals  say  such  treatments  should  bi 
used  judiciously.  "It  may  not  always  be 
the  best  welfare  of  the  animal  to  exterii 
its  life,"  notes  Roger  Mahr,  president  ol 
the  American  Veterinary  Medical  Assn  - 
If  an  animal  is  suffering,  if  it  ceases  to  ^ : 
take  joy  in  being  a  dog  or  cat  (or  even  «leD 
a  hamster  or  rabbit),  it  may  be  time     '  ''■ 
to  let  it  go.  Daphna  Nachminovitch,  a 
senior  executive  at  People  for  the  Ethic 
Treatment  of  Animals  says:  "A  lot  of  goj 
people  are  now  putting  pets  through 
procedures  that  just  subject  the  anima' 
to  more  pain."  The  only  one  who  ends 
feeling  better,  if  poorer,  is  the  owner 
-By  Diane  Brae 
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leir  animals  has  also  made  the  outsourcing  of  the 
^  aspects  a  burgeoning  business.  More  than  350  service 
:ies  with  names  such  as  Doody  Duty,  Scoopy-Poo,  and 
IT  Trooper  have  sprung  up  solely  to  relieve  owners  of 
icd  even  to  pick  up  a  pet's  waste  in  their  yard  by  doing 
them.  With  annual  growth  nearing  50%,  "the  pooper 
er  industry  is  now  experiencing  a  lot  of  consolida- 

says  Jacob  D'Aniello  of  DoodyCalls,  which  has  20 
ons  nationwide. 

:  few  parts  of  the  business  have  seen  as  much  diver- 
ion  and  expansion  as  the  pet  food  business.  As  with 
ns,  there's  a  growing  concern  about  the  nutrition,  taste, 
ven  ethical  standards  of  what  goes  into  a  pet's  stom- 
)wTiers  increasingly  mirror  their  owti  preferences— for 
irian  cuisine,  kosher  meals,  and  even  locally  sourced 

in  feeding  their  pets.  And 
things  go  wTong,  the  reaction 
ocplosive  as  if  the  victims  were 
en.  Consumers  were  outraged 
massive  recall  of  melamine- 
ninated  pet  food  that  killed  or 
,ed  thousands  of  U.S.  cats  and 

Because  pets  are  now  such 

I  members  of  the  family,  says 

;  Ekedahl,  president  of  the  Pet 

[nstitute,  "it  had  a  higher  im- 

lan  maybe  it  would  have  had 

rs  ago." 

bod  becomes  a  more  emotion- 

larged  issue  for  people,  owners 

)re  inclined  to  get  emotional  about  what's  on  their  pets' 

Witness  the  growth  of  what  one  industry  executive  calls  the 

ira-ization"  of  food,  with  a  demand  for  meats  fit  for  hu- 

onsumption,  visible  vegetables,  and  nutritional  supple- 

.  It  has  become  common  to  reach  for  a  canine  or  cat 

lent  of  ketchup,  such  as  lams  Co.'s  popular  "savory 

for  dogs  that  comes  in  Country  Chicken,  Savory  Bacon, 
)asted  Beef  flavor— descriptions  that  are,  needless  to  say, 

the  actual  consumer. 

OROUGHLY  VETTED 

r  FOOD  PRODUCTS  ARE  EASY  TARGETS  for  critics 
ilgent  pet  owners.  But  a  far  more  controversial  issue 
nal  medicine,  especially  at  a  time  of  urgent  national 
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debate  about  human  health  care.  Americans  now  spend 
$9.8  billion  a  year  on  vet  services.  That  doesn't  include 
the  over-the-counter  drugs  and  other  supplies,  which  add 
$9.9  billion  in  costs. 

The  annual  compound  growth  rate  for  core  veterinary  ser- 
vices alone  has  been  about  10%  over  the  past  decade,  and  the 
menu  of  services  is  becoming  more  elaborate  by  the  month. 
Much  of  the  inflation  in  pet  care  is  due  to  medical  advances 
that  have  people  digging  deep  for  everything  from  root  canals 
for  aging  cats  to  cancer  surgery  for  rabbits.  "There  has  been 
an  evolution  of  the  entire  profession,"  says  Tom  Carpenter, 
president  of  the  American  Animal  Hospital  Assn.  "Pocket 
pets  and  animals  who  wouldn't  even  have  been  taken  to  vets 
now  go  for  regular  visits." 

Suzanne  Kramer  of  Chicago  spent  close  to  $380  on  vet 
visits  and  drugs  to  treat  a  tumor 
in  her  hamster,  Biffy,  before  he 
died  last  year.  "Some  might  say: 
'Well,  he's  just  a  hamster,'  but  I 
loved  him,"  says  Kramer.  Barbara 
Miers  of  Rochester,  N.Y.,  also  took 
her  son's  hamster,  Henry,  to  a  vet 
and  bought  antibiotics  for  a  tumor, 
even  though  the  animal  was  near- 
ing the  end  of  his  life  span  and  died 
shortly  after  the  final  treatment. 
For  Miers,  the  issue  had  parallels 
to  human  health.  As  she  puts  it: 
"Do  you  not  give  old  people  health 
care  because  the/re  old?" 
No  wonder  "it's  a  good  time  to  be  in  our  profession,"  as 
Carpenter  says.  A  vet's  job  has  become  more  wide-ranging 
and  thus  more  lucrative.  There  are  even  animal  grief  coun- 
selors to  help  families  cope  with  the  demise  of  beloved  pets. 
Not  only  is  state-of-the-art  technology  such  as  magnetic 
resonance  imaging,  wdth  costs  that  range  around  $1,500 
a  scan,  now  available  in  small-towTi  labs,  but  consumers' 
expectations  of  medical  care  have  been  transformed.  They 
want  the  same  best-in-class  care  for  their  pets  that  they 
want  for  themselves. 

Thaf  s  creating  a  market  for  new  products  like  Pfizer  Inc.'s 
dog-obesity  drug  Slentrol,  which  vdll  cost  $1  to  $2  a  day.  Rec- 
oncile, a  new  drug  from  Eli  Lilly  &  Co.  for  "canine  separation 
anxiety,"  is  based  on  the  active  ingredients  in  Prozac.  Lilly 
has  not  suggested  a  retail  price  for  Reconcile,  and  vets  have  a 
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lot  of  latitude  in  deciding  how  much  to  charge  for  it.  Overall, 
sales  of  pet  health  products  have  grown  at  a  compound  an- 
nual growth  rate  of  8.8%  in  recent  years,  more  than  double 
the  rate  in  the  late  1990s. 

There's  little  doubt  that  human-quality  care  has  helped  to 
extend  radically  the  life  span  of  pets.  Dogs  routinely  live  12  to 
14  years  now,  a  big  jump  from  the  average  a  few  decades  ago. 
John  Payne,  acting  CEO  of  Banfield,  the  Pet  Hospital,  likes  to 
boast  that  his  cat.  Gizmo,  stayed  perky  until  he  died  last  No- 
vember at  the  advanced 
age  of  23  Vi.  More  than 
60%  of  new  customers 
of  his  chain,  which  has 
more  than  600  locations 
nationwide,  enroll  their 
pets  in  wellness  plans. 
One  reason  is  that  stan- 
dard pet  insurance  often 
doesn't  cover  preventive 
care.  While  pet  insur- 
ance is  still  in  its  infancy, 
wdth  1%  of  ovmers  hav- 
ing coverage,  the  number 
of  clients  is  growing  by 
double  digits  each  year. 
Jamie  Ward  invested  in  a 
$25.77-a-month  plan  with 
Veterinary  Pet  Insurance 
(VPI)  for  her  American 
Staffordshire  terrier,  Loki, 
only  to  discover  that  it 
didn't  cover  any  of  the 
$2,000  in  expenses  for  a 
kneecap  injury.  (VPI  says 
it  abided  by  the  terms  of 
the  contract.) 

The  ever-expanding 
roster  of  drugs  and  treat- 
ment can  run  into  tens  of 
thousands  of  dollars  in  ex- 
penses, creating  a  dilem- 
ma for  owners.  Steve  Zane 
of  Hoboken,  N.J.,  choked 

slightly  when  a  veterinarian  presented  him  and  his  wife,  Lily, 
an  estimate  of  $3,700  to  help  cure  liver  failure  in  their  cat, 
Koogle,  over  Christmas.  "We  looked  at  each  other  and  said: 
Well,  he's  family,' "  recalls  Zane,  a  graphic  designer  who's  still 
paying  off  the  final  bill  for  the  recovered  cat.  "If  it  had  been 
$15,000, 1  think  we  would  almost  have  had  to  say  no." 

The  anthropomorphization  of  pets  has  also  created  the 
perception  that  they  have  human  problems  such  as  separation 
anxiety  and  depression.  While  a  number  of  vets  say  such  issues 
are  real,  especially  just  after  the  death  of  a  dog's  four-footed 
chum  or  the  removal  of  puppies,  others  say  it  simply  creates  yet 
more  opportunities  for  new  products.  Americans  are  expected  to 
spend  52%  more  on  medicines  to  treat  their  pets  this  year  than 
they  spent  five  years  ago.  Drugmakers  love  the  category  because, 
compared  with  human  drugs,  there's  less  risk  of  liability,  less 
competition,  and  less  pressure  to  switch  to  generics  because  so 
few  consumers  carry  pet  insurance.  Even  so.  Dawn  M.  Boothe, 
a  professor  of  clinical  physiology  and  pharmacology  in  the  Au- 
burn University  College  ofVeterinary  Medicine,  argues  that  "the 
recovery  of  costs"  for  drug  companies  may  take  a  long  time  as 
people  may  scoff  at  pricey  treatments  for  pets. 


Much  of  the  attention  is  going  to  the  growing  probli  * 
pet  obesity.  As  many  as  40%  of  dogs  are  estimated  to  be 
weight  or  obese,  with  similarly  high  rates  among  cats,  tl 
to  the  indulgent  habits  of  their  owners.  Being  plied  | 
carob  bonbons  all  day  while  getting  rolled  around  in  a 
terrain  stroller  (retail  price:  about  $210)  is  not  an  idea 
style  for  any  animal.  People  who  overeat  or  don't  get  en 
exercise  tend  to  draw  their  pets  into  the  same  behavior . 
say,  and  the  growing  inclination  to  regale  pets  with  l 

has  come  at  a  cost  to  ! 

waistline.  Along  witl 

ating  interest  in  new  I 

obesity  drugs,  it's  pre 

ing  interest  in  diet 

food.  It  has  also  en 

a  market  for  procecl 

including  pet  liposucj 

which  is  becoming 

common  in  cities  likdj 

Angeles  where  owncK 

used  to  getting  nipsij 

tucks  for  themselves.il 

And  for  some  pet 

ers,  no  medical  procel 

is   too   extreme.   Pll 

surgeons  offer  rhino;| 

ty,  eye  lifts,  and  othen 

metic  procedures  to  ( 

tone  down  certain  d' 

features,    from    dr 

eyes   to   puggish  ni 

Root  canals,  braces, 

even  crowns  for  chi| 

teeth  are  also  becoi 

more  popular. 

Some   might   que; 
whether  all  this  pr 
ing    and    pampering 
pets  has  the  making 
a  bubble  that  could 
owners  telling  Fido  t( 
his  own  damn  bone 
the  economy  takes  a  i 
After  all,  Paola  Freccero  admits  that  when  she  grew  up  in  ] 
sachusetts,  "Pets  were  pets.  You  didn't  dress  them,  you  d  j 
feed  them  special  food,  you  didn't  take  them  to  play  da  I 
But  thanks  to  the  advice  of  her  vet  and  what  she  read  or 
Internet,  she  wouldn't  serve  up  anything  but  the  best  foi 
puggle  (pug/beagle  mix),  Lucy,  including  treats  at  $2  ap 
And  from  the  moment  Eric  Olander  paid  $500  for  a  p 
ticket  to  get  a  stray  chow  chow  mix  from  Atlanta  to  his  h 
in  Los  Angeles,  the  dog  has  been  a  focal  point  of  his  life.  "1 
him  my  401(k)  with  paws,"  he  says,  "because  that's  wher'| 
my  money  goes."  ■ 

-With  Paula  Lehman,  Christopher  Mega  j 
andArlene  Weintraub  in  New 
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FOR  THE  LOVE  OF  PETS 

ONLINE:  A  narrated  slide  show,  tables,  and  more  on  consumers'  obsessio^f 
with  their  pets. 

PODCAST:  BW  Online  Editor-in-Chief  John  A.  Byrne  gets  the  story  behindl 
stop/  from  Senior  Writer  Diane  Brady 
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How  much  of  your  stored  data  can  you  afford  to  lose? 
I      At  CDW,  none  sounds  good  to  us. 


1 

EMC®  CLARiiON®  CX3  Model  40c 


•  Delivers  maximum  benefits  with  new  levels  of  performance, 
scalability,  flexibility  and  ease  of  use 

•  Provides  flexibility  to  mix  and  match  high-performance  and  low-cost 
drives  to  meet  different  service  levels  for  tiered  storage 

•  Supports  up  to  128  highly  available,  dual-connected  hosts  and  scales 
up  to  240  disk  drives  for  a  maximum  capacity  of  119TBps 

•  Available  in  a  Fibre  Channel-only  configuration  with  four  4GBps 
iSCSI  host  ports 


EMC®  NetWorker® 

•  Protects  critical  data  by  centralizing  and  accelerating  backup 
and  recovery  operations  across  heterogeneous  environments 


EMC®  Celerra®  NS  Series/Integrated 

•  Advanced  solutions  combine  high-performance  iSCSI  and  NAS 
with  dedicated  EMC''  CLARiiON  •  CX  networked  storage 


e  there  with  the  storage  solutions  you  need. 

[,  with  more  data  being  stored,  more  assets  are  at  stake.  And  there  is  a  big  difference  between  storage 
'ecure  storage.  At  CDW,  we're  there  with  storage  and  backup  specialists  that  will  work  with  you  to  find 
ght  solution  for  your  setup.  Then,  we'll  draw  from  a  full  line  of  top-name  storage  technology  so  you  cafl 
ise  capacity  and  reduce  risk.  So  call  today  and  make  sure  your  data  and  your  company  are  secure. 

CDW.com    800.399.4CDW 
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BEST 


GLOBAL 
BRANDS 

How  five  names  in  this  year's 
rankings  staged  their  turnarounds 

BY  DAVID  KILEY 


REVIVING  EVEN  A  STORIED  BRAND  isn't 
easy  once  consumers  have  a  negative  per- 
ception of  it.  Just  ask  Ford  or  Gap,  which 
lost  19%  and  15%  of  their  brand  value,  re- 
spectively, in  this  year's  BusinessWeek/ln- 
terbrand  annual  ranking  of  the  100  Best 
Global  Brands.  Even  such  perennial  win- 
ners as  Coca-Cola  (No.  1)  can  have  trouble 
boosting  their  brand.  The  beverage  giant  claimed  the  top  spot 
for  the  seventh  year  in  a  row  mostiy  because  it  is  big  and  every- 
where, but  it  failed  to  further  burnish  its  reputation  because 
its  move  into  healthier  drinks  and  snacks  has  yet  to  resonate. 


Still,  it's  possible  to  stage  a  brand 
comeback.  Several  such  stories  emerged 
in  this  year's  ranking,  which  is  compiled 
in  partnership  with  leading  global 
brand  consultant  Interbrand  Corp.  and 
calculates  brand  value  by  using  publicly 
available  data,  projected  profits,  and  such 
variables  as  market  leadership.  While 
it's  tempting  for  a  challenged  brand  to 
emulate  the  likes  of  Google  (No.  20),  Apple 
(No.  33),  or  Starbucks  (No.  88),  doing  so 
can  seem  audacious  at  best,  delusional  at 
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worst.  A  potentially  more  useful  exercise: 
examining  brands  that  have  stumbled  but 
recovered.  "Benchmark  brands  should 
be  studied,  but  solutions  can  seem  a  lot 
more  accessible  when  you  can  see  how 
someone  fell  and  picked  themselves  up," 
says  Interbrand  CEO  Jez  Frampton. 

Take  Nokia  Corp.  Given  its  No.  5 
ranking,  it  may  seem  crazy  to  consider 
the  Finnish  giant  a  comeback  story.  But 
it  is  one,  as  evidenced  by  a  12%  jump  in 
brand  value,  which  extends  a  rankings 


winning  streak  after  faltering  in  20» 
Nokia  realized  its  focus  on  makil 
cheap  handsets  for  the  developing  wa 
was  hurting  it  in  the  U.S.  and  Eura/ 
where  consumers  wanted  phones  til 
played  video  and  surfed  the  Web.  NoV 
released  high- end  phones  aimed  at  bi 
the  consumer  and  business  user  a 
is  showing  strength  in  emerging  a  l^; 
mature  markets  alike. 

Here  are  five  more  comeback  stori 
They  detail  Nintendo  Co.'s  success 
campaign  for  new  customers;  wl 
Audi  is  doing  to  catch  up  with  BM 
how  Hewlett-Packard  persuaded  c( 
sumers  that  it's  hip;  Burberry's  str 
egy  to  escape  the  taint  of  ubiquity;  a 
Citibank's  moves  to  reposition  itself 
a  (very  big)  local  bank. 


Nintendo 

DARING  TO  GO  AFTER  A  NEW  CROWD 


ler 


INTENDO'S   MARKETERS   H 

a  pretty  good  idea  that  the  n  [ 

Wii  player  would  be  a  gai 

changer,  thanks  to  a  newfang! 

wireless  controller  that  is  wielded  Iik( ,, 


N 
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t  saber.  And  yet  they  didn't  slap  the 
tendo  name  on  the  gadget.  Why? 
ause  the  company  wanted  to  make 
lear  that  the  Wii  was  not  just  for 
lers  but  was  also  a  home  entertain- 
it  system  for  all.  "I'm  not  concerned 
ut  the  spread  of  the  Wii  brand," 
5  Nintendo  President  Satoru  Iwata, 
cause  I  think  the  brand  name  of 
tendo  is  expanding  with  it." 
b  get  across  the  message,  Nintendo 
ed  its  advertising  with  a  savvy  PR 
paign.  The  company  identified  influ- 
al  bloggers  who  were  either  moms 
nembers  of  large,  multigenerational 
ilies.  Ahead  of  the  November,  2006, 
ich,  Nintendo  hosted  parties  for  the 
vidual  families  or  for  groups  of  the 
ns'  friends,  showing  them  how  easy 
Wii  was  for  anyone  to  use.  "You'd 
s  grandparents  picking  up  the  con- 


troller and  saying:  'Wow,  I  can  actually 
do  this,' "  says  Stephen  Jones,  executive 
vice-president  at  GolinHarris,  which  ran 
the  Wii's  PR  campaign.  "Grandparents 
could  see  this  as  a  new  way  to  play  with 
their  grandkids."  That,  along  with  men- 
tions ranging  from  TV  news  stories  about 
Wiis  in  nursing  homes  to  an  episode 
of  South  Park  featuring  a  Wii-coveting 
Cartman,  spurred  word-of-mouth  and 
buzz  in  all  age  groups. 

Unless  you've  been  living  under  a 
rock,  you  know  that  Nintendo's  Wii 
strategy  has  shaken  the  $30  billion  gam- 
ing industry.  The  innovative  player  has 
sold  well  (9.3  million  units  and  count- 
ing) and  set  Nintendo  apart  from  its 
rivals.  As  a  result,  the  company  surged 
seven  places,  to  No.  44,  in  this  year's 
ranking  and  boosted  its  brand  value  by 
18%.  Revenues  in  the  most  recent  quar- 


ter more  than  doubled  to  $2.83  billion, 
and  Nintendo  raised  its  annual  profit 
forecast  42%,  to  $2.04  billion. 


Audi 


HATCHING  A  PLAN  AND  STICKING  TO  IT 

THE  AUDI  BRAND  HAS  LONG  SUF- 
fered  in  comparison  with  its  more 
prestigious  German  rivals.  If  Wall 
Streeters  drove  BMWs  and  Mer- 
cedes-Benzes, Audi  was  embraced  by  sub- 
urban lawyers  and  the  like.  Now  that's 
changing.  Even  in  its  home  market,  where 
people  can  be  excessively  snooty  about 
their  wheels,  Volkswagen's  premium 
brand  has  been  ranking  high  in  consum- 
er surveys,  with  some  of  its  models  even 
placing  ahead  of  BMW  and  Mercedes. 

Ralph  Weyler,  the  management  board 
member  in  charge  of  global  sales  and 
marketing,  credits  a  plan  put  in  place  20 
years  ago  to  make  "bold  technological  and 
design  statements."Audi  gradually  gained 
respect  throughout  the  1990s  and  has  had 
a  slew  of  design  hits  of  late,  among  them 
the  R8  street  racer,  the  Q7  SUV,  and  the  AS 
coupe.  Models  like  these  are  transform- 
ing Audi  fi-om  a  mass-market  carmaker 
to  a  premium  one  and  help  explain  why 
the  brand  is  on  a  tear.  "An  organization's 
long-term  commitment  to  a  sound,  con- 
sistent plan  can  protect  a  company  fi-om 
a  lot  of  mistakes  that  hurt  brand  value," 
says  Interbrand's  Frampton. 

At  the  same  time,  Audi  has  been  lis- 
tening to  consumers.  A  survey  of  65,000 
people  worldwide  conducted  since  2001 
shows  that  Audi  now  trails  BMW  and 
Mercedes  by  only  a  narrow  margin  in  Eu- 
rope and  Asia.  In  the  U.S.,  the  automaker 
is  spending  heavily  to  polish  its  image.  A 
long-running  campaign  that  Americans 
found  vague,  themed  "Never  Follow," 
has  given  way  to  "Truth  in  Engineering." 
Global  sales  are  up  9.8%  overall  in  the  first 
half  of  this  year.  And  Audi  has  moved  up 
sLx  spots  in  the  rankings,  to  No.  68,  and 
increased  its  brand  value  17%. 


Hewlett-Packard 


CHALLENGING  THE  STATUS  QUO 

EGAINING  YOUR  POSITION  AS 
the  world's  biggest  seller  of  per- 
sonal computers  is  impressive, 
especially  when  just  two  years 
earlier  critics  were  clamoring  for  you  to 
get  out  of  the  PC  business  altogether. 

Credit  goes  to  CEO  Mark  Hurd,  who 
told  his  lieutenants  that  Hewlett-Packard 
Co.  had  to  stop  building  and  marketing 


R 


AuRust  6,  2007  I  BusinessWeek  I  57 


SpecialReport 


the  PC  as  if  it  were  a  commodity. 
Designing  PCs  that  consumers  actually 
want  was,  of  course,  the  starting  point. 
Besides  making  them  more  attractive,  HP 
included  such  features  as  the  ability  to 
check  e-mail  and  appointments  without 
wasting  precious  minutes  booting  up. 

The  marketing  team  then  went  about 
pitching  HP  PCs  as  a  personal  reflection  of 
consumers'  desires  and  needs.  Hence  the 
slogan:  "The  computer  is  personal  again." 
Last  summer  the  company  rolled  out  ads 
showing  hip-hop  mogul  Shawn  "Jay-Z" 
Carter  mixing  music  and  planning  tours 
using  an  HP  PC.  Rising  sales  and  market 
share  show  that  customers  increasingly 
see  HP's  products,  particularly  its  laptops, 
as  cooler,  hipper,  and  just  plain  better 
than  Dell  Inc.'s. 

Hurd  also  has  focused  on  HP's 
sprawling  global  operations,  using  the 
same  marketing  strategy  it  is  employing 
in  the  U.S.  to  ramp  up  consumer  sales  in 
emerging  markets.  In  Russia,  for  example, 
HP  has  recendy  started  mass  advertising 
and  selling  PCs  through  retailers. 

The  comeback  is  reflected  in  the 
rankings.  HP  has  gained  9%  this  year  in 
brand  value  and  18%  since  2005.  That 
follows  a  10%  slide  from  2004  to  2005. 
What's  more,  Hurd  managed  to  keep  his 
focus  on  the  business  even  as  his  board 
broke  into  open  warfare  following  a  spying 
scandal  that  dominated  the  business  news 
for  several  weeks  last  year. 


l\ 


Burberry 


MINING  THE  PAST  TO  SEIZE  THE  FUTURE 

WHEN  BRITISH  SOCCER  FANS 
began  donning  Burberry  hats 
en  masse  about  five  years  ago, 
it  became  clear  that  the  fashion 
icon  had  forfeited  some  of  its  prestige.  Dit- 
to when  a  British  soap  opera  star  appeared 
in  the  tabloids  with  her  new  baby  swad- 
dled head  to  toe  in  the  iconic  plaid  pattern. 
When  holiday  sales  tanked  in  2004,  Burb- 
erry knew  that  it  was  on  its  way  to  becom- 
ing overexposed.  It  was  time  to  retrench. 
Since  then,  Burberry  has  walked  a  carefiil 
line:  moving  beyond  plaid  without  disre- 
specting its  fashion  history. 

In  2006,  to  mark  its  150th  anniversary. 
Burberry  mined  its  design  archives  and 
launched  the  Icons  collection,  compris- 
ing luxury  handbags,  shoes,  boots,  trench 
coats,  and  small  leather  goods.  The  collec- 
tion combined  the  classic  Burberry  look 
with  such  flourishes  as  quilted  linings. 
Customers  applauded.  "If  s  a  blend  of  old 
and  new,  fimctional  yet  fashionable,"  says 
Chief  Financial  Officer  Stacey  Cartright. 
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The  Big  Winners 

For  the  second  straight  year,  Google  outpaced  the  pack 
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2007  BRAND  2006  BRAND 

VALUE  (SBILLICNS)     VALUE  ($BILLIONS) 


CHANGE  IN 
BRAND  VALUE 


GOOGLE 

17.84 

ZARA 

5.17 

APPLE 

U.04 

NINTENDO 

7.73 

STARBUCKS 

3.63 

12.38 

44% 

4.24 

22 

9.13 

21 

6.56 
3.10 


18 
17 


The  Big  Losers 

Motorola  falls  back  to  earth-and  Ford,  Gap, 
and  Kodak  keep  tumbling 

BRAND 

2007  BRAND 
VALUE  (SBILLIONS)      \ 

2006  BRAND 
ULUE($BILLI0NS) 

CHANGE  IN 
BRAND  VALUE 

FORD 

8.98 

11.06 

-19% 

GAP 

5.48 

6.42 

-15 

KODAK 
PIZZA  HUT 

3.87 

4.40 

-12 
-9 
-9 

4.25 

4.69 

MOTOROLA 

4.15 

4.57 

Meanwhile,  Burberry  began  to  do 
away  with  lower-end  products  such  as 
stadium  hats  and  scarves  that  retailed 
for  less  than  $50.  Originally  these  were 
aimed  at  vvdnning  younger  shoppers  who 
would  trade  up  later  on.  But  Burberry 
decided  they  undermined  the  brand  and 
were  too  easy  for  counterfeiters  to  copy. 

So  far,  the  new  direction  is  paying  off. 
Burberry  shares  are  up  almost  40%  in  the 
past  year  alone,  after  taking  four  years  to 
double  from  the  July,  2002,  initial  public 
offering.  And  the  company  moved  up 
three  places  in  the  rankings,  to  No.  95, 
and  watched  its  brand  value  jump  16%. 
With  its  brand  on  the  mend.  Burberry 
is  branching  out  into  jewelry,  such  as 
bracelets  that  employ  leather  to  mirror 
the  brand's  aesthetic,  but  skip  the  plaid. 


Citibank 

STAYING  BIG  BUT  GOING  LOCAL 

WALL  STREET  AND  SOME 
institutional  investors  continue 
to  push  for  a  breakup  of  Citi, 
which  they  say  should  choose 
between  being  an  investment  bank  or  a 
consumer  lender.  And  the  stock  is  still  lan- 
guishing. But  while  the  institutional  bank- 
ing side  of  the  house  has  suffered  setbacks 
under  Citigroup  CEO  Charles  "Chuck" 
Prince,  the  retail  and  consumer  side  of  the 
business  is  growing  and  was  the  primary 
driver  of  global  brand  value  in  2006.  In- 


deed, Citi  posted  a  9% 
and  held  on  to  its  pos)* 
as  the  No.  11  global  br 
thanks  to  a  concerted  e 
to  boost  its  retail  presenj  J  $ 

Citi  has  long  been  a  fa 
iar  brand,  but  it  also  shci 
customers  worldwide  oty 
tail  services.  In  the  U.S.\  * 
abroad,  it  badly  trailed ; 
rivals  as  Bank  of  Ame^,,, 
and  even  regional  banlfi  jji  ° 
terms  of  branch  and  i !  (.y| 
locations.  Whaf  s  mora  j(|; 
fees  tended  to  be  hiji ,: 
than  competitors'.  j.yj, 

As  it  opens  thousa  jfjj,^ 
of    branches    worldw^  ^^^ 
Citi  has  been  focusing  ^^ 
looking  more  local.  It' 
strategy  of  selling  itself 
"neighborhood  bank" 
one  with  the  resource 
the  global  giant  it  is, ; 
Ajay  Banga,  chairman  „j,, 
CEO  of  the  bank's  Gl^  t 
Consumer  Group.         ,  ^\^ 
Citi  is  going  to  its  « 
tomers  rather  than  the  other  way  aroi 
In  the  U.S.  it  put  ATMs  in  more  t 
5,000  7-Eleven  stores.  In  India,  it  hash 
opening  branches  on  corporate  campi 
In  Singapore,  its  branches  and  ATMi 
appearing  in  subway  stations.  Citi's  i 
global  ad  campaign,  "Let's  Get  It  Don 
replacing  "Live  Richly,"  reflects  its  focal 
consumers'  practical  banking  needs. 

Although  Citi  is  widely  viewed  as  a  I 

company,  Banga  says  the  goal  is  to  dd 

60%  of  its  consumer  business  outsidei 

U.S.  within  a  few  years,  from  around  ^ 

today.  To  win  over  South  Indians,  it  mi 

low-cost  loans  available  to  fisherwon 

In  Tlirkey,  it  dialed  down  service  fees 

interest  rates  on  credit  cards,  so  it  waa 

longer  the  priciest  bank  despite  its  prei 

um-brand  position.  "We  learned  not  to 

your  brand  to  stay  at  the  top  end  of  pric  i 

because  it  reduces  trust,"  says  Banga.  I. 

-With  Burt  Helm,  Louise . 

Gail  Edmondson,  Cliff  Edwards,  > 
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EXCLUSIVE  INTERVIEWS:  Chief  marketing  officer 
from  some  of  tfiis  year's  best  performers  talk  abou 
how  they  manage  their  brands. 

INTERACTIVE  TABLE  AND  SLIDESHOW:  Sort  ar 

click  through  the  hundred  best 

FIRST-TIMERS,  HAS-BEENS,  AND  WANNABES^ 

Read  about  the  companies  that  are  new  to  the 
ranking,  those  that  fell  off.  and  which  brands  are    . 
closest  to  breaking  into  next  year's  list.  Go  to        ^ 
businessweek.com/go/07/bestbrands. 
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unkings 

i  HE  100  TOP  BRANDS 

re's  how  Interbrand  calculates  the  power  in  a  name 


•'ERBRAND  TAKES  many  ingredients 
0  account  when  ranking  the  value  of  the 
st  Global  Brands.  Even  to  qualify  for  the 
:,  each  brand  must  derive  at  least  a  third 
arnings  outside  its  home  country,  be 
izable  outside  of  its  base  of  customers, 
ve  publicly  available  marketing  and 
al  data.  Those  criteria  eliminate 
veights  like  Visa,  which  is  privately-held, 
il-Mart,  which  sometimes  operates 
different  brand  names  internationally 
and  only  ranks  the  strength  of  individual 
names,  not  portfolios  of  brands,  which 
Procter  &  Gamble  doesn't  show  up. 
5  are  not  ranked  because  it's  too  hard 
irate  their  brands' impact  on  sales  from 
;  such  as  routes  and  schedules.  And 
ar,  Interbrand  removed  pharmaceutical 
ifrom  the  ranking  because  consumers 
ly  relate  to  the  product  rather  than  the 
ate  brand.  Insurance  companies  were 


added  because  they  have  begun  to  differentiate 
themselves  and  create  household  names. 
BUSINESSWEEK  CHOSE  Interbrand's 
methodology  because  it  evaluates  brand  value 
in  the  same  way  any  other  corporate  asset  is 
valued-on  the  basis  of  how  much  it  is  likely  to 
earn  for  the  company  in  the  future.  Interbrand 
uses  a  combination  of  analysts'  projections, 
company  financial  documents,  and  its  own 
qualitative  and  quantitative  analysis  to  arrive  at 
a  net  present  value  of  those  earnings. 
STEP  ONE  is  calculating  how  much  of  a 
company's  total  sales  fall  under  a  particular 
brand.  In  some  cases  the  brand  encompasses 
nearly  all  sales,  as  with  McDonald's.  In  others 
it  is  tied  to  only  one  set  of  products:  Marlboro 
within  Altria  Group.  Using  reports  from 
analysts  at  JPMorgan  Chase,  Citigroup,  and 
Morgan  Stanley,  Interbrand  projects  five  years 
of  sales  and  earnings  tied  to  each  brand's 
products  and  services. 


STEP  TWO  is  calculating  how  much  of 
those  earnings  result  from  the  power  of  the 
brand  itself.  To  do  this,  Interbrand  strips  out 
operating  costs,  taxes,  and  charges  for  the 
capital  employed  to  arrive  at  the  earnings 
attributable  to  intangible  assets.  The  brand's 
role  is  then  estimated  within  those  earnings 
vs.  other  intangible  assets  such  as  patents  and 
management  strength. 
FINALLY,  those  future  earnings  are 
discounted  to  arrive  at  a  net  present  value. 
Interbrand  discounts  against  current  interest 
rates  and  also  against  the  brand's  overall 
risk  profile  to  factor  in  brand  strength. 
Considerations  include  market  leadership, 
stability,  and  global  reach-or  the  ability  to 
cross  both  geographic  and  cultural  borders. 
The  final  result  values  the  brand  as  a  financial 
asset.  BusinessWeek  and  Interbrand  believe 
this  figure  comes  closest  to  representing  a 
brand's  true  economic  worth. 


2007  2006 

BRAND  BRAND 

VALUE  VALUE 

SMILLIONS  SMILLIONS 


PERCENT    COUNTRY     DESCRIPTION 
CHANGE         OF 

OWNERSHIP 


2  MICROSOFT 

58,709 

56,926 

3% 

3  IBM 

57,091 

56,201 

2% 

1  COCA-COLA 

2  Mil 

3  IBI\ 

4  GE 

6  NOKIA 

7  TOYOTA 

5  INTEL 

9  MCDONALD'S 

8  DISNEY 

10  MERCEDES-BENZ 

11  CITI 

13  HEWLEH-PACKARD 
15  BMW 

12  MARLBORO 

14  AMERK^  EXPRESS 


65,324 
58,709 
57091 
51,569 
33,696 
32,070 
30,954 
29,398 
29,210 
23,568 
23,443 
22,197 
21,612 
21,283 
20,827 


67000 
56,926 
55,201 
48,907 
30,131 
27941 
32.319 
27501 
27,848 
21,795 
21,458 
20,458 
19,617 
21.350 
19,641 


-3% 
3% 
2% 
5% 
12% 
15% 
-4% 
7% 
5% 
8% 
9% 
9% 
10% 
0% 
6% 


U.S, 

U.S. 

U.S. 

U.S. 
Finland 
Japan 

U.S. 

U.S. 

U.S. 
Germany 

U.S. 

U.S. 
Germany 

U.S. 

U.S. 


Still  No.  1,  but  consumers'  shift  from  soda  in  the  West  has  hurt  Coke.  Success 
with  Coke  Zero  hasn't  made  up  for  Coca-Cola  Classic's  continued  loss  of  share. 

The  launch  of  its  Windows  Vista  operating  system,  coupled  with  its  Xbox  game 
console,  keeps  the  software  giant's  latest  technology  in  front  of  consumers. 

Big  Blue's  ads  promise  to  make  customers  feel  "special."  With  powerful  software, 
servers,  and  sophisticated  services,  it's  delivering. 

With  big  bets  in  China  and  an  accelerating  push  to  go  green,  GE  aims  to  be  the 
earth-friendly  global  brand. 

Nokia  built  its  brand  at  both  ends  of  the  market,  with  high-end  multimedia  hand- 
sets for  upscale  buyers  and  low-priced  phones  for  emerging  countries. 

Quality  concerns  have  increased  overall,  but  Toyota's  reliability  and  its  hybrid 
strategy  are  leaving  auto  rivals  trailing.  ;/■■, 

Intel  shored  up  its  position  as  the  world's  leading  chipmaker  but  sub-brands 
such  as  the  Viiv  entertainment  PC  and  Core  processors  failed  to  resonate. 

McDonald's  continues  to  move  beyond  its  burgers-and-fries  image  with  a  growing 
selection  of  healthy  foods  and  stylishly  remodeled  restaurants. 

Disney  picks  franchises  it  can  sell  throughout  the  Magic  Kingdom,  from  movies 
to  theme  park  rides.  The  strategy  has  paid  off  handsomely 

New  models  have  helped  repair  a  badly  dented  reputation  for  quality,  but  sales  are 
up  only  1.8%  for  the  first  haif  of  the  year,  trailing  gains  by  rivals  BMW  and  Audi. 

The  folding  of  the  Citi  umbrella  logo  demonstrates  that  strong  brands  can  tran- 
scend their  visual  identity  and  continue  to  add  value  during  transitions. 

HP  last  fall  edged  out  Dell  as  the  world's  largest  PC  maker  by  market  share. 
Sleek  new  laptops  are  helping  boost  its  consumer  business. 

It  hit  home  runs  with  its  revamp  of  the  3  Series  and  the  Z4  coupe.  But  with  Mer- 
cedes on  the  mend  and  Audi  and  Lexus  coming  on,  it  can't  afford  any  mistakes. 

Its  latest  brand  extension,  Marlboro  Menthol,  is  a  hit,  but  smoking  bans  and  the 
threat  of  higher  taxes  have  hurt. 

Although  still  the  preeminent  credit-card  brand,  American  Express'  focus  on 
points  and  co-branded  cards  could  be  risky  to  its  long-term  brand  value. 


August  5,  2007  I  BusinessWeek  I  59 


SpecialReport  I  Rankings 


RANK 

2007/2006 


2007  2006  PERCENT    COUNTRY      DESCRIPTION 

BRAND  BRAND  CHANGE  OF 

VALUE  VALUE  OWNERSHIP 

SMILLIONS  $MILLIONS 


16  16  GILLETTE  20,415 

17  17  LOUIS  VUITTON  20,321 

18  18  CISCO  19,099 

19  19  HONDA  17,998 

20  24  GOOGLE  17837 

21  20  SAMSUNG  16.853 

22  21  MERRILL  LYNCH  14,343 

23  28  HSBC  13,563 

24  23  NESCAFE  12.950 

25  26  SONY  12,907 

26  22  PEPSI  12,888 

27  29  ORACLE  12,448 

28  32  UPS  12.013 

29  31  NIKE  12.004 

30  27  BUDWEISER  11.652 

31  25  DELL  11.554 

32  33  JPMORGAN  11.433 

33  39  APPLE  11.037 

34  34  SAP  10,850 

35  37  GOLDMAN  SACHS  10.663 

36  35  CANON  10.581 

37  36  MORGAN  STANLEY  10.340 

38  41  IKEA  10,087 

39  42  UBS  9.838 

40  40  KELLOGG'S  9  34i 

41  30  FORD  8.982 

42  48  PHILIPS  7741 

43  44  SIEMENS  7.737 

44  51  NINTENDO  7730 
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19.579 

4% 

U.S. 

17,606 

15% 

France 

17532 

9% 

U.S. 

17049 

6% 

Japan 

12,376 

44% 

U.S. 

16,169 

4% 

S.  Korea 

13,001 

10% 

U.S. 

11,622 

17% 

Britain 

12,507 

4% 

Switzerland 

11,695 

10% 

Japan 

12,690 

2% 

U.S. 

11,459 

9% 

U.S. 

10,712 

12% 

U.S. 

10,897 

10% 

U.S. 

11,662 

0% 

U.S. 

12.255 

-6% 

U.S. 

10.205 

12% 

U.S. 

9.130 

21% 

U.S. 

10.007 

8% 

Germany 

9.640 

11% 

U.S. 

9.968 

6% 

Japan 

9.762 

6% 

U.S. 

8.763 

15% 

Sweden 

8.734 

13% 

Switzerland 

8.776 

6% 

U.S. 

11.056 

-19% 

U.S. 

6.730 

15% 

Netherlands 

7828 

-1% 

Germany 

6.559 

18% 

Japan 

Gillette  owns  the  men's  shaving  category  by  innovating  and  spending  heavil 
advertising.  Future  growth  depends  on  the  women's  shaving  business. 

The  world's  most  powerful  luxury  brand  rolls  on.  expanding  in  China  and  oti 
emerging  markets  as  it  introduces  Vuitton-branded  jewelry  and  eyewear 

Although  its  presence  on  the  Internet  is  mostly  behind  the  scenes,  the  networking 
continues  to  invest  in  pricey  image  ads  in  advance  of  a  bigger  push  into  consume 

Small,  fuel-efficient  cars  and  big  investments  in  hybrids,  "clean"  diesels,  anc 
other  green  technologies  make  Honda  a  darling  of  the  environmentalists. 

Despite  fears  of  Google's  growing  power  as  it  moves  into  services  beyond  se 
the  brand  still  appeals  to  consumers  and  businesspeople. 

Samsung  is  the  leader  in  LCD  panels  and  now  No.  2  in  mobile  phones.  But  I 
quarter's  results  were  tepid  and  next  year  could  be  tougher. 

Merrill's  push  into  private  equity  and  Asia  solidifies  the  firm's  position  as  a  g 
brand  that  spans  brokerage,  investment  banking,  and  wealth  management. 

Despite  becoming  embroiled  in  the  subprime  mortgage  mess,  global  demari 
credit  cards,  mortgages,  and  loans  continues  to  drive  growrth. 

Expanding  beyond  instant  Java.  Nescafe  is  introducing  upmarket  coffee-base' 
drinks.  In  Europe,  it  rolled  out  Dolce  Gusto,  a  coffeemaking  machine. 

The  success  of  the  Sony-Ericsson  mobile  phones,  flat-panel  TVs,  and  digitali 
cameras  have  helped  mitigate  a  rough  start  with  the  Playstation  3. 

While  soft  drinks  are  losing  their  fizz  in  the  U.S.  and  Europe,  Pepsi  remains  ; 
strong  in  growing  markets  such  as  India, 

Skeptics  had  their  doubts  about  Oracle's  expensive  acquisitions,  but  the  mol 
seem  to  be  paying  off. 

Its  successful  expansion  across  new  markets  throughout  Europe  and  Asia  is 
testament  to  the  consistency,  strength,  and  recognition  of  "Brown,"  the  bran* 

The  Innovative  Nike-n  Web  site  kept  Nike  on  the  cutting  edge  in  sports.  Meara 
while,  business  is  up  40%  in  India,  and  China  is  growing  fast,  too. 

Bud  Light  sales  continued  to  grow,  but  the  marquee  product  is  under  attack  I 
imports  and  increasingly  popular  U.S.  craft  brews. 

While  rivals  Apple  and  HP  climb,  Dell  continues  to  struggle.  The  company  has^ 
pledged  to  shake  up  its  consumer  unit,  recently  launching  laptops  in  bright  co4 

JPMorgan  has  been  critical  to  the  growth  of  the  hedge  fund  business,  makin,» 
risky  asset  class  acceptable  to  risk-averse  investors. 

Can  you  say  iPhone?  From  innovative  products  to  memorable  ads.  few  comd 
know  how  to  tug  the  heartstrings  of  digital  consumers  the  way  Apple  doesJij 

SAP  is  penetrating  the  midsize  company  market,  but  its  image  could  be  hurt  by  ai* 
admission  that  a  U.S.  subsidiary  improperly  downloaded  documents  from  rival  Oit 

Goldman  maintains  its  position  as  Wall  Street's  gold  standard,  and  leads  thd 
pack  by  raking  in  investment  banking  advisory  fees  and  private  investments.)! 

Technology  developments  in  its  pro-level  cameras  and  its  computer  periphef 
are  helping  Canon  keep  its  advantage  against  competitors. 

Morgan  Stanley  is  revving  up  its  asset  and  wealth  management  services  to  buj 
more  high-octane  investments  to  wealthy  individuals. 

Swedish  for  style.  Ikea  has  made  design  affordable  for  the  masses.  A  renewe«l 
push  into  Japan  and  expansion  in  China  is  fueling  growth. 

The  "You  &  Us"  brand  campaign  attracted  high-net-worth  individuals  to  its  wealth-rw 
agement  business.  But  the  departure  of  the  CEO  and  subprime  woes  could  hurt  thii^ 

Having  pledged  not  to  market  sugary  foods  to  kids  under  12.  Kellogg  is  using 
innovation  machine  to  turn  out  more  nutritious  products. 

While  new  CEO  Alan  Mulally  searches  for  a  global  CMO,  he  is  selling  ill-fittinjl( 
luxury  divisions  to  concentrate  on  the  Ford  brand  worldwide. 

After  ditching  its  volatile  semiconductors  unit,  Philips  is  focused  on  becomin 
health  and  lifestyle  technology  powerhouse. 

Improved  profitability  and  a  more  focused  corporate  structure  is  offsetting  tij I 
negative  effects  of  a  management  turmoil  caused  by  a  bribery  scandal— for  P* 

The  launch  of  the  Wii  transformed  Nintendo  from  a  quirky  also-ran  in  game 
consoles  into  the  market's  innovation  leader. 
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SOME  PERFECTION  IS  DEBATABLE. 


"-^     SOME  IS  NOT 

Made  by  hand  from  100%  blue  agave. 
The  world's  #1  ultra-premium  tequila. 


SIMPLY  PERFECT. 

simp!yperfect.com 


»ct  way  to  enjoy  Palron  is  responsibly 
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45  45  HARLEY-DAVIDSO 

H        7718 

7739 

0% 

U.S. 

46  46  GUCCI 

7697 

7158 

8% 

Italy 

47NEWAIG 

7490 

New 

New 

U.S. 

48  47  EBAY 

7456 

6,755 

10% 

U.S. 

49NEWAXA 

7327 

New 

New 

France 

50  49  ACCENTURE 

7296 

6,728 

8% 

Bermuda 

51  53  L'OREAL 

7045 

6,392 

10% 

France 

52  50  MTV 

6,907 

6.627 

4% 

U.S. 

53  54  HEINZ 

5.544 

6.223 

5% 

U.S. 

54  56  VOLKSWAGEN 

6,511 

6.032 

8% 

Germany 

55  55  YAHOO! 

6,067 

6.056 

0% 

U.S. 

56  57  XEROX 

6,050 

5.918 

2% 

U.S. 

57  58  COLGATE 

6,025 

5.633 

7% 

U.S. 

58  61  CHANEL 

5,830 

5.156 

13% 

France 

59  59  WRIGLEY'S 

5,777 

5,449 

6% 

U.S. 

60  60  KFC 

5,682 

5,350 

6% 

U.S. 

61  52  GAP 

5,481 

6,416 

-15% 

U.S. 

62  65  AMAZON.COM 

5,411 

4.707 

15% 

U.S. 

63  63  NESTLE 

5,314 

4.932 

8% 

Switzerland 

64  73  ZARA 

5.165 

4,235 

22% 

Spain 

65  62  AVON 

5,103 

5,040 

1% 

U.S. 

66  68  CATERPILLAR 

5,059 

4,580 

10% 

U.S. 

67  67  DANONE 

5,019 

4.638 

8% 

France 

68  74  AUDI 

4,866 

4,165 

17% 

Germany 

69  71  ADIDAS 

4,767 

4,290 

11% 

Germany 

70  54  KLEENEX 

4,600 

4,842 

-5% 

U.S. 

71  72  ROLEX 

4,589 

4,237 

8% 

Switzerland 

72  75  HYUNDAI 

4,453 

4,078 

9% 

S.  Korea 

73  81  HERMES 

4,255 

3,854 

10% 

France 

Long  a  brand-management  model.  Harley  is  looking  to  Generation  X  and  Y  b 
baby  boomers  get  too  old  to  mount  up,  t 

It  has  come  a  long  way  from  men's  loafers,  with  a  fast-growing  network  of  gh 
boutiques  selling  designer  Frida  Giannini's  knitwear  and  accessories. 

The  insurer  is  pushing  harder  to  make  a  name.  Its  sponsorship  of  Manchestt 
United  puts  AIG  in  front  of  millions  of  fans  throughout  Asia  and  Europe. 

As  its  core  auction  business  has  slowed,  eBay  has  used  savvy  advertising  lilj 
"It"  campaign  to  keep  its  brand  current. 

A  push  by  this  French  insurer  to  raise  its  profile  has  paid  dividends,  as  it  deb 
on  the  list  for  the  first  time  this  year. 

Of  all  of  the  Western  IT  services  giants.  Accenture  has  done  a  superior  job  at' 
using  low-cost  Indian  outfits  to  accentuate  its  consulting  skills. 

The  global  No.  1  beauty-products  company  is  ringing  up  healthy  sales  of  skin 
products  targeting  older  women,  while  experimenting  with  new  ideas. 

Despite  a  slip  in  U.S.  ratings  and  threats  from  MySpace,  MTV  continued  to  bi'| 
leader  in  defining  youth  culture,  thanks  to  its  global  presence. 

By  focusing  on  more  individual  marketing  efforts  such  as  art  competitions  fc  | 
ketchup  packets,  Heinz  is  giving  its  brand  more  personality. 

New  models  are  selling  in  Europe  and  Asia.  But  it  has  to  show  it  can  conqueij 
U.S.  market  with  something  besides  the  aging  Beetle. 

After  losing  momentum  and  a  CEO  during  the  past  12  months.  Yahoo  must  ri 
its  search  ad  business  and  its  brand  image  as  well. 

Investing  in  research  that  will  help  the  paper  industry  better  manage  forest  ii 
is  Xerox'  attempt  to  demonstrate  environmental  responsibility. 

Going  beyond  traditional  ads  and  in-store  promotions,  Colgate  has  stepped  t 
attempts  to  build  relationships  with  dental  professionals. 

CEO  Maureen  Chiquet  boosted  the  consumer-research  budget  and  is  targetirt 
younger  customers  by  selling  through  avant-garde  boutiques. 

Strong  growth  in  China  and  extensions  into  products  such  as  mints  and  choc 
lates  gave  Wrigley's  brand  a  bump. 

China  has  an  appetite  for  fried  chicken,  and  KFC  is  now  the  country's  bigge: 
fastest-growing  restaurant  chain,  with  2,000  locations. 

The  once-iconic  brand  failed  to  offer  either  the  basics  or  trendy  items  that  custO' 
crave.  It's  now  counting  on  a  former  high-end  designer  to  reinvigorate  its  appars' 

Finally  viewed  by  consumers  as  the  superstore  it  always  tried  to  be,  Amazon  ' 
adding  cool,  participatory  Web  services  that  may  enhance  its  brand  image. 

Although  best  known  for  chocolate,  it's  counting  on  other  products,  including 
baby  foods  and  bottled  water,  to  fuel  future  growth. 

The  best-known  of  Spanish  parent  company  Inditex'  stable  of  stylish  clothing 
brands,  Zara  is  opening  stores— more  than  one  a  day— across  the  globe. 

A  dismal  2005  forced  the  elimination  of  25%  of  its  products  and  seven  layer; 
management,  but  ad  spending  got  an  83%  boost  in  2006. 

In  addition  to  building  durable  equipment.  Caterpillar  builds  customer  loyalt; 
making  service  calls  no  matter  how  tough  or  remote  the  terrain.  [• 

Despite  a  nasty  legal  dispute  with  its  Chiaese  partner,  sales  of  dairy  products 
bottled  water  are  booming.  It  sold  its  cookie  business  to  Kraft  Foods. 

A  slew  of  dream  machines  such  as  the  A5  coupe,  TT  roadster,  and  R8  sportsc  L 
is  polishing  Audi's  image  as  a  serious  rival  to  BMW  and  Mercedes. 

Building  on  a  boost  from  the  2006  World  Cup  in  Germany,  Adidas  showed  it 
could  exploit  star  endorsers  like  David  Beckham  on  the  Internet  as  well  as  or 

Because  it  has  failed  to  articulate  a  difference  between  the  Kleenex  brand  ani 
other  tissues,  consumer  demand  has  been  waning. 

Still  the  benchmark  for  luxury  watches,  its  strong  performance  in  China  has 
further  burnished  the  brand. 

Having  improved  the  quality  and  reliability  of  its  cars.  Hyundai  is  pushing  tof 
upscale  by  introducing  premium  models. 

Playing  catch-up  with  Vuitton.  the  Paris  leather-goods  house  plans  to  triple  it 
network  of  boutiques  in  China  over  the  next  five  years. 
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Amencans  still  love  pizza,  but  the  chain  hasn't  been  able  to  differentiate  rtsel 

effectively  from  nvals  or  competing  grocery-store  pies. 

The  revamped  911  sports  car  and  posh  $70,000  Cayenne  SUV  have  stoked  a 
10-year  winning  streak. 

CEO  Tom  Glocer  has  turned  the  venerable  news-agency -cum-financial-C3:3-c 
vider  around  and  merged  it  with  Thomson  making  it  a  big  player  in  data 

Motorota's  failure  to  fodow  its  Razr  with  another  hit  cefl  phone  was  eracertjat 

by  the  death  of  the  company's  chief  marketer  Geoffrey  Frost,  in  late  2005. 

Panasonic  enioyed  robust  sales  in  ttie  piasma  TV  category.  Improved  custcm 
support  and  product  devetopment  have  also  aided  the  company's  tuma-  :unc 

Sales  have  been  hot.  thanks  largely  to  cheaper  silver  ieweiry.  That  couid  htrt 
little  blue  txw's  preniium  cachet 

:  ^oste^ed  goodwill  by  plastering  its  name  on  a  World  Cup  soccer  stad  ..- 
sccpsonrg  events  such  as  the  2006  India-F^kistan  Cncket  Test  Series. 

Innovative  home  mortgages  and  insurance  and  inwesbnent  in  the  Renault  Fit 
combine  a  state-of-the-art  image  with  high  earnings  for  this  financial  Institub 

In  spite  of  new  digital  cameras  and  entering  the  ink-|et  pnnter  business  .■■  r- 
inexpensive  ink  technology,  the  Kodak  brand  continues  to  lose  luster 

Its  ultra-prenriiim  jewelry  and  watches  are  seWngbrisKly  C  :  itza 

ing  its  range  of  kwer-priced  goods  such  as  perftme  and  s^  ^ 


Oil  spills  in  Alaska  and  a  disastrous  2005  refinery  explosion  in  Texas  have  im 
mined  tfie  promise  of  'Beyond  Petroleum." 

Product  innowations.  such  as  smaller  package  sizes  and  a  new  Kne  of  Fic  .oer 
Rose  champagnes,  helped  keep  the  sferkle  in  Most  sales. 

Kraft  has  something  in  the  pantry  of  199  out  of  every  200  homes  in  Ar-e-  :3. 
ProtJtem  is.  many  of  these  brands— think  Jeli-o  or  Velveeta— are  old  arc  -  ed  ( 

Its  popularity  with  hip4npsineefs  fueled  spectacular  growth  in  recent  years.  ^ 
now  the  cognac  needs  Id  find  new  fans. 

With  2.400  new  stores  opening  glotjally  in  2007.  Startxjcks  continues  to  i 
itself  the  worlds  ubiquitous  coffee  shop. 


World  Cup  and  fiestrval  sponsorshqss  have  buiit  traction  with  consumers,  but 
OuraceH  taces  a  tough  road.  Batteries  are  a  commoci^  category  rife  with 

Facing  a  saturaiei^  b  S.  market  ^or  'ts  famed  baby  goods.  J&J  is  searc^  -;  ".r 
markets  in  developing  countnes  such  as  China  and  India. 


Despite  mixed  success  with  new  bottled  drinks  Gke  Raw  Tea  and  Smirnoff 
Smirnoff  conhnues  to  be  the  No.  1  vodka  tirand 


1 


New  high-powered  hybrids  keep  Lexus  at  the  forefront  of  the  U.S.  luxury  Tiart^ 
but  European  and  Japan  German  marques  are  formidable  rivals.  \j 


Shell  was  damped  by  a  scandal  over  overstated  reserves,  but  rt  is  tiack 
in  a  strong  oil  market 


Playing  on  its  trendsetting  image  in  Italian-chic  bags,  shoes,  and  dothing, 

is  pushing  the  frontier  of  brand  extension  with  the  LG  Prada  phore 

Revenues  and  margins  are  on  ttie  rise  as  the  label  focuses  m,-r=  -    -  ,- 
accessones  such  as  handtjags  and  perfumes,  where  the  mj; 

Nivea  extended  its  familiar  blue-and-white  packaging  to  nevi.  ,:-;c_;:;   ; 
an  anti-cellulite  cream,  while  pushing  into  emerging  countnes. 

The  recent  launch  of  super-premium  mobile  phones  is  helping  LG  male 
run  around  cost  wars. 

A  reliance  on  larger,  less  fuel-efficient  vehicles  has  hurt  Nissan's  envii 

credentials,  but  lew  models  may  bolster  the  company's  brand. 


B.^ 


rM- 


f 


On  its  40th  anniversary.  Ralph  Lauren's  iconic  American  fashion  brand  is 
to  expand  its  reach  in  emerging  markets. 

-■^er  separating  (rertz  from  Ford,  private  equity  owners  nave  been  slasf""^gci 
""avel  agents  and  customers  are  worried  the  cutbacks  could  hurt  ser.'ce 


I  ne  zrzrti  va  uat  ors  ;-2  a  .:c.-  di.o.,c  >  available  mfarmabon.  whicfi  has  not  been  indeperxtenay  awestieated  by  Intertrand.  Valuations  do  not  represent  a  guarar* 

future  perorrnance  ;f  tie  zr^-cs  ar  companies. 

Data:  interorand.  JPVorga'-  Crase  &  Co..  Ctbgroup.  Morgan  Stanley. 
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VlcGraw-Hill  Construction 
)ustom  Market  Research 

lain  valuable  insight 
rom  a  name  you  trust 


:A6Ra 


MKrlutlnx  Research  Auodatlon 


Turn  to  McGraw-Hill  Construction's  Custom  Market 
Research  team-and  our  extensive  construction 
market  expertise-for  the  information  and  insights 
you  need  to  make  smarter,  better  business  decisions. 

Reliable,  timely,  value-driven  solutions: 

•  Brand  Equity/Product  Avi/areness 

•  Construction  Market  Projections 

•  New  Product  Development 

•  Customer  Satisfaction 

•  Competitive  Intelligence 

•  Price  Elasticity 

Call  866.239.4261 

or  email  brian_tonry@mcgraw-hill.com 

for  your  FREE  consultation 

or  go  to  dodge.construction.com/analytlcs/ 


onstructIom Research  and  Analytics 
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RISE^RUPE 

Tech  companies  and  exporters  are  losing 
profits  as  the  currency  continues  to  rise 

BY  MAN JEET  KRIPALANI  AND  NANDINI LAKSHMAN 


ON  JULY  20,  A  GROUP  OF  INDIAN  BUSINESSMEN  GATHERED  in 

Mumbai  to  listen  to  a  presentation  entitled  "How  to  Deal  with 
the  New,  Improved  Rupee."  Yet  for  this  crowd— mosdy  smaUish 
exporters  of  textiles  and  commodities— the  rupee's  10%  appre- 
ciation against  the  dollar  this  year  feels  more  like  a  punishment 
than  an  improvement.  Jamal  Mecklai,  the  risk-management 
consultant  giving  the  talk,  explained  that  the  currency's  unprec- 
edented show  of  strength  is  a  sign  of  India's  increasing  impor- 
tance in  the  global  economy.  "India  has  grown  up,"  he  said. 

And  it  has  done  so  in  a  hurry.  A  key  manifestation  of  global- 
ization has  been  a  rebalancing  of  the  world's  currencies,  as  the 
dollar  has  fallen  to  new  lows  and  the  euro  has  hit  all-time  highs. 
Few  developments,  though,  have  been  as  unexpected  as  the 
strength  of  the  rupee,  which  since  March  seems  to  have  turned 
from  a  perennial  weakling  into  a  surging  up-and-comer. 

Blame  it  on  India's  red-hot  economy.  After  decades  of  put- 
tering along  at  about  3.5%  a  year,  the  country  is  averaging 
growth  of  9%  or  better  annually,  powered  by  a  vibrant  info- 
tech  services  sector  and  exploding  consumer  demand.  Whaf  s 
more,  India  is  awash  in  foreign  money:  $25.2  billion  poured 
in  during  the  fiscal  year  that  ended  in  March,  up  25%  from 
2005,  attracted  by  deregulation  of  sectors  such  as  retail  and 
real  estate  and  a  roaring  stock  market. 

Although  the  currenq'^  was  decoupled  from  the  dollar  and  made 
partially  free  in  1993,  the  central  bank  has  since  operated  a  "man- 
aged float,"  intervening  in  the  market  to  smooth  out  volatility  but 
not  to  hold  down  the  rupee's  value.  However,  the  Reserve  Bank  of 
India  has  been  largely  overwhelmed  by  the  foreign  ftmds  rushing 
in— money  it  can't  mop  up  completely  vvathout  provoking  infla- 
tion. So  it  imteathered  the  rupee.  "It  was  hard  to  fight  the  tide," 
says  Chetan  Ahya,  chief  economist  for  India  at  Morgan  Stanley. 
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Indians  don't  quite  know  what  to  make  of  the  nil 
levitating  act.  Some  say  it  puts  the  country's  hard-won  ct 
gains  in  jeopardy:  Exports  now  make  up  13%  of  gross  dolt 
tic  product,  up  fi-om  9%  a  decade  ago  (although  still  fari 
China's  38%).  A  particular  worry  is  that  India  could  be  c« 
ground  to  Asian  economies  that  manage  their  currencies  a 
actively— notably  China,  which  has  refused  to  float  the  y} 
"We  are  losing  our  competitiveness  to  China,  Korea,  Tai) 
and  Singapore... and  the  Reserve  Bank  is  allowing  the  rup 
appreciate?"  growls  New  Delhi  economist  Surjit  Bhalla.  i 


Wage  Squeeze 

NO  SECTOR  IS  MORE  EXPOSED  to  the  effects  of  a  stronn, 
pee  than  the  dynamic  IT  services  industry,  which  brougi 
about  $35  billion  in  export  revenues  last  year.  The  top  fo' 
companies— Tata  Consul  tart  cy  Services,  Infosys  Technolci 
Wipro,  and  Satyam  Computer  Services— are  all  complaj 
that  the  currency's  strength  is  crimping  margins.  Profitai 
across  the  sector  fell  by  8%  in  the  most  recent  quarter, 
rupee  pressure  is  a  concern,"  says  Azim  H.  Premji,  chaii 
of  Wipro.  "We  have  to  squeeze  efficiencies  in  cost,  operat 
supply  chain,  and  processes."  Still,  v^dth  margins  of  25 
30%,  "the  big  boys  are  in  a  position  to  take  a  hit  for  a  wl 
says  Kiran  Kamik,  president  of  the  powerful  Indian  soft- 
association  Nasscom. 

The  pressure,  though,  won't  let  up  on  the  IT  players.  'W 
have  risen  by  more  than  15%  in  the  past  year,  and  the  < 
is  amplified  by  a  strong  rupee,  since  most  of  the  compaf 
sales  are  in  dollars.  The  strength  of  the  rupee  is  "an  additJi 
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sales  are  in  dollars.  The  strength  of  the  rupee  is  "an  additional 
reason  to  convince  customers  they  have  to  help  us,"  says  Ra- 
malinga  Raju,  chairman  of  Satyam,  which  boosted  prices  by  an 
average  of  2%  in  the  first  quarter. 


Buying  Binge 


INDIA'S  MANUFACTURERS  HAVE  taken  it  on  the  chin,  too. 
"The  appreciation  was  so  sudden  that  we  were  unprepared, 
and  it  has  beaten  all  of  us  in  the  short  term,"  says  Baba  Kaly- 
ani,  chairman  of  Bharat  Forge,  an  auto-parts  maker  that  gets 
70%  of  its  export  revenues  from  the  U.S.  The  giants,  though, 
are  in  a  much  better  position  to  vvathstand  the  pain  than  are 
low-margin  businesses  in  textiles  and  apparel.  A  further  rise  in 
the  rupee,  says  Suresh  Ramrakhiani,  economist  at  the  Cotton 
Textile  Export  Promotion  Council  in  Mumbai,  could  lead  to  job 
losses  for  up  to  200,000  people.  Really  small  exporters— spice 
merchants,  producers  of  brassware,  and  the  like— are  hurting 
the  most.  And  these  small  and  midsize  enterprises  contribute 


60%  of  India's  export  earnings,  according  to  the  Assoc 
Chambers  of  Commerce  &  Industry  in  India. 

There's  one  upside  to  the  strength  of  the  rupee:  It  makes 
chases  abroad  cheaper.  India's  biggest  companies  have  beer 
buying  spree  lately.  In  January,  Tata  Steel  took  over  Corns  G 
PLC,  an  Anglo-Dutch  company  five  times  it  size,  for  $11.3  bi 
the  biggest  of  its  11  foreign  acquisitions  in  the  past  year.  A  si 
rupee  will  only  serve  to  make  such  deals  more  attractive 

No  one  knows  whether  this  is  a  passing  trend  or  a  la 
phenomenon.  Some  say  the  rupee  hasn't  found  its  true 
yet  and  predict  that  in  coming  months  it  v^dll  setde  at  an 
38  to  the  dollar,  compared  vwth  about  40  today.  And  i 
would  argue  that  such  discomfort  is  simply  a  part  of  mal"'' 
the  transition  to  a  fully  convertible  currency  regime,  v»  i)« 
India  aims  to  do  by  2011.  "India  used  to  be  a  large  country  sb 
a  small  economy,"  says  Ajit  Ranade,  chief  economist  at  A 
Birla  Group,  a  Mumbai  conglomerate  with  operations  iri 
tiles,  metals,  chemicals,  and  more.  "Now  we  are  a  big  ecoi*|i 
and  we  should  act  like  one."  ■ 

-With  Steve  Hamm  in  Newt 
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IRAN:THEBUCK 
STOPS  HERE 

The  U.S.  is  blocking  dollar 
transactions  to  isolate  Tehran 


BY  STANLEY  REED,  JANE  SASSEEN, 
AND  BABAK  PIROUZ 

TEHRAN  AND  WASHINGTON  don't 
agree  on  much  these  days.  But  the 
two  governments  seem  to  have 
found  common  ground  in  at  least  one 
area:  their  desire  to  purge  the  dollar  from 
the  Iranian  economy.  The  U.S.  wants  to 
isolate  Iran  from  the  world  financial  sys- 
tem as  part  of  its  batde  to  force  Tehran  to 
give  up  its  nuclear  program.  Iran  is  retali- 
ating by  banning  the  buck  from  purchases 
of  everything  from  oil  to  appliances. 

The  biggest  shift:s  have  come  in  the 
vray  Iran  sells  its  oil  and  holds  its  foreign 
reserves.  Some  60%  of  the  $40  billion 
of  oil  that  Iran  exports  each  year  is  paid  for  in  currencies 
other  than  the  dollar.  National  Iranian  Oil  Co.  says.  In  recent 
months,  Iran  started  pressuring  Japanese  refiners— who  get 
15%  of  their  crude  from  Iran— to  pay  in  yen.  On  July  18,  Nip- 
pon Oil  said  it  would  comply,  and  others  are  now  likely  to 
follow  suit. 

Ultimately,  Iran  may  have  little  choice  in  whether  it  uses 
the  greenback.  U.S.  Treasury  officials  have  been  lobbying 
foreign  bankers,  especially  Europeans  who  have  helped  keep 
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Iran's  economy  ticking,  to  sever  all  business  links  with  Tel: 
whether  in  dollars,  euros,  or  other  currencies.  "As  a  first 
we've  seen  financial  institutions  cutting  off  dollar  bus;,, 
with  Iranian  institutions,"  says  Stuart  A.  Levey,  Under-i ""' 
retary  for  Terrorism  &  Financial  Intelligence  at  the  Treaf  '^^ 
Dept.  Now,  he  adds,  "a  number  of  significant  financial-indK?  '"^ 
players  have  said  they  will  completely  cut  off  business."  S 
bank  UBS  has  said  if  s  breaking  ties  with  Iran-based  coii|if 
nies,  while  Deutsche  Bank  and  Commerzbank  wdll  no  loll  IL 
process  transactions  denominated  in  dollars  for  Iranians.*  ^[((j 
Tehran  worries  that  it  is  getting  frozen  out  of  the  global  f  ak 
cial  system,  but  it's  also  turning  the  currency  spat  into  a  did  jej^ 
of  populist  anti-Americanism.  Less  than  30%  of  Iran's  $60b:l 
or  so  in  foreign  reserves  is  now  in  dollars,  and  that  numbe)^^ 
continue  to  fall,  Central  Bank  Governor  Ibrahim  Shaibanin 

in  February.  Iranian  authorities  alsmiiii 

ckl'IH 
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RETALIATION  Iran  is 
forcing  the  green- 
back out  of  oil  deals 


working  to  exorcise  the  greenback 
the  broader  economy.  Until  recentl;!, 
dollar  had  served  as  a  kind  of  pa^ 
currency  to  the  Iranian  riyal.  But  i 
businesses  are  now  barred  from  c 
ing  letters  of  credit  in  dollars,  anc 
Commerce  Ministry  won't  even  issu 
import  license  if  dollars  are  involved 
businessman  says.  "The  country 
shifted  to  euros,"  he  says,  "but  ever 
still  calculates  in  dollars." 

How  much  damage  is  all  of  this  d 
to  Iran's  economy?  So  far,  Washingi 
pressure  and  Tehran's  response  are  mainly  increasing  cosKtih, 
Iranian  businesses.  One  prominent  entrepreneur  says  thai  L 
regime  has  made  imports  as  much  as  5%  more  expensive 
cause  businesses  must  pay  for  raw  materials  in  euros,  so 
incur  currency-conversion  fees  and  face  higher  volatility. 

U.S.  pressure  may  wind  up  further  weakening  Iran'  u^^^ 
ready  shrinking  private  sector  and  increasing  the  coum 
dependence  on  bilateral  deals  with  emerging  energy 
sumers  such  as  China  and  India.  And  the  longer  the  curri 
fight  goes  on,  the  colder  Iran's  already  chilly  investr 
climate  will  become.  Says  Koichiro  Tanaka,  an  analyst  a 
Institute  of  Energy  Economics  in  Tokyo:  "It's  getting  difl 
to  do  business  with  Iran."  ■ 
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m  Product  Development:  How 
you  reduce  the  risk? 


ct  development  is  the  llfeblood  of  any 
yet  it  is  one  of  the  most  complex,  cost- 
isky  endeavors  your  company  will  face, 
mpetition  fierce  and  consumer  under- 
;  illusive,  product  failure  rates  are  noto- 
ligh.  So,  the  question  becomes;  is  there 
)  increase  the  odds  for  product  success 
;duce  the  risk  of  an  unsuccessful  launch, 
nswer  is  yes,  by  utilizing  marketing 
At  the  heart  of  any  product  success  is  a 
derstanding  of  consumer  wants  and 
id  how  your  new  product  could  fill  those 
a  meaningful  way.  How  can  you  achieve 
erstandmg?  Follow  these  four  steps, 
jme,  market  understanding,  uses  tools 


such  as  qualitative  research,  category  assess- 
ment, and  segmentation  to  understand  the  com- 
petitive landscape,  why  consumers  buy  certain 
products,  how  they  use  those  products,  and 
what  unmet  needs  they  may  have. 

You  then  apply  that  insight  in  step  two,  con- 
cept development.  Here  you  use  brainstorming, 
concept  testing,  and  volumetric  forecasting  to 
generate  new  product  ideas,  identify  areas  for 
improvement,  and  determine  which  products 
are  most  promising. 

Building  on  that  knowledge,  you  move  to  step 
three,  product  development.  In  this  step  mar- 
keting research  tools  such  as  product  testing, 
packaging  research,  pricing  research,  and  claim 


substantiation  help  you  understand  how  your 
product  performs  in  real-world  conditions,  how 
it  compares  to  competing  products,  and  what 
competitive  claims  you  can  make. 

After  product  launch,  you  move  to  step  four, 
product  management.  Here  you  use  tools  such 
as  customer  satisfaction  research,  trackmg 
research,  and  promotion  assessment  to  deter- 
mine key  metncs  related  to  product  awareness, 
competitor  comparisons,  consumer  usage,  and 
optimum  marketing  approaches. 

While  there's  no  sure-fire  way  to  ensure  prod- 
uct success,  marketing  research  is  crucial  in  pro- 
\ading  the  consumer  understanding  and  market 
awareness  necessary  to  make  the  best  strategic 
decisions  during  new  product  development. 
Without  that  understanding,  product  failure 
isn't  just  a  risk,  it's  almost  a  guarantee. 


To  read  the  full  report,  go  to 
www.expert-insights.com/mrsi.asp 


Since  1973  MRSI,  an  MVL  Group  Company,  has  provided  custom  quantitative  and  qualitative  marketing  research  for  a  wide  range 
of  companies  across  multiple  industries.  It  specializes  in  new  product  development  research  including  product  testing  with 
'ect(SM),  concept  testing  with  ConSelect(SM),  segmentation,  tracking,  product  line  optimization,  usage  and  attitude  research,  package  testing,  con- 
rade-off,  volume  forecasting,  strategic  pricing,  and  customer  satisfaction.  The  full-service  firm  helps  develop  marketing  strategies  with  custom 
design,  data  collection,  and  actionable  analysis.  Contact  Holly  Ford,  Marketing  Director  at  513-579-1555  or  visit  www.mrsi.com/newproduct. 


ring  Brand  Value  Through 
hentic  Customer  Experiences 


consumers  enjoy  the  benefit  of  having 
lions  for  meeting  life's  needs  than  ever 
Explosive  growth  and  expansion  vdthin 
,  restaurant,  banking,  wireless  and  gro- 
tors,  among  others,  has  resulted  in 
ompetition  between  brands  and  a  more 
ig  customer  with  higher  expectations, 
g  brands  have  come  to  recognize  how 

their  focus  from  the  three  P's  of  price, 
and  place  to  that  of  the  overall  experi- 
result  in  uniquely  sustained  advantage. 
is  authenticity.  Consumers  are  star\'ed 
.orable  experiences  and  handsomely 
lose  who  consistently  deliver  on  their 
Dmise  through  loyalty  profitability  and 


enhanced  shareholder  return. 

Authenticity  is  the  outcome  of  a  carefully 
designed  customer  experience  strategy  -  one  that 
is  supported  top-down  within  an  organization 
and  in  which  ever)'one  understands  and  is  aligned 
with  the  brand's  purpose,  mission  and  vision. 

Understanding  the  degree  to  which  your 
brand  is  executing  on  alignment  and  authentici- 
ty can  be  achieved  through  ongoing  performance 
measurement.  Such  measures  may  include  store 
or  location-level  operational  compliance  audits, 
mystery  shopping,  customer  satisfaction  surveys 
(phone  or  web-based),  customer  intercept  inter- 
views and  employee  workplace  attitude  studies. 
High  performance  brands  are  keenly  mindful  of 


the  relationship  between  employee  satisfaction 
and  the  consistent  delivery  of  memorable  and 
authentic  customer  experiences. 


The  most  successful  brands  in  the  world  aren't 
that  way  by  accident.  It  takes  a  relentless  dedi- 
cation to  understanding  customers  intimately 
and  to  creating  value  in  customer  experience 
delivery  -  supported  through  culture,  leader- 
ship and  organizational  focus. 


To  read  the  full  report,  go  to 
www.expert-lnsights.coni/secondtonone.asp 


5 

nd  to  none 

brand  performdnce 


Second  To  None  is  a  multi-disciplinary  customer  experience  optimization  agency.  We  assist  Fortune  1000  brands  and  emerging 
companies  seeking  to  become  the  leaders  of  tomorrow  in  measuring,  understanding  and  optimizing  their  brand  performance 
across  all  points  of  customer  interaction.  Based  in  Ann  Arbor,  Michigan,  our  proven  solutions  support  customer-focused  organ- 
izations in  consistently  delivering  authentic  brand  experiences,  outmaneuverinq  the  competition  and  achieving  their  potential. 
Visit  www.second-to-none.com  or  contact  Shannon  Brown  at  (734)  302-8412. 


Economics  Exchange  Rates 


A  LOT  OF  DRAMA, 
JUST  A  LITTLE  DANGER 

The  global  economy  can  handle  the  dollar's  dive — 
though  a  currency  crash  is  not  out  of  the  question 


EXCHANGE  RATES  ARE  THE  circus  act  of  the 
global  economy.  The  dollar,  the  pound,  the 
euro,  and  other  currencies  take  turns  soaring 
and  diving,  as  investors  applaud  or  gasp.  But 
except  for  the  rare— but  not  impossible— cur- 
rency crash,  the  gyrations  of  the  exchange 
markets  have  less  long-term  economic  impact 
than  they  might  first  appear  to  have. 
Consider  the  latest  movements  of  the  U.S.  dollar.  Driven  by 

the  housing  bust  and  the  huge  trade  deficit,  the  greenback  has 

plunged  over  the  past  year  against  such  currencies  as  the  euro, 

the  Canadian  dollar,  the  British 

pound,  the  Brazilian  real,  and 

the  Indian  rupee.  Thaf  s  left  the 

dollar  at  a  26-year  low  against 

the  pound,  for  example. 

The    currency   shifts    have 

made  imports  fi-om  these  coun- 
tries more  expensive  and  U.S. 

exports  more  attractive,  just 

as  economics  predicts.  They've 

also  boosted  returns  for  U.S. 

investors  on   many  non-U.S. 

stock  markets. 

Yet  whaf  s  remarkable  is  how 

litde  has  changed.  The  U.S.  trade 

deficit  with  the  European  Union, 

including    Britain,    has    come 

down,  but  it's  still  running  at 

an  aimual  rate  of  $100  billion  to 

$110  billion,  despite  the  dollar's 

faU.  The  annual  deficit  with  Can- 
ada, too,  is  still  about  $65  billion. 

And  most  global  corporations 

have  coped  well  with  changing  exchange  rates,  using  hedging 

strategies  to  blunt  the  impact  and  shifting  production  among  the 

many  countries  they  operate  in.  For  example,  General  Electric  Co. 

noted  in  its  2006  annual  report  that  a  10%  shift  in  exchange  rates 

would  have  an  "inconsequential  eflfect"  on  its  2007  earnings. 


A  Fact  of  Life 


Most  market  watchers  do  not  expect  the  buck  to  drop  much 
further  against  European  currencies,  even  with  all  the  hous- 
ing market  turmoil.  "A  lot  of  bad  news  is  priced  into  the  dollar 
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already,"  says  Richard  Franulovich,  a  senior  currency  si 
gist  at  Westpac  Banking  Corp.  in  New  York.  Indeed,  Robe 
Sinche,  head  of  currency  strategy  for  Bank  of  America  C 
believes  that  the  dollar  will  rise  3%  to  5%  against  the  n 
European  currencies  over  the  next  year. 

The  reality  is  that  business  executives  and  investors  know 
big  swings  up  and  down  are  a  fact  of  life  in  the  foreign  exch'f 
market.  Six  years  ago  the  pound  and  the  Canadian  doUar 
flat  on  their  backs,  and  the  dollar  was  standing  tall.  And  the  e 
which  hit  an  all-time  high  of  $1.38  on  July  20,  was  worth! 
83<t:  in  2000,  making  European  poUticians  and  business  leJt 

wonder  why  they  had  worki 

hard  to  create  a  single  cunj 

that  no  one  seemed  to  wanir 

Looking  back  over  20  j 

the    dollar    has    flipped  i 

flopped   around,  without  n 

ing  much  value  in  the  endi 

cording  to  the  Federal  Res 

the  dollar  is  about  22%  we 

compared  with  other  majoi' 

rencies,  than  it  was  in  1987. 

translates  into  a  surprise 

small  dechne  of  1%  per  yeai: 

That's  not  to  minimize 

impact  of  currency  swing 

small  businesses  and  indiM 

als,  who  can't  take  advar 

of  global  financial  market; 

the  big  boys  can.  Still,  the 

question  is  whether  the 

rent  decline  in  the  doUarj 

turn  into  a  panicky  slide." 

odds  are  relatively  low, 

Brad  Setser,  senior  economist  at  RGE  Monitor,  "so  long  a  jL, 

world's  central  banks  are  willing  to  buy  dollars  when  nol^  ^ 

else  is  willing  to  do  so."  Setser  estimates  that  central  b  I 

have  been  adding  roughly  $200  billion  in  dollars  to  thai 

serves  each  quarter,  roughly  equal  to  the  U.S.  trade  deficit 

All  bets  are  off,  though,  if  the  problems  in  the  housing  s( 

turn  out  to  be  worse  than  expected  and  if  the  growth  ra 

productivity  slows.  Then  foreign  investors  will  start  fleein) 

dollar,  and  even  massive  purchases  of  U.S.  currency  by  cei 

banks  around  the  world  won't  provide  an  adequate  safety 

For  now,  though?  Just  sit  back  and  enjoy  the  show.  ■  • 

-By  Michael  Mandel,  with  Peter  Coy,  in  New  < 
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bo  many  financial  institutions  mai^e  you  work  for  thieir  money  but  forget  to  return  the  favor. 

kt  CIT  we  take  an  entirely  different  view.  Whether  you  come  to  us  for  M&A  advisory  services, 
irowth  finance,  debt  restructuring  or  equipment  leasing,  we  believe  the  value  we  offer 
houldn't  end  when  the  "deal"  does.  The  fact  is,  our  specialty  is  long-term  relationships,  truly 
ustomized  solutions  and  some  of  the  deepest,  most  diverse  expertise  in  the  industry.  Put 
:  all  together  and  today,  the  majority  of  the  Fortune  1000'^  relies  on  CIT.  Visit  cit.com. 
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Feedback  China 


A  Slipping 
Dragonf 

Readers  both  praised  and  panned  our  cover  story  on 
the  problems  facing  Beijing 


BLisiiies.s\\l'ek 


Our  July  23  Cover  Story,  "Can  China  Be  Fixed?"  posed 
a  provocative  question.  The  article  went  beyond  China's 
flashy  facade— the  Starbucks  cafes  packed  with  young 
people  surfing  the  Internet  and  streets  clogged  with 
shiny  new  cars— and  examined  the  enormous  challenges 
confronting  the  country  on  its  path  to  becoming  a  modem 
industrial  power.  With  China's  dangerous  products, 
overheated  stock  markets,  endemic  corruption,  and  a  spreading  eco- 
crisis,  the  mainland's  growth-at-all-costs  economic  model  is  looking 
increasingly  unsustainable.  Worse  yet,  the  involvement  of  local  Communist 
Party  officials  in  all  facets  of  business  makes  it  difficult,  if  not  outright 
impossible,  for  Beijing  to  press  ahead  on  reforms  to  build  a  social  safety 
net,  clean  up  the  environment,  spur  innovation,  and  make  China's  capital 
markets  more  efficient  and  transparent.  5  As  soon  as  our  magazine  hit 
newsstands  and  went  live  on  our  Web  site,  letters  and  e-mails  began  to 
stream  in.  We  were  struck  by  the  passionate  defense  of  China  fi"om  readers 
who  accused  us  of  unfairly  taking  Beijing  to  task.  And  several  suggested 
that  if  we  were  to  examine  the  U.S.  through  a  similar  lens,  we  might  well 
find  comparable  ills.  But  many  readers  hailed  the  article  for  asking  tough 
questions  about  whether  China  will  be  able  to  overcome  its  problems  and 
develop  into  the  world's  next  superpower.  Here  are  some  edited  excerpts: 


»  For  years  now  we  have  heard 
endless  stories  about  China's  labor- 
cost  advantage  being  the  reason 
so  many  U.S.  factories  have  been 
shuttered,  w^ith  production  being 
shifted  to  China.  The  U.S.  just  can't 
compete,  we're  told.  But  the  real  cost 
advantage  China  has  over  the  U.S.  is 
the  lack  of  oversight  and  regulation 
obvious  in  the  poisonous  air  and  water 
in  China.  The  Chinese  public  puts  up 
with  environmental  abuse  on  a  scale 
that  would  never  be  tolerated  here 
in  the  U.S.  This  is  the  real  cost  of 
cheap  imports. 

Eric  Dalton 
Little  Rock,  Ark. 


bashing.  What  China  has  achieved  in 
25  short  years  America  failed  to  do 
in  100  years.  Some  people  just  refuse 
to  accept  the  fact  that  the  sleeping 
giant  is  now  awake.  Get  used  to  it: 
1.3  billion  people  don't  care  about  the 
views  of  the  authors  of  this  article. 
In  time,  China  will  address  and  fix 
some  of  its  problems.  The  writers 
should  concentrate  on  giving  advice 
to  America  on  how  to  fix  its  basket  of 
domestic  problems,  such  as  health 


care,  jobs,  budget  deficit,  and  lackUjupj 

government  accountability.  j  jj,,,.. 

Screen  name:  humanh  g^^ 
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»  When  I  first  came  from  China  to 


:  ipm; 


America  just  a  year  ago,  I  could  heaj  | 
see  news  about  China  every  day,  ani  ,^^^ 
most  of  it  was  about  how  fast  China^  jj^,^, 
economy  is  growing.  But  all  I  couldit  ji,  ^^ 
remember  was  the  corrupt  govemnj  ^  jj 
officials,  the  poor  countryside,  and  4  ^^ 
extremely  polluted  water  and  air.  Til 
government  is  uncontrollably  diggig 
up  minerals,  drilling  deeper  wells  fi 
oil,  chopping  more  trees  to  make  sp^  »[,jj 
for  factories.  The  system  is  unbalann  jg^ 
The  economy  takes  precedence  oven  ^^ 
the  environment.  Sometimes,  I  feel :,  ^.j^ 
China  is  more  of  a  capitalist  countn^  |., 
dian  die  U.S.  .  .^^ 

Xuewei  \  L 
Leyden,!, 

'  ifedrc 
»  The  capitalist  system  that  China    ,  ^^j 

is  moving  toward  is  a  well-beaten      .  ^, 

path,  all  its  atrocities  included.  Oncet  ^ 


»  I  find  this  article  a  bit  one-sided, 
to  say  the  least.  It  is  obvious  that, 
once  again,  it  is  all  about  China- 
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Even  if  Beijing  has  the  best  intentions  of  fixing 
problems  such  as  undrinkable  water  and  unbreathal^^^ 
air,  it  is  ofl:en  thwarted  by  hundreds  of  thousands  of  ^^ 
party  officials  with  vested  interests  in  the  current  system."  ^^^ 

-from  "Can  China  Be  Fix^ " 


^  ! 
1 


ilizes  this,  China's  ascent 
o  seem  quite  ordinary.  China's 
ititive  advantage— with  its  cheap 
upported  by  poor  human  rights, 
ap  manufacturing  subsidized 
fh  lack  of  regulation,  its  counterfeit 
'.  thriving  through  lack  of  a  strong 
iment  hand— will  eventually 
sh,  and  its  growth  rate  will 
te.  Then  the  country  will  be  left 
)me  mighty  big  messes  to  clean  up. 
Ross  Carver 
Arlington,  Va. 


k 


ight  English  in  Nanjing  in  the 
80s,  and  from  what  I've  read 
article  it  seems  that  despite 
rp-drive  growth  rate  and 
tzy  Shanghai  skyline,  a  lot  of 
particularly  the  environmental 
ms,  have  hardly  changed  at  all. 
doubly  true  for  the  Communist 
:adres.  My  Chinese  friends  called 
ascals  then  and  are  still  calling 
ascals  now.  Official  corruption 
en  an  important  factor  in  the 
>e  of  every  imperial  Chinese 
ly  for  over  2,000  years. 

Screen  name:  Mike  Gallagher 

•e  are  those  who  defend  China 
ing:  "The  West  took  several 
;d  years  to  reach  its  current  level 
nological  development,  social 
,  and  concern  for  human  rights 


The  same  policies 
that  have  been 
so  successful  at 
boosting  gross  domestic 
product  by  developing 
new  export  industries  and 
public  works  projects, 
it  turns  out,  undermine 
initiatives  that  might 
move  China's  economy 
to  a  higher  level." 
-fivm  ''Can  China  Be  Fixed?'' 


and  the  environment.  Lets  be  patient. ' 
But  if  China  started  its  industrial 
revolution  with  niodcni  tecliiiuiogy,  wli> 
doesn't  it  also  embrace  a  modciii  mind 
setV  China  adopted  only  the  woist  paii.s 
of  capitalism:  greed  and  sellLsluicss. 
It  has  no  use  for  democracy,  human 
rights,  social  justice,  and  cnviionmcjual 
protections.  With  its  new  wealth  and 
technology,  China  will  become  a  bully 
and  menace  to  the  world. 

Screen  name:  (JuingLiao 

»  I  had  to  keep  coming  back  to  your 
title  page,  Broken  China,  to  realize  I  was 
reading  about  "them"  and  not  "us." 


"Why  then  is  it  .so  hard  for  this  same 
government  to  track  down  on  exporters 
of  tainted  seafood,  toothpaste...?"  How 
many  millions  ol  illegal  immigrants 
are  now  in  the  LI.S.V  "Shanghai's  stock 
exchange  , .  an  even  bigger  casino." 
Ever  lieaid  of  En  ion  or  WorldCom? 
'  In  its  puihuit  ol  growth  at  all  costs, 
(  hiiia  skimped  on  investments  needed 
to  piovide  basic  atfordable  health 
care , . ."  Seen  Suko  yet?  "...  Local 
Communist  Party  officials  enjoy  wide 
latitude  over  social  and  economic 
affairs''  Wlio's  the  ex  mayor  of  Newark 
(N.j  )  who  was  just  indicted  on  multiple 
counts?  "'(-hina  doesn't  lack  the  finances 
to  fix  its  shoittomings,  and  it  has 
the  legal  structure  for  regulating  the 
environment,  health  care,  and  worker 
safety."  How  much  are  the  wars  costing? 
Was  that  .$12  billion  a  month?  How 
many  Americans  are  in  favor  of  them? 
1  low  many  homes,  post-Katrina,  are 
considered  tixedV  Fuh  lease.  Give  the 
Chine.se  a  bicak;  at  least  they're  trying. 
Dan  Coughlin 
Garwood,  N.J. 


)>  I  am  fi'om  China,  and  I  think 
tliis  article  is  fan.  Most  Chinese  are 
cunflicted  between  pride  for  our 
countiy's  development  and  concerns 
tor  its  piecanou.s  social,  legal,  and 
economic  infrastructure.  I've  seen  a  lot  of 
traditional  values  eroded  to  make  way  for 
progress,  and  it's  disheartening.  But  I  do 
believe  tliat  a  moral  backlash  is  imminent 
and  China  will  act  swiftly  to  clean  up  its 
act,  Ol  risk  losing  a  lot  of  face. 

Screen  name:  Chanalyst 


»  "Can  (.hina  be  fixed?"  is  the  wrong 
question   The  right  question  is: 
"When  will  China  be  fixed?"  Yes, the 
problems  are  daunting--one-party  rule, 
environmental  devastation,  endemic 
conuption,  and  intellectual-property 
piracy,  product  quality  problems,  and 
a  volatile  ntock  market.  But  China's 
piecariou.s  path  is  the  same  one 
followed  by  japan,  South  Korea,  and 
laiwan  lo  their  current  successes. 
I  he  foui  Asian  cultures  also  share  the 
t(iol>  for  h.xing  all  things  -a  strong 
woik  elhR  and  high  value  placed 
on  education   Its  too  bad  that  we 
Americans  don't  share  the  latter! 

John  L.  Graham 

I'liiil  Mera^e  School  of  Business 

Univcisily  of  California  at  Irvine 

Irvine,  Calif. 


*All  comineiits  signed  by  screen  names 
are  fioni  Husiiic.ssWeek.com. 
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Workplace  I  Pressure 


Dispatches  From 
The  War  on  Stress 

Business  begins  to  reckon  with  the 
enormous  costs  of  workplace  angst 


I 


BY  JENNA  GOUDREAU 

ARK  OSTERMANN 
had  been  working  in 
the  Chicago  office  of 
Boston  Consulting 
Group  for  less  than  a 
year  when  he  attract- 
ed the  attention  of  the 
Red  Zone  police.  Ostermann's  infraction: 
working  too  hard.  He  had  been  putting  in 
60-plus-hour  weeks  for  a  month  and  a  half 
straight,  and  his  coUeagues  were  worried 
he  was  burning  out.  Now  his  bosses  were 
stepping  in  to  get  Ostermann  the  help  he 
needed.  "It  was  a  great  feeling,"  he  says. 
"I  didn't  have  to  complain  to  anyone.  They 
were  proactive  in  contacting  me." 

Pretty  soon  Ostermann  was  on  an  ac- 
tion plan  to  solve  his  littie  overwork  prob- 
lem. Two  people  were  added  to  his  team. 
Then  his  manager  helped  to  balance  the 
workload  among  the  team  members  and 
prioritized  elements  of  the  project  so  that 
they  had  clear-cut  goals.  "It  was  a  relief 
to  me,"  Ostermann  says.  "It's  a  good 
check  and  balance  to  remind  people  that 
it's  not  all  about  working  the  most  hours 
but  about  delivering  to  the  client." 

In  a  highly  competitive,  globalized 
world,  psychological  health  is  increasing- 


ly taking  a  back  seat  to  moon-shot  target- 
setting  and  a  relentless  focus  on  making 
the  numbers.  Jeffi-ey  Pfeflfer,  who  teaches 
organizational  behavior  at  Stanford  Busi- 
ness School,  sums  up  the 
prevailing  attitude  at  many 
companies:  "First  we're  go- 
ing to  scare  you  to  death  and, 
now,  give  you  some  psycho- 
logical counseling  to  try  to 
make  you  feel  better."  Much 
more  effective,  says  Pfeffer,  is 
getting  "rid  of  the  source  of 
the  problem  and  not  Band- 
Aiding  it."  Companies  like 
Boston  Consulting  are  start- 
ing to  do  just  that. 

Earlier  this  year,  the 
French  automaker,  Renault, 
found  itself  doing  some  soul-searching 
following  a  rash  of  suicides  at  a  design 
complex  outside  Paris.  In  the  course 
of  about  five  months,  three  engineers 
killed  themselves.  In  suicide  notes  and 
conversations  with  their  families  before 
taking  their  lives,  the  three  men  voiced 
anxiety  about  unreasonable  workloads, 
high-pressure  management  tactics,  ex- 
haustion, and  humiliating  criticism  in 
front  of  colleagues  during  performance 


After  three 
suicides  in 
five  months 
Renault 
drew  up  an 
anti-stress 
plan 


reviews.  CEO  Carlos  Ghosn,  famou( 
setting  lofty  targets  at  Nissan  Moto 
(where  he  remains  CEO),  brought 
same  results-oriented  ethos  to  Rei 
upon  taking  the  helm  in  2005.  G 
doubled  the  number  of  models  u 
development  through  2009  to  26, 
bid  to  boost  global  sales  by  800,000 
make  Renault  Europe's  most  profil 
mass-market  automaker. 

The  company  acknowledges  th( 
gineers  were  imder  pressiu-e  but 
there  is  no  direct  correlation  between 
deaths  and  their  working  environr 
Still,  in  March,  Ghosn  ordered  up  a 
and  committed  $10  million  to  co 
workplace  stress.  Since  then,  Renaul 
added  workers  and  begun  training  ', 
managers  on  how  to  steer  clear  of  negiT 
stress  and  teach  their  subordinates  t 
the  same.  The  company  is  also  bringi 
psychologists  to  teach  150  senior  exect 
how  to  detect  warning  signs  that  p^ 
may  be  ready  to  crack,  aa 
as  "how  to  talk  to  thern; 
ery  month  top  managej 
monitors  the  stress  situii 
at  Renault's  research  ant 
velopment  centers.  Rei 
also  plans  to  set  up 
places  where  employee? 
relax  and  socialize. 

The  suicides  caus( 
real  stir  in  France,  whei 
extreme  office  isn't 
commonplace.  But  eva 
the  U.S.,  where  the  so 
performance  culture  wa 
vented,  more  companies  are  wakinji 
to  the  productivity-kiUing  perils  of  si 
Even  General  Electric  Co.  is  soflfii 
some  of  its  winners-only  swagger,  goi 
far  as  to  bring  in  comedians  to  lightei 
the  workplace.  And  get  this:  GE  no  Ic 
refers  to  low  performers  as  "bottom 
Now  they  are  called  the  "less  eflFecti' 
Many  companies  start  out  by 
ing  employees  repair  the  work-Ufa 
ance.  General  Mills  provides  a 


PLAYBOOK:   BEST  PRACTICE  IDEAS 


Chilling  Out  the  Perf ontiance  Culture 


■t?ra 
tesit 


EDUCATE  EMPLOYEES        NEVER  WORRY  ALONE        CREATE  A  LISTENING         CONDUCT  AUTOPSIES 


ABOUT  STRESS  TYPES 

Good  stress  is  about 
concentration  and 
creativity.  Bad  stress  is 
about  panic  and  fear. 


Sharing  concerns  can 
turn  problems  into 
brainstorming  sessions. 
Teams  are  cemented 
through  problem-solving. 


CULTURE  If  you're  not 
hearing  about  problems, 
there's  a  problem.  A  good 
gauge;  Hov\/  many  e-mails 
do  you  get  from  staff? 


WITHOUT  BLAME  Make 

it  safe  to  fail.  Innovation 
languishes  in  blame- 
happy  cultures. 


ENCOURAGE  WORKT 
TO  ASK  FOR  HELP  Wl 

is  toxically  stressful  fo 
one  can  be  an  exciting 
challenge  for  a  team. 


Data:  BusinessWeek.  Jim  Collins.  Dr.  Edward  M  Hallowell.  author  of  CrszyBusy.  Overstretched,  Overbooked,  and  About  to  Snap.'  Strategies  for  Handling  Your  Fast-Paced  Life 
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lalized  services  while  employees  at 
uarters  work  so  they  can  spend 
time  recharging  with  their  families 
ess  time  running  errands  on  the 
mds.  Want  your  hair  colored?  An 
ise  stylist  will  do  it.  Car  need  an  oU 
e?  A  mechanic  will  do  it  on  your 
break.  "A  lot  of  people  come  [to 
here  because  we  have  smart  work- 
ogramming,"  says  Mike  Peel,  senior 
resident  of  HR  and  corporate  ser- 
Management  consultant  Booz  Allen 
ton  Inc.,  meanwhile,  is  instilling  a 
)f  corporate  social  contract,  where 
»ne  puts  their  life  responsibilities 
:  table,  and  then  work  is  arranged 
d  those  commitments.  If  more  staff 
uired,  they  add  to  the  team.  And 
r  Laboratory,  an  R&D  shop  based  in 
ridge,  Mass.,  refiises  to  buy  Black- 


Benys  for  its  engineers.  "How  can  anyone 
be  creative  if  they  are  'on'  24  hours  a  day?" 
asks  HR  Director  Jeanne  Benoit.  "We  want 
to  keep  them  fresh  and  robust." 

Ideally,  companies  head  off  stress  be- 
fore it  becomes  psychologically  debilitat- 
ing. IBM  gives  workers  around  the  world 
an  online  stress  test  designed  by  Yale 
University;  it  includes  questions  like:  Do 
you  eat  when  you  are  stressed  out?  Do 
you  have  someone  to  discuss  your  prob- 
lems with"?  Do  you  procrastinate?  At  the 
end,  the  test,  which  takes  about  15  min- 
utes to  fill  out,  spits  out  potential  action 
plans.  These  include  such  suggestions  as 
setting  small  achievable  goals,  breaking 
large  jobs  into  smaller  chunks,  and  look- 
ing for  humor  in  stressful  situations. 

In  recent  years,  negative  feedback— boy, 
you  really  messed  that  one  up.  Bob— has 


become  more  common,  espe- 
cially when  managers  are  un- 
der pressure  to  hit  their  num- 
bers. Yet  research  shows  that 
workers  then  focus  dispropor- 
tionately on  their  weakness- 
es instead  of  their  strengths. 
"Cranking  up  negative  conse- 
quences, which  seems  to  be  the 
dominant  view  of  motivation, 
is  not  really  good  for  people's 
mental  health,"  says  Peter  Cap- 
pelli,  who  teaches  management 
at  the  Wharton  School. 

A  GOAL  TOO  FAR 

FEW  ASPECTS  of  corporate  Ufe 
are  more  anxiety-inducing  than 
the  annual  review— both  for  the 
managers  handing  out  the  bad 
news  and  the  underlings  on  the 
receiving  end.  At  Masterfoods, 
a  division  of  Mars  Inc.  that 
makes  candy,  snacks,  and  pet 
food,  managers  are  encouraged 
to  have  regular,  honest  conver- 
sations with  subordinates  so 
they  aren't  shocked  when  De- 
cember rolls  around. 

At  Goldman  Sachs  Group 
Inc.  a  former  GE  guy  named 
Steve  Kerr  encourages  manag- 
ers to  dismantie  some  of  the 
most  stressful  components  of 
the  review  process.  Numeric 
and  alphabetic  rankings,  es- 
pecially those  that  employ  a 
grading  curve,  can  "pit  col- 
leagues against  one  another," 
says  Kerr,  a  senior  advisor.  Kerr, 
who  worked  at  GE  during  Jack 
Welch's  famous  rank-and-yank 
drive,  is  also  pushing  Gold- 
man to  think  differentiy  about 
stretch  goals.  Thaf  s  when  a  manager  asks 
a  subordinate  to  aim  for  a  target  that  he  or 
she  knows  is  essentially  unachievable. 

Kerr  says  managers  at  GE  were  con- 
stantiy  telling  him  they  didn't  want  to 
set  their  people  up  for  failure.  So  now,  in 
some  cases,  Goldman  sets  two  goals- 
one  employees  can  reasonably  reach  and 
one  that  stretches  them.  The  point  is  "not 
to  create  a  number  of  winners  or  losers," 
says  Kerr,  "but  to  set  a  standard  of  wan- 
ning and  then  reward  the  v^dnners."  ■ 
-With  Gail  Edmondson  and 
Michelle  Conlin 


BusinessWeek  weekend 


TELEVISION:  For  more  on  what  companies  large 
and  small  are  doing  to  de-stress  the  workplace, 
watch  BusinessWeek  Weekend.  For  local  air  times 
and  video  clips,  go  to  businessweekweekend.com. 
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Aircraft 


Better  Living 
At  30,000  l^et 

Boeing  hopes  fliers  will  flock  to  bigger 
windows,  cleaner  air,  and  redesigned  cabins 


BY  STANLEY  HOLMES 

UCH  OF  THE  Hoop- 
la over  Boeing  Co.'s 

new  787  Dreamliner 

has  centered  around 

its    revolutionary 

lightweight  design. 

Largely  lost  in  all 
the  chatter  about  its  fuel  efficiency  has 
been  another  potential  game-chang- 
ing feature  of  the  plane:  its  redesigned 
interior.  The  787  has  been  fashioned  to 
make  flying  a  less  exhausting,  uncom- 
fortable, headache-inducing  experi- 
ence. Boeing  is  betting  that  people  will 
enjoy  the  new  aircraft  so  much  that  they 
will  actually  seek  out  flights  on  Dream- 
liners— a  degree  of  cachet  few  commer- 
cial airplanes  other  than  the  747  have 
ever  achieved. 

The  Dreamliner's  svelte  skeleton, 
made  of  light  but  superstrong  com- 
posite materials,  makes 

airSe"  Iribt  Morc  SCEtS  VS. 

That    may   mean    fewer    mOrC  legTOOm: 

symptoms     of    altitude    rpi      ^9  ^ 

sickness,   such   as   nau-     1  Iiat  S  UD  tO 
sea  or  sluggishness.  The    ^V^      PirlinP»c 
plane's  composite  mate-     Lilt  dllllllCo 

rials  also  eliminate  the  ^■■^^ihh^ 
need  to  keep  cabin  air 
dry,  since  corrosion  isn't  a  worry.  An 
increase  in  cabin  humidity  will  help  re- 
duce throat  and  eye  irritation  and  other 
unpleasant  effects  from  dry  air.  Sensors 
in  the  aircraft  nose  kick  in  to  lessen 
bumpy  moments,  as  passengers  look 
out  windows  65%  larger  than  those 
in  traditional  aluminum-clad  planes, 
each  long  enough  to  frame  a  view  of 
the  horizon.  Blue  LED  lights  lining  the 
cabin  are  adjusted  by  the  flight  crew  to 
simulate  either  daytime  or  nighttime. 
In  the  plane  entryway,  a  vaulted  ceiling 
and  faux  skylight  help  create  a  feeling 
of  spaciousness. 
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Boeing's  interior  design  team  started 
exploring  ways  to  enhance  the  in-cabin 
experience  five  years  ago.  The  company 
formed  a  cross-disciplinary  team  of 
cultural  anthropologists,  design  geeks, 
data  trolls,  marketing  whizzes,  air- 
craft builders,  airline  specialists,  and 
engineers.  The  group  brainstormed  in 
Boeing's  Payloads  Concept  Center  near 
the  company's  Everett  (Wash.)  plant, 
trying  to  think  up  ways  to  reshape  the 
flying  experience  from  the  inside  out. 
The  team  took  world  tours  to  listen 
to  grumpy  frequent  fliers,  held  focus 
groups,  and  consulted  architects,  tour- 
ists, business  fliers,  and  backpackers. 
They  studied,  and  paid  for  studies  to  be 
done  on,  the  effects  of  altitude,  humid- 
ity, noise,  air  contaminants,  Ughting, 
and  space  on  passengers.  Ultimately 
they  hoped  to  come  up  with  changes 
that  would  differentiate  the  Dreamliner 
cabin  from  those  of  its 
rivals  and  improve  life  at 
30,000  feet. 

Passenger  surveys  led 
to  one  of  Boeing's  most 
dramatic  departures  from 
traditional  commercial 
aircraft  design— larger 
■  windows.    In    an    alu- 

minum plane,  enlarg- 
ing windows  adds  too  much  weight 
because  of  the  structures  needed  to 
support  them.  It  still  adds  weight  to 
the  Dreamliner,  but  not  as  much.  "We 
made  a  conscious  decision  to  take  that 
weight  savings  from  composites  and 
give  it  back  to  the  passengers  with 
larger  windows,"  says  Blake  Emory, 
director  of  differentiation  strategy.  "It 
will  be  a  noticeably  different  part  of 
the  experience."  A  more  typical  use  of 
weight  savings  would  be  to  leave  the 
plane  lighter  and  give  airlines  an  even 
greater  fuel  advantage. 

Boeing  also  set  out  to  upgrade  the 


quality  of  cabin  life  in  less  visible " 
Commercial  jets  today  are  pressu 
at  8,000  feet— about  1,000  feet  h 
than  Mexico  City.  Because  the  com 
ite  material  on  the  Dreamliner  dd 
wear  as  much  as  aluminum  does  wl 
expands  and  contracts,  Boeing  can 
surize  the  Dreamliner  cabin  at  ( 
feet,  or  even  lower.  By  reducing  the 
surization,  Boeing  found  that  12%  li 
passengers  complained  of  sympto: 
altitude  sickness.  Research  ftindtil 
Boeing  at  Oklahoma  State  Unive.j 
and  published  in  The  New  England 
nal  of  Medicine,  found  that  below  ( 
feet,  passengers  experienced  virli 
no  symptoms.  "One  of  the  stui 
findings  is  that  we  as  a  species  hi 
idea  what  our  reaction  was  to  ak 
from  8,000  feet  down  to  sea  level,' 
Klaus  Brauer,  director  of  passenge; 
isfaction  at  Boeing. 

SO  LONG  STUFFINESS 

ANOTHER  CHANGE  that  Stemmed^} 
research  findings  had  to  do  witti 
plane  humidity  and  air  purificatioia 
Boeing-sponsored  study,  the  Teen 
University  of  Denmark  found  that  <t 
of  moisture  in  the  air  is  not  the  onlj 
tributor  to  symptoms  linked  withi 
ness,  such  as  throat  and  eye  irritsi 
headaches,  and  occasional  dizzii 
Improved  air  filtration  was  impo' 
too.  So  Boeing  decided  to  boost  <i 
humidity  from  next  to  nothing  to 
and  to  use  a  new  gaseous  filtr 
technology  that  scrubs  the  recyck 
at  the  molecular  level,  rather  thi 
the  more  common  particulate  level 
study  showed  that  the  combinatii  ^, 
additional  humidity  and  the  new : 
tion  technology  reduced  symptonji|  ^ 
sociated  with  dryness  by  50%,  anci]  ^i,! 
reduced  odors. 

With  some  of  the  most  basic  as«l,^" 
of  the  passenger  experience  impr 


5  III 


He, 


TER  LIGHTING 

:hing  blue-tinted 
lights  on  the 
^ed  cabin  ceilings 
)e  modulated 
ig  flight  to  create  a 
;e  of  day  or  night. 


LOWER  ALTITUDE 

Cabin  altitude  is  set  at 
6,000  feet-2,000  feet 
lower  than  the  usual 
setting.  That  will  reduce 
the  number  of  altitude- 
related  ailments  such 
as  headaches, nausea, 
sluggishness,  and 
colds. 


CLEANER  AIR 

An  innovative 
purification  method 
removes  more 
contaminants, 
including  offensive 
odors.  Humidity  inside 
the  cabin  is  set  higher 
to  help  reduce 
symptoms  of  dryness. 


BIGGER 
WINDOWS 

Passenger  windows  will 
be  65%  larger  than 
those  on  standard 
commercial  jets,  giving 
every  seat  a  view  to  the 
horizon. 


SMOOTHER  RIDE 

Sensors  in  the  aircraft 
nose  react  to  air 
turbulence  to  lessen 
bumpy  moments.  That 
could  mean  less 
nausea  for  people 
subject  to  motion 
sickness. 


g  looked  for  a  way  to  convey  a 
of  spaciousness  while  working 
basic  shape— the  tube  and  wing 
ne.  The  designers  had  slightly 
space  to  work  with  than  on  wide- 
planes  of  similar  size,  since  the 
aliner's  fuselage  is  15  inches  wider. 
to  keep  passengers  from  feeling 
)ed,  Boeing  and  its  design  partner, 
e-based  Teague,  separated  the  dif- 
passenger  cabins  with  arches, 
vanted  to  create  an  interior  that 
t  look  like  a  large  tube,"  says 


Ken  Dowd,  vice-president  for  Teague. 
"There's  a  more  room-like  scale  to  pro- 
vide a  sense  of  comfort." 

The  hard  doUars-and-cents  question 
is  whether  airlines  will  actually  sacrifice 
revenue-producing  seats  for  some  of  the 
cushier  optional  elements  of  the  Dream- 
liner  design.  The  faux  skylight  and  the 
stand-up  bar  between  business  class 
and  economy  class  sound  nice  in  theory, 
but  if  the  past  is  any  guide,  airlines  are 
going  to  opt  to  cram  in  more  seats.  And 
while  passengers  will  notice  bigger  win- 


dows and  overhead  bins,  and  possibly 
suffer  fewer  altitude-induced  headaches 
and  the  like,  they  may  not  really  care 
much  about  all  of  the  fancy  architectural 
flourishes— at  least,  not  enough  to  pay 
more  for  them.  "The  new  interior  looks 
impressive,  and  we  should  feel  better, 
too,"  says  Richard  Aboulafia,  a  longtime 
aerospace  analyst  for  the  Teal  Group. 
"But  how  impressive  will  it  be  when 
airlines  fill  every  space  with  more  seats? 
Those  inspiring  arches  might  not  look 
so  inspirational."  H 


August  5.  2007  I  BusinessWeek  I  77 


InfoTech  Hot  Spots 

The  Back  Roads 
To  IT  Growth 

Sales  in  emerging  markets  are  boosting 
the  fortunes  of  tech's  giants 


BY  STEVE  HAMM 

THANKS  TO  ACTOR  SACHA 
Baron  Cohen's  scorching 
sendup  of  Kazakhstan  in 
Borat,  the  Central  Asian 
republic  has  become 
something  of  a  global 
laughingstock.  Yet  if  you 
ask  Western  technology  giants  how  they 
regard  Kazakhstan  and  dozens  of  other 
so-called  emerging  markets,  you  won't 
hear  much  giggling.  In  fact,  as  tech  mar- 
kets mature  in  the  U.S.  and  Europe,  out- 
posts in  all  sorts  of  global  backwaters  are 
delivering  a  powerful  dose  of  growth. 

Consider  this  fact:  Kazakh  carrier  JV 
KazakhTelecom  chose  networking  giant 
Cisco  Systems  Inc.  in  July  to  upgrade 
its  national  broadband  networks.  The 
thought  of  Kazakhs  surfing  the  Net  at 
lightning  speeds  may  come  as  a  surprise 
to  some.  But  Cisco  is  banking  on  such 
deals.  It  expects  sales  in  emerging  mar- 
kets to  explode  from  $2.5  billion  last  year 
to  $10  billion  in  2010,  which  would  be 
about  20%  of  its  business,  say  analysts. 
Dozens  of  developing  countries— many 
flush  with  oil-related  cash— are  snap- 
ping up  everything  from  routers  to  fancy 
telepresence  video  gear.  "We're  not  sell- 
ing low-tech  cheap.  ^_^^^_^^^ 
These  countries  are 
looking  to  leapfrog 
the  West,"  says  Paul 
Mountford,  president 
of  Cisco's  Emerging 
Markets  Theater. 

The  global  outlook 
is  bright  for  other 
Western  tech  giants 
as  well.  Emerging 
markets  boosted 
quarterly  earnings  an- 
nounced last  week  at 
Microsoft,  IBM,  SAP, 
and  BlackBerry  maker 
Research  in  Motion. 


TECH'S  GROWTH 
ENGINES 

PERCENT 


SAP,  the  German  software  maker,  said 
sales  in  the  so-called  BRIG  countries- 
Brazil,  Russia,  India,  and  China— grew 
at  254  times  its  overall  corporate  growth 
rate  of  10%.  Meanwhile,  IBM's  BRIG  sales 
increased  32%.  Russia  vaulted  by  an  as- 
tounding 52%.  India  grew  by  45%.  And 
the  company's  overall  BRIG  growth  rate 
is  actually  accelerating.  Other  markets 
^^^^^^^^^  in  Eastern  Europe, 
Southeast  Asia,  and 
the  Middle  East  are 
adding  big  growth 
numbers  for  the  tech 
giants  as  well.  "These 
economies  are  reach- 
ing a  point  where 
they're  large  enough 
to  make  a  difference," 
says  Stephen  Minton, 
an  analyst  for  market 
researcher  IDG. 

Tech's  sudden  fixa- 
tion on  countries  that 
were  afterthoughts 
a  decade  ago  is  no 
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mystery.  Overall  tech  sales  grov^th 
U.S.  is  expected  to  come  in  at  ju 
this  year,  according  to  IDC.  Westei 
rope  and  Japan  are  even  more  slu| 
growing  at  5%  and  2%,  respective! 
double -digit  grovvth,  tech  comf 
must  look  elsewhere.  IDG  expects 
to  grow  at  25%,  Russia  at  17%,  anc 
na  at  16%.  Among  the  smaller  ma 
it  pegs  Turkey  at  27%,  Venezuela  ai 
and  Saudi  Arabia  at  13%. 

STAYING  POWER 

THE  BIGGEST  WINNERS  in  the  ei 
ing  markets  are  some  of  tech's 
prominent  blue  chips,  from  IB^ 
HP  to  Cisco  and 
They've  been  ii 
ing  in  these  are}' 
years,  sticking  ai 
through  lean  t 
IBM,  for  example* 
$2  billion  bet 
2004  and  2006( 
developing  Indiai 
market  and  a  j 
talent  pool,  ana 
pledged  to  spena 
other  $6  billiont 
the  next  several 
It's  also  making  J 
investments    in  i 

PEDDLING  TECH 

HP  products  are  8. 
hot  commodity  ini 
Chennai,  India 

in  America.  "Others  leave.  Thatt 
us  an  advantage  when  countrieai 
around,"  says  Marc  Lautenbach,  g^ 
manager  for  IBM's  Americas  region 
downside:  They  take  hits  when  bo 
ous  emerging  markets  cool  or  crasu 
part  of  the  game. 

Even  when  markets  are  bubl 
some  blue  chips  struggle.  For  insts' 
Dell  Inc.'s  preferred  method  of  S(J 
via  phone  or  Internet  doesn't  all 
travehwell.  It's  one  of  the  reasons 
is  on  the  skids.  But  the  computer  t 
has  been  learning  from  its  mists 
Dell  now  sells  to  consumers  thn 
stores  in  Mexico.  And  through  mui 
the  rest  of  Latin  America,  the  coiri 
is  hawking  its  gear  on  traveling  sh 
It  may  sound  retro,  or  like  a  page  < 
Gabriel  Garcia  Marquez.  But  if' 
ting  on  traveling  shows  wins  busi 
in  booming  developing  markets, ' 
stay  home? 

-  With  Peter  Burrows  and  Louise . 
San  Mateo,  Calif,  and} 
Silver-Greenberg  in  A/en 
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2001  Honda  Accord  LX  Sedan 


"¥)ur  wallet  can 
thank  me  later 


-Mr.  Opportunity 


r 


2007  Accord  LX  AT  Lease 
$100  per  month 


=\ 


199 


36  months 


V 


$2,793  due  at  lease  signing, 

inclmies  security  deposit,  (i(Mm  payment:  excludes 
tax  and  license  (for  ^ell-qualified  customers) 


It's  that  time  of  year  again.  Now  you  can  get  a 
great  deal  on  a  brand-new  2007  Accord.  Voted 
"Excellent  Value"^  by  IntelliChoicet  this  sleek 
and  stylish  beauty  keeps  its  value,  so  you  keep 
your  monthly  payments  affordable.  Hurry  down  to  your  Honda  dealer 
today  where  you  can  get  a  deal  that's  worth  bragging  about. 

The  2007  Honda  Clearance 

o 

clearance.honda.com 


iject  to  limited  availability.  Through  September  4,  2007,  to  approved  lessees  by  American  Honda  Fmancc  (^orp.  Closed- 
I  lease  for  2007  Accord  LX  Sedan  AT  (Model  ^M5647E\V).  For  well-qualified  lessees.  Not  all  lessees  will  (|ualify 
^er  lease  rates  apply  for  lessees  with  lower  credit  ratings.  MSRP  $21,520  (includes  destination).  Actual  net  capitalized 

^,072.93.  Dealer  participation  may  affect  actual  payment.  Taxes,  license,  title  fees,  options  and  insurance  extra.  'Ibtal 
nthly  payments  $7,164.  Option  to  purchase  at  lease  end  $12,481.60.  Lessee  responsible  for  maintenance,  excessive 
r/tear  and  LS«/mi.  over  12,000  miles/year  for  vehicles  with  MSRP  less  than  $30,000,  but  for  vehicles  with  MSRP  of 
iOOO  or  more,  mileage  cost  is  20«/mi.  over  12,000  miles/year.  .See  dealer  for  complete  details.  '''2007  IntelliChoicc'  li 
■w.intcllichoice.com.  ©2007  American  Honda  Motor  Co..  Inc. 


Life  I  Timepieces 


The  Wrist 
Watchers 


It  takes  more  than  a  pretty  face  to  impress  this 
exclusive  society  of  collectors,  bylauren  young 


I  OFTEN  AGONIZE  ABOUT  WHAT  TO  WEAR  for  a  night  out  on  the 
town.  But  my  invitation  to  observe  the  Watch  Enthusiasts 
of  New  York  monthly  meeting  proved  especially  challeng- 
ing. This  secret  society  of  New  York  watch  collectors  known 
as  "The  Weenies"  (after  their  WENY  acronym)  is  one  of  the 
most  exclusive  in  the  watch  world.  What  land  of  timepiece 
can  I  wear  that  won't  make  me  stand  out  like  a  bumpkin  at 
a  debutante's  ball?  J  Since  my  own  watch  collection  is  pretty  lim- 
ited—think Swatch,  Ebel,  as  well  as  the  Polar  wristwatch  that  goes 
with  my  heart-rate  monitor— I  end  up  borrowing  my  mom's  classic 


VACHERR 
CONSTAI  ne, 

$130,00^  ^ 
"Weenie' 


n 
JDie 


Rolex,  a  blue  dial  with  an  l8-karat  gold- 
and-steel  band  from  the  1980s.  Believe 
me,  the  Weenies  notice.  Wrist-gaping  is 
the  main  activity  at  a  Weenie  meeting. 

Formed  by  two  watch  lovers  in  2005, 
each  monthly  Weenie  gathering  is  a  move- 
able feast  with  a  prix  fixe  dinner  at  a  dif- 
ferent location,  typically  a  New  York  City 
restaurant  or  bar.  Sure,  you'll  find  hedge- 
funders  and  real  estate  moguls  among  the 
32  members,  but  the  roster  also  includes 
a  Malaysian  artist,  an  engineer,  and  an 
acupuncturist.  While  a  few  wives  and 
girlfriends  tag  along  at  meetings,  there  are 
only  two  female  members. 

Nearly  all  of  the  Weenies  met  online  at 
the  "watch  pom"  Web  sites,  TimeZone 
and  The  Purists.  (Some  have  since  mi- 
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grated  to  HoroMundi.)  Membership  is  by 
invitation  only,  but  you  don't  have  to  own 
a  ginormous  collection.  What  you  do  need 
is  an  appreciation  of  watches  as  an  art  and 
craft:.  "We  prefer  watch  geeks  to  watch 
snobs,"  says  co-founder  Paul,  31,  an  engi- 
neer who,  like  most  members,  asked  to  be 
identified  by  his  first  name.  "A  lot  of  watch 
guys  are  a  littie  tightiy  wound,"  says  Mat- 
thew Morse,  a  club  member  and  editor  of 
Revolution  magazine,  a  watch  bible.  "But 
this  is  a  group  of  genuinely  nice  people." 

I  don't  understand  why  the  Weenies 
insist  on  a  shioud  of  secrecy  until  I  meet 
them:  These  guys  collectively  are  pack- 
ing at  least  $1  million  worth  of  bling  on 
their  wrists,  including  a  beefy  limited 
edition  F.P.  Joume  Chronometre  a  Re- 


sonance ($100,000  and 
up),  which  has  a  plati- 
num bracelet  and  is  as 
heavy  as  a  brick. 

Aside  from  an  occa- 
sional watch  gathering, 
these  collectors  do  not 
wear  their  most  highly 
prized  timepieces  in  the 
real  world  because  the  wear  and  teA 
diminish  the  value.  And  because  the;*!  IO,Of 
them  in  safe  deposit  boxes,  many  W(V  iidat 
do  not  insure  their  watches,  excee 
their  rarest  timepieces.  With  no  pi 
security  at  club  events,  they  like  to<  me 
their  profiles  off  the  radar. 


receivec( 
a  sneak  k'""  I 
peek  of  if'* 
Skeleton' «« 


i»'a\ 


OGHSANDAHS 

so  WHAT  MAKES  A  Weenie  tick?  "V^llfc 
weenie-ish  in  our  unbridled  purs 
something  other  people  don't  pay 
attention  to,"  explains  Gene  Stone,! 
member  and  author  of  The  Watch,  a 
about  collecting.  These  geeks  foa 
the  nitty-gritty  of  vintage  and  nu 
watches:  the  faces,  hands,  moven 
weight,  and  other  fine  details. 


to 


h. 

(con 

tJtcl 


»t 


e  connoisseurs,  they  speak  in  a  lan- 
of  their  own.  Conversation  is  pep- 
with  millimeters  (the  size  of  the  face), 
lion  (a  device  that  helps  regulate  the 
),  guilloche  (decorative  engraving), 
ther  technical  terms.  Their  descrip- 
ire  entertaining.  Vincent,  48,  a  hedge 
nanager  and  the  group's  other  co- 
er,  breathlessly  describes  watches 
mires  as  "stealthy,"  with  "sensual 
;"  and  an  "immaculate  finish." 
aost  meetings,  the  members  just  chat 
laUy  about  watches.  The  other  main 
y  is  taking  off  watches  and  pass- 
im around.  Sometimes  the  Weenies 


introduced  at  a  Geneva  watch  fair  in  April. 

Many  Weenies  wear  their  own  Vacher- 
on  Constantin  timepieces,  including  Vin- 
cent, who  sports  a  Skeleton  Automatic 
in  yellow  gold.  He  ticks  off  the  preferred 
brands  of  other  members.  Michael,  a 
fiftysomething  real  estate  developer  and 
software  entrepreneur,  favors  Officine 
Panerai,  an  Italian  brand  known  for  over- 
sized faces.  Michael  keeps  photographs 
of  every  piece  in  his  massive  collection  of 
more  than  400  watches,  worth  more  than 
$5  million,  on  his  Palm  Pilot. 

Brad,  36,  an  investment  manager,  col- 
lects F.P.  Joume,  one  of  the  few  super- 
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$103,200 
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perpetual 

calendar 
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special  guests  to  speak.  The  night  I 
a  meeting  at  the  New  York  Wine  Co. 
iT  Manhattan,  Julien  Tomare,  North 
tan  president  of  the  storied  Swiss 
paker,  Vacheron  Constantin,  shows 
le  new  models.  As  the  members  dine 
ised  short  ribs  with  creamy  polenta, 
Ooh"  and  "Ah"  over  a  PowerPoint 
Station  of  new  models.  A  highlight  is 
30,000  Patrimony  Skeleton  Perpetu- 
tndar,  which  is  transparent.  You  can 
t  innards  tick- 
away— hence 
me  Skeleton, 
igh  many  of 
/eenies  look 
iverage  Joes 
Irford  shirts 
ikhakis,  the 
E)f  the  collec- 
the  room  is 
This  is  only 
econd  time 
ivatches  have 
ieen  in  pub- 
:e  they  were 


high-end  watchmakers  that  is  not  owned 
by  a  luxury  goods  conglomerate.  When  I 
get  a  chance  to  chat  with  Brad,  he  explains 
that  he  is  in  awe  of  the  technology  of 
Joume  watches;  the  one  he  is  wearing  uses 
two  independent  movements  that  feed  off 
each  other's  energy.  "Francois-Paul  Joume 
is  a  modem-day  genius  in  the  world  of  ho- 
rology," he  says  of  the  company's  founder. 


WENY 
members 
share  a 
love  for 
the  watch 
as  an  art 
object 


Bigger,  more  established  manufactur- 
ers are  also  represented  in  these  collec- 
tions. Paul,  who  owns  about  125  watches, 
says  his  primo  treasure  is  a  1954  Rolex 
"Kew  A"  Observatory  Chronometer,  one 
of  three  in  the  world  known  to  exist  in 
original  condition  (out  of  24).  "Finding  it 
occupied  a  year  of  my  life,"  he  says. 

Paul  purchased  his  prized  Rolex 
through  Watch  Commander,  a  vintage 
dealer  in  Miami.  Before  they  buy,  the  club 
members  often  research  models  on  Time- 
Zone  or  The  Purists  forums;  then 
they  make  their  purchases  through  , 
dealers,  other  club  members,  or 


A.LANGE 
&SOEHNE 
DATOGRAPH 
PERPETUAL 

$60,100 
Date  is 
accurate 
until  2100- 
when  it  will 
need  to  be 
advanced 
one  day 


at  auction.  Sometimes  they  even  travel 
to  Switzerland  to  buy  directly  from  the 
manufacturer. 

While  they  collectively  own  more  than 
1,000  watches,  some  of  their  most  prized 
treasures  include  the  trio  above. 

Adam,  who  ovras  a  medical-supply 
company,  explains  why  he  is  watch-ob- 
sessed. "We  are  surrounded  by  so  much 
technology.  Everything  is  digital,"  Adam 
says.  "When  I  need  to  relax,  all  I  do  is 
watch  this  tick."  He  owns  15  watches, 
although  he  estimates  he  has  bought 
and  sold  35  more.  "I'm  a  watch  slut," 
Adam  says.  In  fact,  when  a  female  guest 
admires  his  Vacheron  Constantin  Over- 
seas Chronometer  in  stainless  steel  with 
a  white  face  ($11,000)  and  mentions  she 
would  like  to  buy  one  for  her  husband, 
Adam  doesn't  miss  a  beat.  He  takes  the 
watch  off  his  wrist  and  says,  "Want  to 
buy  this  one?"  ■ 


BusinessWeok  .com 


ONLINE:  For  a  slide  show  of  the  Weenies'  most  prized, 
and  coveted,  watches,  go  to  businessweek.com/extras. 
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www.norilsknickel.ru 
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hen  it  comes  to  high  technology,  no 
one  is  more  connected  than  Norilsk  Nickel.  From 
the  platinum  used  in  electronics,  to  the  palladium 
used  in  telecommunications,  metals  mined  by 
Norilsk  Nickel  help  us  all  stay  in  touch. 

ULIith  mines  from  Siberia  to  Montana,  Norilsk  Nickel 
is  a  major  producer  of  metals  used  by  a  uuide  range 
of  industries  around  the  uuorld. 
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NORILSK  NICKEL 

A  Global  Leader  In  Metals  Mining 
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Business  Traveler 


arlez-vous? 

put  a  new  pocket 
nslatortothetest 


"^^  OCKET-SIZE  ELECTRONIC 
^^  translators  can  help  you 
U  muddle  through   in  lan- 
.^^F  guages  you  don't  know. 
Franklin's  new  $230  TGA- 
490      Speaking      Global 
»  Translator    goes    further 

most.  In  addition  to  giving  written 
lations  of  hundreds  of  thousands 
rds  and  phrases  in  12  languages- 
ding  Japanese,  Korean,  and  Man- 
,  displayed  phonetically  and  in 
characters— it  has  a  voice  function 
can  pronounce  115,000  words  in 
nguage  of  your  choice, 
e  TGA-490  is  about  the  size  of  a 
-type  handheld  device  and  has  a  full 
)ard  that  slides  out  from  the  bottom, 
useful  is  it?  To  find  out,  we  sent  one 
id  the  world  for  test  runs  with  Busi- 


nes^eek    correspondents.    They 
generally  agreed  that  the  device 
is  most  helpful  if  you  stick  to  basic 
travelers'  vocabulary.  While  the  pro- 
nunciations are  accurate,  the  sound 
quality  could  be  better.  Still,  packing 
a  TGA-490  for  a  multicountry  business 
trip  is  more  practical  than  carrying  a 
stack  of  pocket  dictionaries. 

DEXTER  ROBERTS,  BEIJING  BUREAU  CHIEF: 

"It  seems  to  have  a  quite  limited  vocab- 
ulary. Translating  from  English,  there's 
the  word  for  'million,'  but  oddly  it  does 
not  have  'billion'  or  'trillion.'  If  you  put 
in  the  Chinese  word  for  'edit'  or  'editor' 
(they  are  the  same),  it  gives  you  only  the 
English  verb,  not  the  noun.  While  the 
Chinese  pronunciation  sounds  pretty 
good  when  it  does  have  the  word,  the 
English  at  times  sounds  off." 

CAROL  MATLACK,  PARIS  BUREAU  CHIEF: 

"The  English-to-French  translations  are 
generally  well  done,  but  quite  a  bit  of 
the  Russian  is  inappropriate.  For  ex- 
ample, the  translation  of  'How  do  you 
do?'  is  a  casual  term  (more  like  'How's 
it  going?')  that  you  wouldn't  use  when 


meeting  someone  for  the  first  time." 


JACK  EWING,  FRANKFURT  BUREAU  CHIEF 

"The  spoken  pronunciations  in  German 
are  correct  and  a  useful  check  on  your 
own  pronunciation.  I  studied  Spanish 
many  years  ago,  but  not  enough  to 
attempt  to  talk  to  anyone.  Using  the 
translator,  I  could  read  the  headlines  of 
Spanish  newspapers." 

KENJI  HALL,  TOKYO  CORRESPONDENT: 

"In  English-Japanese  mode,  having  both 
the  Japanese  word  and  its  pronunciation 
in  Roman  letters  is  a  nice  touch.  If  s  not 
easy  to  go  from  Japanese  to  English."  ■ 
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■The  salad  genie 
is  not  going  to 
appear  in  your 
cubicle. 


New  from  Balance. 
Bare. 

chy  oats,  peanuts  and 
e  grains  on  the  top. 

.hut  buttery  layer  on  the 
lottom.  13  grams  of  protein 

■jnergy.  And  in  a  variety 

llicious  flavors. 
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ExecutiveLife  Parker  on  Wine 


BY  ROBERT  PARKER 


White  Delights 
From  Spain 


Spain  produces  some  of  the  world's  crispest, 
most  refreshing,  and  easiest-drinking  dry 
white  wines.  They're  all  pure  expressions 
of  their  vineyards  and  microclimates,  and 
the  best  of  them  never  see  a  day  in  oak. 
Almost  all  are  perfect  accompaniments 
to  the  light  seafood  and  poultry  dishes 
you  enjoy  this  time  of  year.  Best  of  all,  they 
provide  a  fine  bottle  for  the  money. 


Bodegas  Nekeas  2006  Vega  Sindoa 
Viura-Chardonnay 

88  points.  Light  gold  in  color,  it  offers  up  an 
attractive  nose  with  notes  of  mineral,  baked 
apple,  and  honey.  Supple  on  the  palate  with 
gobs  of  flavor,  this  medium-bodied  wine  is 
nicely  balanced  and  refreshing,  and  is  a  great 
value,  too.  $8 

Bodegas  Naveran  non-vintage  Cava 
Brut  Reserva 

89  points.  This  sparkling  white  offers  citrus 
and  melon  aromas,  persistent  small  bubbles, 
dry,  fruity  flavors,  and  a  surprisingly  long, 
clean  finish.  Drink  it  over  the  next  12  to  18 
months.  $12 

Adegas  Gran  Vinum  2005  Albarlno 

Nessa 

86  points.  With  scents  and  flavors  of  citrus 

and  honey,  this  medium-bodied  wine  has 

good  concentration,  excellent  balance,  and  a 

great  price.  $12 

Bodegas  y  Vinedos  2005  Dos 
Victorias  Jose  Pariente 
89  points.  This  straw-colored  wine 
displays  lovely  floral  and  tropical  aromas. 
The  elegant  effort  has  ripe  fruit,  good 
balance,  medium  body,  and  a  crisp, 
lengthy  finish.  Enjoy  it  over  the  next  12  to 
18  months.  $17 


Adegas  Morgadio  2005 
Morgadio  Albarino 

90  points.  An  intense  perfume  of 
honey,  spring^lowers,  and  peach 
comes  from  this  straw-colored 
wine.  On  the  palate,  it  exhibits 
excellent  ripeness,  concentration,  a 
supple  texture,  and  enough  weight 
to  accompany  richly  sauced  fish 
courses  and  white  meats.  $18 

Lusco  do  Mino  2005 
Albarino 

91  points.  The  light  gold-colored 

wine  offers  an  expressive  perfume  of  slate, 
minerals,  honeysuckle,  pear,  and  apricot. 
There  is  good  underlying  acidity,  a  rich  feel  on 
the  palate,  and  a  long,  dry,  fruity  finish.  $20 

Finca  de  Arantei  2005  Albarino 
90  points.  The  wine  displays  floral  and 
mineral  aromas  reminiscent  of  a  top  Alsatian 
riesling,  but  with  more  weight.  There  are  lots 
of  green  apple,  pear,  and  honey  flavors,  with 
good  acidity  and  a  long,  fruity  finish.  $20 

Itsas  Mendi  2005  Txakoli 
89  points.  From  the  Basque  country  this 
white  is  made  from  hondarrabi  zuri,  an 
indigenous  grape.  Straw  in  color,  the  wine  has 
notes  of  fresh  herbs,  crushed  flowers,  and 
honey.  It  is  ripe  and  refreshing.  Drink  it  over 


ARANTEI    ^^ 

HONEST  VALUE 

Spanish  whites 
offer  a  true 
reflection 
of  their 
birthplace 


the  next  year  $20 


Bodegas  Naia2|  [^ 
Naiades 
91  points.  The  barrff 
fermented  cuvee CO-  ^ 
from  one  parcel  of  £'  '^* 
100-year-old  verdejo  vines.  Light  gold  in  < ' 
exhibits  a  perfume  of  vanilla  spice,  lemor  Jit 
and  honeysuckle.  This  is  a  medium-bodii 
wine  with  an  intense  entry,  mouth-fillingi 
and  excellent  balance.  Enjoy  it  over  the  m ' 
to  18  months.  $23.  ■ 


Robert  Parker  is  the  world's  most  influen:  I 
wine  critic.  VisiteRobertParker.com  tose 
of  thousands  of  tasting  notes,  buy  his  hoc 
subscribe  to  his  newsletter,  The  Wine  Adv 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
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-competitive  markets  challenge  the  ability  of  any  company  to  stay  on  the  fast  track, 
oerformance  expectations  riding  high,  how  will  you  continue  to  deliver?  Unexpected 
[es  in  business  environment,  customer  preferences  and  new  competitors  force  many 
anies  off  the  path  of  growth.  How  should  you  redefine  your  business  model  to  create 
nable  competitive  advantage? 

rue  that  you  cannot  outpace  change,  but  you  can  outhink  it.  So  join  us  at  The  11th 
3l  CEO  Forum  and  learn  from  business  leaders,  global  CEOs  and  policy  makers  as  they 
experience  and  ideas  with  you  and  your  peers.  Be  part  of  two  days  of  intense  discussion, 
jue  and  debate  and  explore  how  to  create  the  winning  corporation  of  tomorrow. 

sight.  Insight.  Perspective.  Live  at  The  1 1th  Annual  CEO  Forum. 
tt  Speakers 

ternardin,  chairman  and  chief  executive  officer,  Leo  Burnett  Worldwide,  United  States 

ephanie  Burns,  chairman,  president  and  chief  executive  officer,  Dow  Corning,  United  States 

■w  Ferrier,  chief  executive  officer,  Fonterra  Co-operative  Group,  New  Zealand 

onorable  Barbara  Franklin,  chief  executive  officer,  Barbara  Franklin  Enterprises  and  Former 

fary  of  Commerce,  United  States 

fon  Ping,  executive  chairman,  Banyan  Tree  Holdings,  Singapore 

|d  Abdulkarim  Julfar,  chief  operating  officer,  Etisalat,  United  Arab  Emirates 

;lmut  Panke,  former  chairman,  BMW  AG  and  member  of  the  Board,  Microsoft,  Germany 

losling,  executive  director,  Tata  Sons,  India 

hasayee,  managing  director,  Ashok  Leyland,  India 

i  Yue,  chairman  and  chief  executive  officer.  Broad  Air  Conditioning,  People's  Republic  of  China 


Strategic  partners: 


Allfanz 


Atos^ 
Origin 

Standard  ^ 
Chartered  J|$ 


Supporting  organizations: 


A 


Hill  &  Associates 


IMstrategies 

L 


Strategic  partnership  enquiries 

Alan  Wong-  Tel  (852)  2151  8220 
Email.  alan.wong@c)nmstrategies  com 


Speaking  opportunities 

Priscilla  Poon  Tel  (852)  2581  0142 
Email;  priscilla  poon@dnmstrategies.com 


For  agenda  go  to:  www.dnmstrategTes.com 


Participant  registration 

Karen  Lee  Tel  (852)  2151  8215 
Email:  karen.lee@dnmstrategies.com 


Personal  Finance  Investing 


Follow 
That  Guru 

Piggybacking,  or  buying  the  stock  picks  of  the  pros, 
is  easy,  thanks  to  a  pair  of  Web  sites,  bylewisbraham 


BILL  NYGREN,  WHO  RUNS  the  $6  bUlion  Oakmark  Select 
Fund,  is  not  bashful  about  taking  tips  from  competi- 
tors. Earlier  this  year  he  noticed  in  the  shareholder  re- 
ports of  Longleaf  Partners,  Legg  Mason,  and  Dodge  & 
Cox  that  they  were  all  accumulating  shares  in  wireless 
telco  Sprint  Nextel.  "Many  competitors  we  respected 
made  it  a  large  position,"  he  says.  "That  suggested  it 
was  worth  looking  at."  When  the  stock  later  dipped  from  20  to  18,  he 

swooped  in.  Today  it  trades  at  22.  from  bottom-performing  ftinds  by  an 

Investment  research  is  tough,  so  why      average  of  8%  in  the  year  after  the  stocks 


not  build  on  a  foundation  laid  by  oth- 
ers? This  piggybacking  strategy  makes 
sense.  According  to  a  new  research  pa- 
per, "The  Investment  Value  of  Mutual 
Fund  Portfolio  Disclosure,"  stock  picks 
from  top-performing  funds  beat  those 


were  purchased.  This  performance  gap 
held  steady  throughout  the  study's  pe- 
riod, 1980-2002.  (The  paper,  by  business 
professors  at  the  University  of  Maryland 
and  the  University  of  Arizona,  is  available 
at  ssm.com/abstract=891728.) 


I 


Now  there  are  easier  ways  to 
back  than  poring  over  sharehoL 
ports  or  picking  through  reg 
filings.  Two  Web  sites,  GuruFoc 
and  Stockpickr.com,  do  much  of  th 
for  you.  (Both  are  free,  but  Gun 
also  has  a  $249-a-year  premium  s« 
The  sites  don't  just  look  at  mutua 
but  also  check  in  on  the  pantheor 
perinvestors,  including  Warren  1 
Carl  Icahn,  and  Eddie  Lampert. 

GuruFocus  publishes  the  lates 
and  sells  of  51  "giu-us,"  investoi 
generally  have  at  least  a  decade-Ion 
record  of  beating  the  market,  rankir 
picks  and  synthesizing  them  into 
portfolios.  The  "most  weighted" 
lio  holds  the  25  stocks  with  the 
position  in  the  combined  holdings 
gurus.  It  has  gained  30%  since  its  J; 
2006,  inception,  compared  with  th 
dard  &  Poor's  500-stock  index's  22' 

CAN  19  HOTSHOTS  BE  WR0NG1 

ONE  CURRENT  POSITION  is  Hor 
pot.  The  retailer  is  what  Charliei 
GuruFocus'  founder,  calls  "a  triplol 
Not  only  do  19  gurus  ovvn  it,  bl 
company  is  aggressively  buyingij  £: 
stock  and  corporate  insiders  are  pv 
ing  shares  as  well.  Other  triples  i '  1^ 
car  dealer  AutoNation,  financial  s&(pii 
maker  Fair  Isaac,  and  Rent-A-( 
which  sells  furniture  and  consumti 
tronics  on  a  rent-to-own  basis. 

Stockpickr  has  more  breadthi  - 
GuruFocus,  tracking  more  than  7V\ 
tual  fimds  and  hedge  fiinds.  It  also( 
users  to  post  their  own  portfolidi 
compare  them  with  the  experts'.  1 1 
site  lacks  the  price  data  of  Guru^ 
which  shows  the  range  in  which  itsil 
purchased  their  securities— -valuii 
you  want  to  compare  your  cost  to  lii 

Of  course,  relying  on  portfolio 
sure  can  be  problematic.  Hedge  fiui  sr 
their  holdings  with  the  Securities"! 
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The  Bargain  Bin? 

hese  stocks  trade  for  less  than  they  did  when  the  smart  money  bought  them 

|SYMBOL) 

GURU  WHO  BOUGHT  IT 

AVERAGE 

PRICE 

PAID* 

CURRENT 
PRICE" 

;A  AIR  GROUP  (ALK) 

Ronald  Muhlenkamp,  Muhlenkamp  Fund 

$41.00 

$27.79 

PLUS  (CPWM) 

Arnold  Van  Den  Berg,  Century  Mgmt. 

10.40 

7.60 

1IS0N  TELECOM  INTL.  (HTX) 

Seth  Klarman,  Baupost  Group 

33.30 

18.40 

<WAYS  GROUP  (LCC) 

Bill  Miller,  Legg  Mason 

53.60 

34.50 

OMMUNITIES  (WCI) 

Carl  Icahn,  Icahn  &  Co. 

21.30 

12.93 

ed  "July  ^3  Data:  GuruFocus  com 

|e  Commission  once  a  quarter,  and 
il  funds  every  six  months.  But  there 
(^  is  a  lag  between  the  date  of  the 
cure  and  the  filing.  That  means  the 
^er  may  already  have  sold  the  stock 
I  time  you're  aware  of  the  purchase, 
\'  have  got  it  at  a  much  lower  price. 
,  can  deal  with  that  issue  by  pig- 
dng  on  investors  who  typically 
|heir  positions  for  years.  That  im- 
;  the  odds  the  stock  will  still  be  in 


the  portfolio  by  the  time  you  learn  of  it. 

There's  another  reason  to  track  long- 
term  investors  with  large  stakes.  "When 
managers  buy  a  big  position  and  hold 
it  for  a  long  time,  they  have  done  much 
more  research"  than  those  who  trade 
hundreds  of  stocks  and  turn  the  portfolio 
over  two  or  three  times  a  year,  says  Tian. 

In  addition  to  estimating  what  top 
investors  paid  for  their  shares,  Tian's 
GuruBargains  feature  ranks  a  stock  by 


how  much  it  has  lost  after  a  top  investor 
has  bought  it.  This  gives  you  a  chance  to 
pay  less  for  a  stock  than  some  of  the  best 
minds  on  Wall  Street  (table).  But  you 
don't  want  to  buy  only  the  losers.  "Even 
the  most  phenomenal  investors  make 
mistakes,"  says  hedge  fund  manager 
Mohnish  Pabrai,  managing  partner  of 
Pabrai  Investment  Funds  and  early  sub- 
scriber to  GuruFocus.  "Buying  only  their 
losers  is  like  rooting  out  their  flowers  and 
watering  their  weeds." 

The  key  is  to  springboard  off  these 
investors'  work  and  do  your  own  re- 
search on  stocks  they  own.  If  nothing  has 
changed  at  a  company  that  has  declined 
since  Warren  Buffett's  purchase,  then 
do  what  Oakmark's  Nygren  did  with 
Sprint— swoop.  ■ 


#• 


Changes  in  life  can  be  beautiful. 
Take  retirement  for  example. 


Call  your  broker,  or  visit  hartfordinvestor.com 
Mutual  Funds  •  401  (k) 

Annuities  •  Life  Insurance 


J.HE 

Hartford 
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>nalFinaiice  College  Savings 


Time  to  Swap 
Piggybanks? 

Custodial  accounts  have  lost  much  of 
their  tax  benefits,  byannetergesen 


FOR  YEARS,  PARENTS  HAVE 
been  stashing  money  in 
custodial  accounts  to  fund 
their  kids'  college  educa- 
tions. They've  saved  on 
taxes,  too,  since  a  large 
portion  of  the  bill  is  paid  at 
the  chUd's  lower  rate.  But  recent  changes 
in  the  law  sap  so  much  of  the  tax  sav- 
ings firom  custodial  accounts  that  state- 
sponsored  529  college  savings  plans, 
which  are  tax-free  if  used  for  education, 
are  better  deals.  In  fact,  they're  so  much 
better  that  you  may  want  to  cash  out 
your  kids'  custodial  accounts  and  put  the 
money  in  529s. 

How  do  you  decide?  Look  at  how  long 
it  is  before  your  child  matriculates,  the 
amount  of  appreciation  in  the  account, 
and  the  likelihood  of  qualifying  for  finan- 
cial aid.  For  most  families,  "converting 
to  a  529  account  makes  sense,"  says  Sam 
Beardsley,  director  of  investment  tax  for 
T.  Rowe  Price,  a  mutual  fund  company. 

Custodial  accounts,  also  known  as 
UGMA/UTMA  (Uniform  Gifts  to  Minors 
Act/Uniform  Transfers  to  Minors  Act) 
accounts,  can  still  be  attractive  for  small 
sums.  The  first  $850  in  annual  interest, 
dividends,  and  capital  gains  is  tax-free, 
and  the  next  $850  is  subject  to  a  child's 
low  tax  rates.  Anything  beyond  that 
is  assessed  at  the  parents'  marginal 


rates  of  up  to  35% 
for  interest  income 
and  15%  for  qualified 
dividends  and  capi- 
tal gains.  In  the  past, 
once  the  child  turned 
14,  the  parents'  rates 
no  longer  applied. 
But  Congress  recent- 
ly extended  the  par- 
ents' tax  rate  to  age 
17  this  year  and  to  age 
23  for  dependent  children  starting  in 
2008.  "The  real  benefit  of  the  custodial 
account  is  gone,"  says  Jim  Sonneborn, 
a  wealth  manager  at  RegentAtlantic 
Capital  in  Chatham,  N.J. 

EDUCATION  ONLY 

CASHING  OUT  A  custodial  account  is 
a  taxable  event,  and  the  account  will 
owe  capital  gains  tax  on  any  investment 
profits.  But  financial  advisers  say  taking 
that  hit  now  can  be  worthwhile,  because 
once  the  money  is  in  a  529  plan,  there 
are  no  taxes  on  investment  earnings 
or  viathdrawals  as  long  as  the  money 
is  used  for  education.  That  tax  savings 
should  more  than  make  up  for  the  high- 
er fees  that  529  investors  pay.  (Money  in 
a  custodial  account  belongs  to  the  child, 
who  retains  ownership  if  the  money  is 
transferred  into  a  529.) 


WHEN  IT  MAKES  SENSE  TO  SWITCH 

SHOULD  YOU  CASH  OUT  your  child's  custodial  account,  pay  the  tax  bill,  and  put  the  money  in 
a  state-sponsored  529  college  savings  plan?  Yes-if  you  have  enough  time  to  earn  back  the  tax 
payment.  Find  the  number  ot  years  before  college  on  the  table  below,  then  go  down  a  line. 
A  switch  makes  sense  if  your  custodial  account  has  had  any  gain  up  to  the  percentage  shown.* 

Years  to  college 

►    ' 

2 

3 

4 

5 

6 

7 

8+ 

Maximum 

gam  (%)        , 

^   30.6 

50.8 

64.4 

75.0 

84.0 

91.9 

99.2 

Any  amount 

•Assumes  the  529  contributions  receive  an  annual  state  tax  dedui  non  ol  up  to  $2,500  and  ttie  529  levies  0-3%  more  in  fees  tlian 
tfie  custodial  account  Data:  T  Rov»e  Price  Associates  Inc. 


Suppose  your  son's  account  hil 
preciated  by  $25,000,  to  $100,000i| 
shut  it  and  pay  a  15%  capital-gainsi 
the  $25,000  profit,  the  total  tax  bill| 
come  to  $3,750.  That  leaves  $96,^j 
ter  taxes  to  put  into  the  529.  Ass 
the  529  and  the  custodial  accoun| 
grow  by  8%  annually,  it  would  ta 
a  year  for  the  529  to  catch  up  onil 
tertax  basis— even  if  the  account  i| 
pays  0.3%  more  a  year  in  fees. 

The  breakeven  point  will  vaijij 
rule,  if  college  is  eight  or  more 
away,  Beardsley  recommends  li^l 
ing  a  custodial  account  and  transij 
the  proceeds  to  a  529  plan.  If  you»| 
is  older,  the  wisdom  of  such  a  mcf 
pends  largely  on  your  built-up  apji] 
tion  (table).  For  example,  if  enroUll 
four  years  away,  you'll  come  out  i 
shifting  to  a  529  plan  if  the  accoui| 
grown  by  up  to  75%. 

The  federal  financial  aid  formii 
favors  529s.  Currendy,  assets  trans 
from  a  custodial  account  to  a  52 
or  more  years  before  college 
ment  have  no  impact  on  financial'^ 
bill  before  Congress  would  chang 
Even  if  it  passes,  though,  only  5 
the  529  would  count  against  the 
when  computing  aid,  vs.  20%  ft 
todial  accounts.  For  many  parent 
could  seal  the  deal.  ■ 
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PersonalFinance  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

BREAKFAST  SANDWICHES-COMING  RIGHT  UP  AT  STARBUCKS. 


ELEKTA  IS  A  LEADER  IN  PRECISION  SURGICAL  EQUIPMENT. 


FOR  A  RIPE  SPANISH  PLUM,  TRY  BANCO  BILBAO  VIZCAYA. 


A  BITTER 
TASTE 

STOCK  PRICE  (DOLLARS) 


JAN.  30.  07  JULY  25 

Data:  Bloomberg  Financial  Markets 


Starbucks:  Set  to  Perk? 

HAS  STARBUCKS  BOTTOMED?  Some  pros  think  so, 
including  Georges  Yared  of  Yared  Investment  Research, 
who  started  buying  when  shares  hit  25  in  June. 
Starbucks  (SBUX),  the  world's  largest  coflFee  chain,  has  been  the 
butt  of  scorn  because  of  disappointing 
sales  and  earnings.  Even  so,  Yared  sees 
the  stock  snapping  back  as  management 
takes  steps  to  regain  lost  groimd. 
One  catalyst  is  Starbucks'  breakfast 
sandwiches,  now  served  in  700  of  13,700 
locations  worldwide.  Starbucks  wiR  roll 
out  sandwiches  in  4,000  stores  within  12 
months.  Yared  figures  the  breakfast  fare 
vwll  add  $70,000  to  each  store's  annual 
sales.  Thaf  s  about  $200  million  total  a 
year,  he  says,  and  if  s  not  yet  reflected  in 
estimates,  hi  fiscal  2009,  Yared  expects 

7,000  stores  will  serve  breakfast,  generating  extra  sales  of  $420 
million  to  $450  million.  He  sees  earnings  of  88$  a  share  on  sales 
of  $95  billion  in  the  year  ending  Sept.  30, 2007,  and  $1.10  on 
$11.5  billion  in  2008.  Starbucks  plans  to  add  2,000  stores  each 
year  with  a  global  long-term  goal  of  40,000  locations.  Joseph 
Buckley  of  Bear  Steams  says  the  market  is  focused  on  near-term 
negatives  and  ignores  Starbucks'  strengths  and  prospects.  "This 
is  a  more  appropriate  time  to  buy  than  sell,  and  we  reiterate  our 
'outperform'  rating,"  he  says.  Dan  Gelman  of  investment  firm 
McAdams  Wright  Ragen  rates  the  stock,  now  at  2796,  a  buy, 
with  a  12-month  tai^et  of  44. 

WhyElektaMayBe 
A  Stockholm  Standout 

SWEDEN'S  ELEKTA,  which  trades  only  in  Stockholm,  is 
getting  more  attention  from  American  investors.  (Its 
Bloomberg  symbol  is  EKTAB.)  Some  30%  of  its  stock  is 
owned  by  U.S.  institutions,  including  Fidelity  Investments 
and  Lazard.  And  nearly  half  of  the  global  sales  of  Elekta's 
cancer  radiation  equipment  are  in  the  U.S.  In  that  market 
Elekta  is  second  only  to  Varian  Medical  Systems  in  Palo  Alto, 
Calif  No.  3  is  Siemens.  Elekta's  leading  product,  Leksell 
Gamma  Knife  Perfexion,  described  as  a  "revolutionary 
model"  in  Elekta's  system  for  noninvasive  brain  surgery, 
is  used  in  120  neurosurgery  programs  in  the  U.S.,  says 
CEO  Tomas  Puusepp.  He  says  this  highly  accurate  tool  for 
radiosurgery  targets  tiunors,  with  htde  effect  on  surrounding 
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healthy  tissues.  Ilan  Chaitovidtz 
of  Redbum  Partners  says  Elekta's 
competitive  position  remains  strong, 
with  orders  from  North  America  up 
16%,  after  last  year's  8%  gain.  Rating 
it  a  buy,  he  puts  the  stock's  value  at 
170  kroner.  Martin  Sikorski  of  Credit 
Agricole  Cheuvreux,  who  rates  Elekta 
outperform,  says  the  stock  is  a  timely 
buy  as  it  has  fallen  from  153  kronor  in 
January  to  111  on  July  25. 
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Banco  Bilbao 

Looks  Like  Buyout  Bait 

RECENT  CROSS-BORDER  DEALS  in  banking  hav\ 
drawn  attention  to  major  underpriced  banks 
overseas.  One  such  is  Banco  Bilbao  Vizcaya 
Argentaria  (BBV),  Spain's  second-largest,  which  provic 
financial  and  investment  services  in  Europe,  the  U.S.,  i 
Latin  America.  "It's  a  very  innovative  bank  with  great 
management,  and  is  the  leading  bank  in  Mexico.  But  ii 
stock  has  trailed  its  peers,"  says 
Donald  Gimbel,  senior  managing 
director  at  Carret  Asset  Management, 
which  owns  shares.  Now  at  25.18, 
Bilbao  would  be  a  great  catch  for  the 
likes  of  Spain's  No.  1  bank.  Banco 
Santander,  or  any  major  bank,  says 
Gimbel.  He  puts  Bilbao's  worth,  with 
a  market  cap  of  $89  billion,  at  35  to 
40  a  share.  Carlos  Berastain  Gonzales 
of  Deutsche  Bank  in  London  also  sees 
Bilbao  as  a  buyout  plum.  He  figures 
its  pieces  add  up  to  36  to  4l  a  share. 
This  range,  he  says,  depends  on  whether  Bilbao  is  bou 
by  a  bank  with  no  synergy  potential,  at  multiples  in  lir 
with  past  deals,  or  whether  it  is  acquired  by  a  consorti' 
operating  in  the  same  businesses  as  Bilbao.  II 


BusinessWeek  .com 


ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  tl 
350,000  companies— public  and  private— worldwide.  Find  the  best  cor 
resource  on  the  free  Web  at  investing.businessweek.com. 

Gene  Marcial's  Inside  Wall  Street  is  posted  at  businessweekcom/investi 
p.m.  EST  on  the  magazine's  publication  day  usually  Thursdays. 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  inves 
banking  or  other  financial  relationships  with  them. 
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The  J.D.  Power  Best  Seller  Is 
Now  Available  In  Paperback. 


"Compelling  anecdotes 
and  irrefutable  data.... 

a  lesson  any  business 
leader  would  do  well  to 
take  to  heart." 

— Bill  Ford,  Chairman  and  CEO, 
Ford  Motor  Company 

"A  truly  valuable  book." 

— Ken  Blanchard,  coautiior  of 
The  One-Minute  Manager 
and  Customer  Mania 

In  this  ultimate  guide  to  customer 
satisfaction,  Chris  Denove  and 
James  D.  Power  IV  unlock  the 
vault  on  decades  of  closely 
guarded  research  data,  surveys, 
and  feedback — including  insights 
previously  available  only  to 
clients  of  the  prestigious  firm  of 
J.D.  Power  and  Associates. 

This  is  the  first  book  that  really 
explains  how  great  companies  get 
it  right,  delivering  consistently 
high  customer  satisfaction  and 
translating  it  into  profitable  growth. 
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uy  it!" 


Satisfa 


ction 


How  Every  Great  r 

to  the  Voi;ri?r  P-y  Listens 


t^  — 


"If  you  can  find  a  better  book  on 
customer  satisfaction,  buy  it." 

— Lee  Iacocca 


J^^^^     A  member  of  the  Penguin  Group  (USA) 
PORTFOLIO     www.penguin.com 


'Featured  in  SOOceoRead's  daily  top  5  onjun  20,  2007  in  spot  number  3. 

For  more  information  and  a  FREE  excerpt, 
visit  www.jdpower.com/satisfaction 
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COMMENTARY 

It  was  a  roller-coaster  ride  on 
the  markets  this  week.  Alcoa 
shares  fell  11.9%  on  the  latest 
rumors  that  BHPBilliton 
didn't  want  the  aluminum 
giant.  DuPont  sank  7.8% 
after  earnings  disappointed. 
Poor  results  at  Countrywide 
Financial,  which  dropped 
14%,  sparked  a  sell-off.  Merck, 
IBM,  and  Boeing  all  tromped 
estimates,  sending  shares  up. 

Data:  Bloomberg  Financial  Markets.  Reuters 

MUTUAL  FUNDS 

4-WEEK  TOTAL  RETURN 

WEEK  ENDED  JULY  25 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDED  JULY  25 

■  Si,P500  ■U.S.DIVERSIHED  HALL  EQUITY 


Data;  Morningstar  Inc. 


THE  WEEK  AHEAD 


PERSONAL  INCOME  Tuesday,  July 
31  8:30  a.m.,  EOT » Personal 
income  is  expected  to  have 
increased  0.5%  in  June,  after 
a  0.4%  gain  in  May.  That's  the 
forecast  of  economists  surveyed 
by  Action  Economics.  Meanwhile 
spending  probably  grew  a  meager 
0.1%  in  June,  following  a  0.5%  rise 
in  the  prior  month. 
EMPLOYMENT  COST  INDEX 
Tuesday,  July  31,  8:30  a.m.,  EDT 
»Compensation  most  likely  grew 


U.S.  MARKETS 

JULY  25 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

SAP  500 

1518.1 

-1.8 

7.0 

19.6 

Dow  Jones  Industrials 

13,785.1 

-1.0 

10.6 

24.1 

NASDAQ  ComposHe 

2648.2 

-1.9 

96 

27.7 

S&PMidCap400 

890.1 

-3.2 

10.7 

20.7 

S&PSmallCap600 

426.8 

-3.3 

6.7 

18.2 

DJWilshireSOOO 
SECTORS 

15,248.4 

-2.1 

73 

20.0 

BusinessWeek  SO* 

869.5 

-1.4 

8.9 

21.4 

BW  Info  Tech  100" 

514.6 

-0.1 

15.0 

412 

S&P/Citigroup  Growth 

704.9 

-1.2 

8.0 

20.5 

S&P/Citigroup  Value 

810.9 

-2.4 

6.1 

18.9 

S&P  Energy 

566.7 

-0.2 

24.4 

31.7 

S&P  Financials 

466,4 

-4.1 

-5,8 

6.0 

S&P  REIT 

176.4 

-5.5 

-11.3 

2.0 

S&P  Transportation 

292.4 

-2.2 

10,8 

15.7 

S&P  Utilities 

200.3 

-2.5 

73 

16.4 

S&PGSTIInternef 

218.5 

-5,0 

94 

39.7 

PSE  Technology 

975.6 

-0.6 

11.4 

292 

GLOBAL  MARKETS 

S&P  Euro  Plus  (U.S.  Dollar) 

London  (FT-SE 100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tolcyo  (NIKKEI  225) 

Hong  Kong  (Hang  Seng) 


JULY  25 


6454.3 

58371 

7692.6 

17858.4 

23.362.2 

Toronto  (S&P/TSX  Composite)  14,105.3 
Mexico  City  (IPC)  31,103  5 


WEEK 

-17 
-2.6 
-2.5 
-0.9 

2.3 
-3.3 

-2,5 


YEAR 
DATI 


If 


•March  19, 1999=1000    "February  7. 2000=1000 


FUNDAMENTALS 
S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Surprise* 

TECHNICAL  INDICATORS 
S&P  500  200-day  average 

Stocks  above  200-day  average 

Options:  Put/call  ratio 

Insiders:  Vickers  NYSE  Sell/buy  ratio 


DATI!      L, 

3.81    it 

5.ai 

16.6 
170 

V 
if 


176 
15.0 


JULY  24 

1446.1 

55,0% 
0.92 

4,68 


176 

WEEK  AGO 

174%  I 

18,2 
15.4  i 

2-54% 

i 
iiil 

WEEK  AGO   ' 

144U| 

53,0% 
0J6|( 

4.95  hH 


BEST-PERFORMING 
GROUPS 


UST 

MONTH  % 


LAST  12 

MONTHS  % 


WORST-PERFORMING  ^^^ 

MONTH  % 


Education  Services 

26.6 

Tires  &  Rubber 

211.2 

Internet  Retailers 

16,2 

Divsfd.  Metals  &  Mining 

120.6 

Divsfd.  Metals  &  Mining 

15.8 

Internet  Retailers 

96.9 

Constr.  &  Engineering 

136 

Computer  Hardware 

61.6 

Gold  Mining 

10.5 

Fertilizers  &  Ag.  Chems. 

53.3 

EQUITY  FUND  CATEGORIES 

4«EEK  TOTAL  RETURN                            %         52-WEEK  TOTAL  RETURN 
LEADERS                                                          LEADERS 

% 

Padfic/Asia  ex-Japan  Stk. 

8.9 

Pacific/Asia  ex-Japan  Stk. 

73.1 

Diversified  Emerging  Mkts. 

78 

Latin  America  Stock 

70-7 

Specialty-Precious  Metals 

78 

Diversified  Emeiiing  Mkts. 

58.4 

Latin  America  Stock 

LAGGARDS 

5.2 

Foreign  Small/Mid  Growth 

LAGGARDS 

44.6 

SpeclaKy-Fmancial 

-4.U 

Bev  Market 

-18.8 

Specialty-Real  Estate 

-3.5 

Muni  Single  State  Sfiort 

29 

Small  Value 

-2.9 

Muni  Nattonal  Short 

3.1 

High  Yield  Bond 

-2  3 

Inflation-Protected  Bond 

3,3 

GROUPS 

Constr.  Materials 

Homebuilding 
Coal 

Automobiles 
Oil  &  Gas  Refining 


-13.7  Homebuilding 

-13  1  Gold  Mining 

-10.7  Agricultural  Productil(§M 

-91  Spclzd.  Cnsmr.  Serv. 

-8.9  Airlines  ' 

ifit 


INTEREST  RATES 

KEY  RATES  july2s 

Money  Market  Funds  4.87°/ 

90-Day  Treasury  Bills  4,98 

2-Year  Treasury  Notes  4.73 

10-Year  Treasury  Notes  4.90 

SO-Vear  Treasury  Bonds  5.03 

SO-Year  Fixed  Mortgage  f  6.65 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  »<• 

LEADERS 

ProFiindsPrecs.Mtl$.lnv.  18.5 

ProFunds  Precs.  Mtls.  Svc.  18  5 

American  Heritage  Grth.  177 

Oppenheimer  Baring  China  A  12  9 

LAGGARDS 

iSharesDJ  as.  Home  Constr.  -14.1 

SPDRS&PHomebuildersETF  12  5 
DireXn.Emig.Mkts.Be»2X  -116 
ProFds.  Sh.  Prec.  Mtls.  Svc.      -Ill 


m 

WEEK  AGO' 

4.87t 

4,96 
4.83 
5,01 
5.10 
6.67 


SP-WEEK  TOTAL  RETURN  % 

LEADERS 

DiieXn.  Lai  Am.  BuD  2X  Inv.  144.8 
ProFds.  UltraEmrg.  Mkts.  Inv.  1194 
Pra(iis.UHnCmi8.MUs.Sw.  U7.2 
Dreyhis  Prem.  Grtr.  China  I   115.0 

LAGGARDS 

Ameritor  Investment  -66.7 

ProMs.UltSh.En¥g.  Mkts.  Svc  -61,1 
PnRls.UltSh.Enig.Mkts.kK  -607 

DireXn.Emrg.  Mkts.  Bear  2X  -56  5 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 

lO-YR,  BOND  3 

General  Obligations  4.08% 


m: 


'■ 


i 


Taxable  Equivalent 


5.83 


Insured  Revenue  Bonds 


4.24 


a 


Taxable  Equivalent 


6.06 


0.9%  in  the  second  quarter,  a 
quicker  pace  from  the  0.8%  gain 
in  the  first  quarter  of  2007. 
CONSTRUCTION  SPENDING 

Tuesday  July  31, 10  a.m.  EDT » 
Building  outlays  in  June  probably 
grew  0.3%.  In  May,  spending 
jumped  0.9%. 
CONSUMER  CONFIDENCE 
Tuesday  July  31, 10  a.m.,  EDT 
»The  Conference  Board's  July 
consumer  confidence  index  likely 
rose  to  105,  from  103.9  in  June. 


PURCHASING  MANAGERS'  INDEX 

Wednesday  Aug.  1, 10  a.m., 
EDT  »The  Institute  for  Supply 
Management's  July  manufacturing 
activity  index  likely  eased  to  55.5%, 
after  climbing  to  56%  in  June. 
EMPLOYMENT  Friday  Aug.  3,  8:30 
a.m.,  EDT  »Nonfarm  payrolls  are 
forecast  to  have  grown  by  133,000 
workers  in  July,  nearly  identical  to 
the  132,000  jobs  added  in  June. 
The  jobless  rate  probably  held  at 
4.5%  for  a  fourth  straight  month. 


The  BusinessWeek  productioDK) 
rebounded  to  308.7  for  the  wes 
ended  July  14,  an  8.6%  gain  fr 
previous  year.  Before  calculati 
the  four-week  moving  average 
index  rose  to  310.6. 
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company  resource  on  the  fre  i  f,,, 
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For  the  BW50.  more  investm  i  O/f 
data,  and  the  components  of  i|ttii 
the  production  index  visit 
businessweek.com/extras. 
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idex  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
J  nee  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
5.  Companies  listed  only  in  tables  are  not  included. 
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Continental  26 

K,L 

!  •o(ABN)26 

Corns  66 

Kaplan  (WPG)  12 

'  m(NYT)22 

Countrywide  (CFC)  9, 23, 

KLM(KLM)6 

rla66 

26,34 

Lazard(LAZ)90 

irSO 

Credit  Agricole 

Legg  Mason  (LM)  86 

! 

Cheuvreux90 

Little  Lily  44 

I  Soots  34 

Credit  Lyonnais  40 

Longleaf  Partners  86 

'D)59 

CreditSights32 

LVMH(LVMUY)40 

AMZN)9,20,26 

Credit  Suisse  (CS)  32 

i(AMR)6 

M,N 

Ilanet44 

D 

Mars  42, 74 

j^PL)20,26,56 

DadeBeliring26 

Masterfoods74 

|)  Aerospace  94 

DeepDiscount.com  9 

McAdams  Wright  90 

oroup40 

Dell  (DELL)  56, 78 

McDonald's  (MCD)  59 

,18,26 

1 

Del  Monte  (DLM)  44 

McGraw-Hill  (MHP)  10, 32 

Deutsche  Bank  (DB)  32, 

Mercedes  (DCX)  56 

on  (AN)  86 

68,90 

Microsoft  (MSFT)  78 

^" 

Deutsche  Telekom  (DT)  12 

Midway  Games  (MWY)  28 

Dodge  &  Cox  86 

Moody's(MCO)32 

ia40 

Dow  Jones  (DJ)  22, 23, 34 

Morgan  Stanley  (MS)  10, 

intander(STD) 

Draper  Laboratory  74 

59,66 

Motorola  (MOT)  20 
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E.F 

MTV  (VIA)  28 

.ife32 

eBay  (EBAY)  42 

National  Amusements  28 

,merica(BAC) 

Elekta90 

National  Geographic 

Eli  Lilly  (LLY)  44 

Channel  44 

(BCS)26 

Expedia(EXPE)34 

National  Iranian  Oil  68 

.Noble(BKS)9 

ExxonMobil  (XOM)  18 

Nestle  (NSRGY)  42, 44 

Fair  Isaac  (PIC)  86 

Netscape  (TWX)  26 

3rns(BSC)23, 

FamilyMart42 

News  Corp.  (NWS)  22 

Fandango  20 

New  York  Wine  80 

)rge66 

Fidelity  90 

Nintendo  (NTDOY)  56 

Fitch  Ratings  32 

Nippon  Oil  68 

JA)76,94 

Ford  (F)  14, 56 

Nissan  (NSANY)  14, 74 

m  Hamilton  74 

Foreign  Tire  Sales  18 

Nokia  (NOK)  56 

l'BGP)26 

FPJourne80 

NYT(NYT)22 

koup 14 
/eneta  40 
)n40 
U8 
56 


set  90 

la  Capital  12 
0 

hapirol4 
3)28 
I 

Capital  26, 34 
0,44 
Latour40 
*velopment 
6 

Dior  40 
40 

:DCX)14,26,34 
ti  Reds  10 
;C0)20,78 
(C)56,59 
)ubilier34 
a  (KG)  42, 56 
.(CMCSA)20 
:entral(VIA)20 
zbank(CRZBY) 


G.H 

Gap  (GPS)  56 

GE(GE)70,74 

General  Mills  (GIS)  74 

Givenchy40 

Global  SanteFe(GSF)  26 

GM(GM)14,26 

Goldman  Sachs  (GS)  74 

GolinHarris56 

Google  (GOOG)  10, 12, 

18,28,56 
Gucci  Group  40 
GuruFocus.com  86 
Hermes  44 
Hollinger36 
Home  Depot  (HD)  86 
HP(HPQ)26,56 
HSBC(HBC)40 


O.P 

Oakmark  Select  Fund  86 

Octagon  Credit  34 

OfficinePanerai80 

Opsware26 

Pabrai  Investment  86 

Packaged  Facts  44 

Palm  (PALM)  83 

P&G(PG)44,59 

Pawspice52 

PepsiCo  (PEP)  42 

Perkins  Coie  36 

PetSmart(PETM)44 

Pfizer  (PFE)  44 

Polo  Ralph  Lauren  (RL)  44 

PPR40 

Princeton  Review  12 

Printemps40 

Puma  40 


I.J 

lams  (PG)  44 
IBM  (IBM)  74, 78 
IDC  (IDC)  78 
lnfosys(INFY)66 
Interbrand56,59 
J.B.Hunt(JBHT)9 
J.O.Power  (MHP)  14 
JPMorgan  Chase  (JPM) 

23,59 
JVKazakhTelecom78 


Q,R 

QuebecorWorld(IQW)9 
Radar  Logic  10 
Redburn  Partners  90 
RegentAtlantic88 
Renault  74 

Rent-a-Center(RCII)86 
Reuters  (RTRSY)  9, 34 
RGE  Monitor  70 
Richemont40 


RIM(RIMM)78 

RolexSO 

Royal  Bank  of  Scotland  26 

R.R.  Donnelley  (RRD)  9 


S,T 

S&P  (MHP)  10, 23, 32, 

34,86 
SAP  (SAP)  12. 78 
Satyam(SAY)66 
Scholastic  (SCHL)  9 
Scientific-Atlanta  (CSCO) 

20 
ServiceMaster  (SVM)  34 
7-Eleven42,56 
Shell  (RDS)  18 
Siemens  (SI)  26, 90 
Sign-A-Rama36 
Sirius  Satellite  (SIRI)  26 
Skype(EBAY)6 
Sprint  Nextel(S)  86 
Starbucks  (SBUX)  56, 90 
Stockpickr.com  86 
Sun-Times  Media  (SVN) 

36 
Suntory42 
Swatch  Group  80 
Tata  66 
Teague  76 
Teal  Group  76 
Temasek26 
Thomson  (TOC)  23 
3D  Geo  12 
TiVo(TIVO)20 
Toyota  (TM)  14 
Transocean(RIG)26 
T.Rowe  Price  (TROW)  88 


u.v.w 

UBS  (UBS)  32, 68 

United  Rentals  (URI)  26 

UPS  (UPS)  9 

VacheronConstantinSO 

Varian  Medical  (VAR)  90 

VD0(SI)26 

Viacom  (VIA)  20, 28 

Virgin  Galactic  94 

Visa  59 

Volkswagen  (VLKAY)  18, 56 

VPI44 

Wal-Mart  (WMT)  26, 59 

Washington  Post  (WPO)  12 

Westpac  Banking  (WBK)  70 

William  Blair  32 

Wipro(WIT)66 


X.Y.Z 

XM  Satellite  (XMSR)  26 
Yahoo!  (YHOO)  20 
Yared  Investment  90 
Yellow  Transportation  9 
YouTube(GOOG)20,28 
Yves  Saint  Laurent  40 
Zero  Gravity  94 


August  5.  2007  I  BusinessWeek  I  93 


Ifs  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  airing  July  28  and  29: 

Pet  Economy:  How  Americans 
pamper  their  pets  to  the  tune  of 
$41  billion  a  year,  from  daycare  to 
manicures  and  more. 

Workplace  Angst?:  We  explore 
some  ways  companies  are  making 
life  easier  for  the  overworked  and 
underappreciated. 

Best  Global  Brands:  Who  made  the 
grade  in  BusinessWeek's  annual  list 
of  winners  and  losers.  The  results 
may  surprise  you. 

Preparing  Your  Will:  Why  you  need 
one  -  especially  if  you  have  kids  - 
and  how  to  get  your  estate  in  order 
with  or  without  an  attorney. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

View  video  clips  and  find  your  local 

station  and  airtime  by  zip  code  at 

businessweekweekend.com 


IdeasBooks 


Space:  The  Private  Frontier 

ROCKETEERS  How  a  Visionary  Band  of  Business  Leaders,  Engineers,  and  Pilots  Is  Boldly  Privatizing  Space 

By  Michael  Belfiore;  Smithsonian  Books;  305pp;  $26.95 


Like  many  other  boys,  Peter  H.  Diamandis 
dreamed  of  becoming  an  astronaut. 
But  after  talking  to  a  real  one  while  in 
graduate  school,  Diamandis  decided 
against  politicking  his  way  through  NASA's 
bureaucracy  on  the  slim  chance  that  he 
might  be  assigned  a  once-in-a-decade 
routine  flight.  Instead,  he  took 

inspiration  from  the  $25,000  prize  that  had 
spurred  Charles  Lindbergh  to  make  the  first 
nonstop,  solo  flight  across  the  Adantic,  in  1927. 
After  winning  backing  from  weU-heeled  space 
enthusiasts  and  Lindbergh  family  members, 
Diamandis  in  May,  1996,  announced  the  X 
Prize,  a  competition  to  send  the  first  humans 
out  of  Earth's  atmosphere  in  a  privately  built 
craft.  A  new  space  race  was  bom. 

It  is  this  fascinating  movement  that 
journalist  Michael  Belfiore,  a  frequent 
contributor  to  Popular  Science,  chronicles  in 
Rocketeers:  How  a  Visionary  Band  of  Business 
Leaders,  Engineers,  and  Pilots  Is  Boldly 
Privatizing  Space.  These  entrepreneurs  are  a 
colorful  crew.  There's  John  Carmack,  creator 
of  the  violent  Doom  series  of  video  games, 
whose  Armadillo  Aerospace  Co.  launches 
rockets  in  the  Texas  desert.  And  Robert 
Bigelow,  a  Las  Vegas  real  estate  developer  who  hopes  to 
create  a  hotel  in  space  modeled  on  his  own  Budget  Suites  of 
America.  Belfiore's  book  provides  a  worthwhile  overview  for 
readers  who  want  to  learn  more  about  these  characters  and 
the  space-tourism  market  they  are  promoting. 

The  star  of  the  show  is  Burt  Rutan,  a  cantankerous, 
mutton-chop-wearing  aircraft  designer.  As  a  civilian  engineer 
in  the  1960s,  Rutan  had  worked  for  the  Air  Force  designing 
fighter  planes.  In  the  1970s  he  founded  a  company  that 
sold  plans  for  hobbyists  to  build  their  ovm  aircraft.  In  1986, 
Rutan's  older  brother,  Dick,  and  co-pilot  Jeana  Yeager— no 
relation  to  legendary  test  pilot  Chuck  Yeager— set  a  distance 
record  for  their  nonstop,  nonrefueling,  nine-day  flight  around 
the  world  in  the  Voyager,  an  airplane  Burt  had  designed. 

In  2004,  Rutan's  SpaceShipOne  completed  the  two  required 
60-mile-high  trips  viath  a  human  pilot,  snagging  him  the  $10 
million  award  that  had  been  renamed  the  Ansari  X  Prize  after 
a  family  of  well-to-do  sponsors.  The  craft  is  now  on  display  in 
the  Smithsonian  National  Air  &  Space  Museum,  not  far  from 
Lindbergh's  Spirit  of  St.  Loub;.  Today,  he  is  designing  the  high- 
powered  planes  for  entrepreneur  Richard  Branson's  Virgin 
Galactic,  which  aims  to  become  the  world's  first  "spaceline" 
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when  it  begins  sending  passengers  on  2i4-hour  space  hll 
in  2009.  Virgin  claims  that  45,000  brave  folks  have  expq 
interest,  and  200  have  plunked  dovm  the  $200,000  fee.  \ 
Belfiore  also  chronicles  the  batde  between  New  Me: 
and  California  to  establish  the  nation's  first  Cape  Cant 
for  private  space  travel.  New  Mexico  won,  thanks  to  h( ; 
state  fianding.  The  $200  million  Spaceport  America  is  I 
construction  about  200  miles  south  of  Albuquerque,  a  I 
local  economic-development  officials  to  use  the  corpo]( 
recruiting  slogan  "New  Mexico.  We've  got  space.'' 

The  love-hate  relationship  that  the  rocketeers  have  wii| 
federal  kin  is  evident.  After  their  craft's  first  flight,  in  Jime j 
Rutan  and  astronaut  Michael  Melvill  gleef 
appeared  before  TV  news  cameras  waving  aiij 
that  read  "SpaceShipOne.  Government  zerooj 
so,  in  the  wake  of  Rutan's  success,  NASA  hasi 
channeling  more  of  its  $17  billion  annual  buJ 
small  companies  as  a  way  of  achieving  goaltli 
now  include  continued  development  of  the  j  j 
program,  the  International  Space  Station,  i 
exploration  of  Mars. 

One  jarring  note:  Belfiore  has  an  unfor 
habit  of  injecting  himself  into  the  narrativJ 
For  example,  he  tells  how  President  Georg  j 
W.  Bush  in  January,  2004,  called  for  anothir 
lunar-landing  program,  justifying  it  as  a  m 
keeping  kids  interested  in  science  and  dev<| 
new  technologies  for  commercial  use,  "nod 
of  which  struck  me  as  terribly  convincing,;]! 
author  comments.  Bush'!! 
moon  shot  may  simply  b(| 
boondoggle  for  contractc 
why  not  let  some  outside  J 
authoritative  voice  say  thl)| 
Moreover,  readers  woi  J 
been  better  served  if  Belfif 
had  spent  more  time  wit 
of  these  space  entreprene 
and  taken  us  behind  the  f  I 
^^^^^^^^  oftheir  budding  business 

Diamandis  is  promoting 
the  Rocket  Racing  League,  in  which  a  new  breed  of  spi 
cowboys  in  rocket-powered  aircraft  will  compete  befor 
fans.  He's  also  chief  executive  of  Zero  Gravity  Corp.,  a '. 
Lauderdale  outfit  that  gives  would-be  space  tourists  ar 
of  weightiessness  aboard  a  modified  Boeing  727  for  a  r 
$3,600  per  passenger.  Today,  weekend  space  trips  no  1 
seem  like  science  fiction.  ■ 

-By  Christopher  f 
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BY  JACK  AND  SUZY  WELCH 


Don't  Count  Brand  America  O 


What  can  America  do  to  improve  its  brand  in  the  world? 

-Julie  Meyer,  London 

It  can  start  winning.  Basically,  that's  the  only  choice  for 
any  organization,  be  it  a  company  or  a  country,  that  wants 
to  repair  a  damaged  reputation.  For  instance,  imagine  if 
U.S.  policy  and  military  action  finally  managed  to  install  a 
peaceful  democracy  in  Iraq.  Such  a  victory  would  no  doubt 
change  a  lot  of  minds  about  America's  "brand."  We  would 
go  from  incompetent,  arrogant  bullies  to  brave,  persevering 
heroes  in  about  the  time  it  took  to  report  the  news. 

But  before  we  go  too  far  down  this  path,  let's  get  clear  about 
the  kind  of  trouble  the  American  brand  is  really  in.  Yes,  a 
boldly  pro-American  president,  Nicolas  Sarkozy,  was  recently 
elected  in  France,  and  the  leaders  of  Britain  and  Germany  are 
also  U.S.  supporters.  And  yes,  the  number  of  people  trying  to 
get  into  America  has  never  been  higher.  But  broadly  speaking, 
America  has  undoubtedly  lost  respect  on  the  world's  pohtical 
stage.  Leaders  from  countries  like  Venezuela  and  Iran, 
emboldened  by  the  changing  geopohtical  balance  of  power, 
feel  no  compunction  whatsoever 
denouncing  America.  Sarkoz/s 
opponent,  Segolene  Royal, 
made  anti-American  sentiment 
a  cornerstone  of  her  campaign, 
and  47%  of  the  populace 
apparently  thought  she 
picked  the  right  villain.  Even 
Russia,  which  held  hands  with 
America  while  in  the  process 
of  returning  to  the  global 
economy,  has  started  treating 
the  U.S.  government  with  the 
impudence  of  a  teenager  toward 
his  dumb,  blundering  dad.  ^^^^^^^^ 

But  if  America's  political 
reputation  has  faltered,  its  business  reputation  decidedly  has 
not.  Today,  American  companies  and  entrepreneurs  operate 
around  tlie  world  with  unparalleled  vitality  and  access. 
Europe  is  still  the  largest  investor  in  the  U.S.,  which  is  in 
turn  the  largest  foreign  investor  in  France.  Indeed,  in  all  of 
our  travels  over  the  past  several  years  in  literally  dozens  of 
countries,  we  have  never  heard  of  a  single  business  deal,  joint 
venture,  or  acquisition  that  has  fallen  through  because  one 
party  said,  "I  just  can't.  They're  American." 

Maybe  the  simple  reason  is  that  businesspeople  are 
mercenary.  They  care  more  about  profits  than  poUtics. 
Whatever  the  logic,  the  end  result  is  that  business  has  become 
part  of  the  glue  that  keeps  the  world  from  blovidng  apart. 
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The  U.S.,  as 
apolitical 
brand,  is  in 
trouble.  But  as 
a  business 
brand,  it's 
rock  solid 


Most  people  agree,  for  instance,  that  India's  nuclear  resi 
against  Pakistan  in  2002  had  as  much  to  do  with  intern] 
economics  as  with  international  diplomacy. 

Now,  we'd  never  suggest  that  America's  strong  busiJ 
reputation  will  totally  wipe  away  the  country's  geopolill 
tarnish.  But  we  would  assert  that  the  American  brand  j| 
muMfaceted— and  thanks  to  that,  hardly  ready  to  be  jij 

If  you're  part  of  a  diversified  company,  when  do  you  give^ 
hope  on  fixing  a  broken  business? 

-Ron  Adner,  Fontainebleauij 

Big  companies  hold  on  to  failing  businesses  for  all  kindi 
reasons:  sentimental  value,  false  hope,  and  culture,  to  n 
just  three.  For  decades  in  Japan,  for  example,  businessei 
treated  like  shrines— untouchable.  Similarly,  citing  "trai 
PanAm  sold  off  its  profitable  hotels  in  1986  and  kept  its 
struggUng  airUne  business.  We  all  know  the  end  of  that 

In  most  cases,  though,  inertia  is  what  stops  compan 
from  letting  go  of  broken  companies.  It's  just  so  hard  t 
an  old  operation— so  messy.  After  all,  getting  rid  of  a  ft 
upper  takes  patience  and  often  the  willingness  to  take 
Who  has  the  time  or  wherewithal  for  that? 

Which  is  why  letting  go  of  a  business  has  to  be  a  cor 
disciphne  for  it  to  happen  at  all.  Companies  should  oni 
keep  trying  to  fix  businesses  as  long  as  they  serve  a  stti 
purpose.  And  they  should  face  reality  and  "give  up  hoi 
you  put  it,  as  soon  as  they  don't. 

Look,  there  will  always  be  times  when  companies  will 
money  into  a  floundering  business  to  estabhsh  a  positioKi 
a  developing  country.  China  was  just  such  a  place,  and  fi 
companies  who  bought  or  built  businesses  there,  especiii 
in  its  early  open-door  days,  escaped  a  few  years  of  "leani 
curve"  losses.  Similarly,  a  fundamental  belief  in  an  emer 
technology  often  means  y^ars  of  struggle  prior  to  profita 
In  such  cases,  you  have  to  hang  on.  Your  strategy  depem 

But  prolonged  attempts  to  fix  a  business  that  no  long(|i| 
serves  such  a  purpose  rarely  make  sense.  Without  corpc 
life  support— which  peripheral  businesses  usually  don't 
obvious  reasons— such  businesses  must  fend  for  themst  s. 
It's  a  slow  death  for  everyone  involved.  How  much  bette  leH' 
to  give  your  people  their  best  hope  for  a  better  ftiture.  Tl 
company  buying  your  "failure"  usually  has  grand  plans 
resurrection.  Fight  your  inertia,  and  let  them  go  for  it.  I 


! 


Jack  and  Suzy  Welch  look  forward  to  answering  your  questw 
about  business,  company,  or  career  challenges.  Please  e-mail 
atthewelchway@businessweek.com.  For  their  weekly pc  i*, 
go  to  businessweek.com/search/podcasting.htm. 


*.iat  about  China?  There  is  great  opportunity  in  China,  but  it  tai^es  experience  to  find  it.  Since  1991, 
)rgan  Stanley  has  been  a  leader  in  bringing  Chinese  companies  to  the  international  capital  markets. 
were  the  only  foreign  securities  firm  to  help  set  up  China's  first  domestic  investment  bank,  and  to 
wide  U.S.  individual  investors  access  to  the  China  A  Shares  market.  If  you're  thinking  about  China, 
10  better  to  guide  you  than  the  people  who've  played  a  part  in  transforming  China's  economy?  Put  our 
Derience,  access  and  insight  to  work  for  you. 
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Is  your  IT  system' 


^<^  This  is  your  wake-up  call.  Your  business  is  at  the  mercy  of  your  IT  system,  but  Fujitsi* 
G^  developed  solutions  to  help  you  avoid  the  huge  losses  caused  by  system  downtime.  Fujitsu's? 
reliable  servers  and  storage  systems  withstand  harsh  conditions  while  providing  back-up  you  can  col" 

With  our  long  history  of  excellence  behind  you,  you  can  rest  easy 

extensive  knowledge  and  experience  gained  by  Fujitsu  as  a  mainframr 
supercomputer  manufacturer  is  reflected  in  our  enterprise  servers  and  st 
The  mission-critical  PRIMEQUEST  servers  offer  high  reliability  and  availabilit 
system  mirror  function  to  help  prevent  data  loss,  while  the  ETERNUS  s1 
systems  provide  24/7  access  continuity.  The  ETERNUS  SF  software  f 
enhances  the  availability  by  providing  double  and  triple  data  backup  functioi 


With  ETERNUS  SF  software. 

ETERNUS  Storage  systems 

comprise  integrated  solutions 

ttiat  you  can  count  on 

around  the  clock. 


When  you  can't  afford  downtime,  rely  on  Fujitsu.    As  the  third  larg 
services  company  in  the  world,  Fujitsu  never  rests.  In  fact,  we  spent  U 
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able  as  you  think? 


i(;  on  research  and  development  in  FY2006.  It's  our  job  to  provide  rock- 
ikreiiabillty  by  finding  solutions  to  problems  of  which  you  may  not  yet  be 
'&;.  For  more  information  visit  our  website. 

U  AtQUEST  ^  "^*  standard  tor  business-critical  computing  in  Linux  and  Windows, 
I R  N  U  S  World-class  storage  systems  for  the  most  demanding  business  environments. 
I R  N  U  S  S  F   Advanced  software  that  enables  business  continuity  by  simplifying  the  storage  system  and  data  management. 

'i  ■  us  at  us.fujitsu.com/reliable 


No.  you're  not  dreaming. 
PRIMEQUESTsen/ers  really 
do  combine  the  economy  of 
open-standard  systems  with 
the  reliability  of  a  mainframe 


Fujfrsu 


THE     POSSIBILITIES     ARE     INFINITE 


•Fi^Ksu  Limited,  All  righis  reserved.  Fujilsu,  the  Fujitsu  logo,  PRIMEOUEST.  ETERNUS  and  ETERNUS  SF  are  trademarks  or  registered  trademarks  of  Fujitsu  Limited  m  United  Slates  and  other  countries,  Windows  is  a  registered 
Microsoft  Corporation  in  the  United  States  and,  or  other  countries  Linux  is  a  registered  trademark  ol  Linus  Torvalds  in  the  United  States  and  other  countries  All  other  company/product  names  mentioned  may  be  trademarks  or 
dsmarks  of  their  respective  holders  and  are  used  for  identification  purposes  only 
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IT  TAKES  36  MUSCLES  TO  FROWN. 
BUT  ONLY  YOUR  RIGHT  FOOT  TO  SMILE. 


, 


What  if  the  key  to  happiness  was  the  same  key  that 
started  your  car?  Well  then,  chances  are  you're  driving 
the  race-inspired  2008  Camry  Sport  Edition. 

Race-inspired  Camry?  No,  that  doesn't 
mean  adding  pinstripes  to  the  fenders. 
It's  engineering  the  car  as  if  you  were 
going   to   run    laps   as   well   as   errands. 
Take   the   available   3.5-liter   V6   powerplant. 
To    maximize    engine    performance,    we    improved    the 
shape  of  the  intake  manifold  and  enlarged  the  valve 
diameter.    But    we    didn't    stop    there.    By 
enhancing  every  part  through  which  air  flows, 
we  were  able  to  achieve  the  largest  volume  of 
intake  air  of  any  6-cylinder  engine  in  the  world. 
The    result?    A    Camry   that    generates    an 
available,  ear-to-ear-grinning  268  hp. 

To   smoothly   deliver   all   this   newfound 

power,  we  developed  the  Camry's  available     

6-speed  automatic  transmission?  It's  so  well-         IHb  ZUUo    UAMKY 
conceived  that  it  actually  uses  30%  fewer  .^^Trv.  ^>^.  ..^^  « 

(^TOYOTA 

parts  than  the  previous  5-speed  automatic  moving  forward 


I 
transmission.   And  fewer  parts  mean  quicker  response 

and  greater  fuel  economy.  Yes,  for  once,  less  really  is  more 

But  if  brisk  performance  is  not  enough  to  get  the 

good  times  rolling,  the  Camry  is  filled  with  amenities 

designed  to  turn  your  frown,  well. ..upside  downl 

Like   an   available  JBL"   8-speaker  audio 

system  with  satellite  radio  capability^  anc 

MPS  compatibility.  Derived  from  the  latest 

in   psychoacoustics,   it'll   quickly   put   you   in   the   mooC 

Or   discover   your   own   happy  trails   with  the   availablf 
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With  268  hpl  you'd  better  get 
a  good  grip  of  ttie  leather- 
wrapped  steering  wheel. 
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voice-activated  DVD  navigation  system 
It  feature's  Bluetooth*^  technology  foi( 
hands-free  cell  phone  usage.  To  further 
keep  the  gray  skies  away,  you'll  fine 
standard  safety  features,  such  as  froni 
and  rear  crumple  zones  and  seven 
airbaqs.  For  more  on  the  car  that  make: 
the  pursuit  of   happiness   a   pedal-    o 

to-the-metal  endeavor,  visit 

toyota.com.   The   Camry   SE. 
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/e  know  what  it  takes  to  be  a  Tiger. 

Dutstanding  strategic  instincts  driven  by  unrelenting 
?xecutional  diligence.  That  balance  of  capabilities  is  a 
iefining  characteristic  of  high  performers,  according 
0  our  groundbreaking  research  on  over  500  of  the 
vorld's  most  successful  companies.  For  an  in-depth  look 
It  our  study  of  and  experience  with  high  performers, 
'isit  accenture.com/research  ,^.^^. 

Consulting  •  Technology  •  Outsourcing 
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High  performance.  Delivered 
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The  Eclectic,  from 
Venturi,  gathers 
both  solar  and  wind 
power  to  recharge 


What's  Hot  This  Week^ 

BusinessWeeLcor 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  at 
businessweek.com.  Find  links  to  the  online-only  highlights  below  at  businessweek.co  j 
magazine/content/07_33/online.htm. 

The  Greener  Road  Ahead 

Today,  technology  is  an  increasingly  important  selling  point  f 
automakers.  And  while  impressive  new  systems  such  as  satel] 
navigation  and  automated  parking  are  of  value,  what  buyers 

increasingly  w; 
is  technology  t 
makes  cars  go 
farther  and  fas 
for  less  money. 
That's  why  our> 
BusinessWeek.CG 
Special  Report  oi 
High-Tech  Cars 
focuses  on  the . 
different  kinds 
technology  bei 
developed  to  w 
Americans  off 
imported  oil, 
reduce  carbon 
emissions,  and  ease  the  pain  at  the  pump.  Options  such  as  ck 
diesel,  advanced  hybrids,  and  even  solar  energy  are  the  wa 
the  future.  They  also  represent  the  next  battleground  for 
supremacy  in  the  auto  industry,  which  is  why  Detroit  and  othe 
are  at  last  pushing  hard  to  develop  greener  cars.  The  compa 
that  is  first  able  to  bring  to  market  cars  and  trucks  that 
promise  significant  fuel  savings  with  decent  horsepower  ati 
competitive  price  will  do  more  than  earn  accolades  from 
environmentalists.  It  will  also  earn  itself  a  greener  bottom  li 
Go  to  businessweek.com/go/07/cars  for  all  this  and  more. 


OUR  NEW  COMPANIES  CHANNEL  BusinessWeek.coms  Company  Insight  Center 
serves  up  data  on  more  than  350.000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  millic  I 
executives.  Find  stock  quotes  and  charts,  financials,  and  key  competitors  as  well  as  [ 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Housing  and  mortgage  woes  I  Navigating  market  rr 
Retailers  cash  in  on  college  spending  I  Laptops  and  video  cameras  for  students  I  Check  your  local  T 
ings  for  program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.com. 
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>TheNature 
.onservancy 

SAVING  THE  LAST  GREAT  PLACES  ON  EARTH 


See  the  beauty  of  science  at  work, 


For  52  years,  The  Nature  Conservancy  has  raced  against  time  to  preserve  the  diversity 
of  life  on  Earth.  That's  why  we  make  every  second  count.  We  u^e  science-based 
plans  and  innovative  tools  to  protect  our  natural  world  for  future  generations.  So  far, 
we've  preserved  117  million  acres-and  counting.  But  there  is  still  much  more  to  do. 
Help  us  achieve  lasting  results.  Visit  nature.org  or  call  1-&88^2  JOIN  TNC. 


Bqnff  Nalim*;il  Pnrk,  Albcrla.  Ciinadn  c   David  IVliicnch 
Thfs  message  i$  innUc:  /tnssiljle  by  the  generous  support  of  litis  publication. 


www.norilsknickel.ru 


hen  it  comes  to  high  technology,  no 
one  is  more  connected  than  Norilsk  Nickel,  From 
the  platinum  used  in  electronics,  to  the  palladium 
used  in  telecommunications,  metals  mined  by 
Norilsk  Nickel  help  us  all  stay  in  touch. 

UUith  mines  from  Siberia  to  Montana,  Norilsk  Nickel 
is  a  major  producer  of  metals  used  by  a  oiide  range 
of  industries  around  the  ujorld. 
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NORILSK  NICKEL 

A  Global  Leader  in  Metals  Mining 
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jpFront 


"[We're]  paying  the  price  for  our 
passivity  over  the  last  25  years." 

-Crawford  Hill,  Bancroft  family  heir,  on  thesale 
of  Dow  Jones  to  Rupert  Murdoch's  News  Corp., 
as  reported  iiy  The  Financial  Times. 


:D  BY  DEBORAH  STEAD 


E  FER  MADNESS 


Hands  Up,  and  Back 
^^ay  from  the  Brownies' 


REEFER'S"  PEANUT  BUTTER 

^cups.  "Hashies"  chocolates. 
1^  Aproned  servers  some  call 
ibaristas."  If  s  safe  to  say  this 
hat  proponents  of  medical 
ana  had  in  mind  back  in  1996, 

lalifomia  became  the  first  state  to 
p  the  use  of  the  drug  as  an  aid  in 
g  "seriously  ill"  patients. 

Golden  State  has  had  an 
ion  of  marijuana  dispensaries; 
Ire  about  600  throughout  the 
f\mong  them  are  a  good  number 

epreneurs,  who  market  their 


wares  in  newspapers,  billboards, 
and  on  the  Web,  offering  free  grams 
for  first-time  buyers,  discounts  for 
veterans,  and  2  a.m.  closing  times. 
Visiting  one  of  the  establishments 
requires  a  doctor's  note— a 
recommendation  (not  a  prescription) 
considered  so  easy  to  obtain 
that  the  subject  has  been 
spoofed  on  HBO's  comedy 
series  Entourage,  which  is  set 
in  Los  Angeles.  (Showtime's 
Weeds,  meanwhile,  portrays 
Mary-Louise  Parker's  dope- 


Fed  raids 
worry  medical 
marijuana 
advocates  in 
California 


selling  character  as  having  trouble 
competing  with  the  medical  marijuana 
stores.) 

Now  the  feds  have  crashed  the  party. 
The  Drug  Enforcement  Administration 
sees  the  dispensaries  as  littie  more  than 
fronts  for  the  unfettered  distribution 
of  what  remains  a  federally  controlled 
substance.  In  July  agents  raided  12 
establishments  and  arrested  10  people, 
including  outiet  owners  and  one  doctor 
who  made  referrals. 

Although  the  California  law  says 
medicinal  marijuana  cannot  be  sold 
for  a  profit,  one  indictment  alleges  that 
the  owner  of  a  chain  of  dispensaries  in 
seven  California  cities,  Larry  Kristich, 
generated  more  than  $95  million  in 
sales  and  earned  enough  to  buy  a 
$70,000  Mercedes  and  Costa  Rican  real 
estate.  (Kristich,  considered  a  fugitive  by 
the  U.S.  Attorney's  office  in  Los  Angeles, 
could  not  be  reached  for  comment.) 

In  Los  Angeles,  where  most  of 
the  raids  occurred,  the  City  Council 
has  imposed  a  moratorium  on  new 
dispensaries.  And  councilman  Dennis 
Zine  says  complaints  about  dispensaries 
staying  open  late  and  distributing  flyers 
near  schools  have  the  city  working  on 
new  regulations,  including  those  that 
prohibit  consumption  on  store  grounds, 
"just  like  liquor  stores." 

Medical  marijuana  advocates— who 
say  the  drug  alleviates  pain  and 
nausea  in  some  cases  and  helps  in 
the  treatment  of  glaucoma— fear  the 
freewheeling  outlets  and  the  feds' 
crackdown  are  threatening  legitimate 
operations.  Don  Duncan,  who  runs  the 
nonprofit  California  Patients  Group 
dispensary,  says  the  feds  are  casting 
all  medical  marijuana  purveyors  in  the 
same  harsh  light.  On  July  25  he  was 
one  of  the  speakers  at  Los  Angeles  City 
Hall  who  called  for  more  regulation  of 
dispensaries.  That  day  his  own  store 
was  raided.  "The  DEA  can't 
tell  the  difference  between 
the  good  guys  and  the  bad 
guys,"  he  says.  "We're 
helping  sick  people  and 
abiding  by  state  law." 

-  Christopher  Palmeri 
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CHINA 


SECOND  LIFE 


AND  NOW, 
A  VIRTUAL 
DRESS  CODE 

More  signs  that  we're 
taking  virtual  life  ever  more 
seriously:  IBM— once  know/n 
for  its  unw/ritten  wtiite-shirt- 
and-w/ingtip  dress  code— has 
issued  etiquette  guidelines 
for  employees  visiting 
Second  Life,  where  it  has 
a  business  presence,  and 
other  online  worlds.  Created 
collectively  by  SL-savvy 
IBMers,  the  document  asks 
colleagues  to  be  "sensitive 
to  the  appropriateness  of 
your  avatar  or  persona's 
appearance  when  you  are 
meeting  with  IBM  clients." 
Meanwhile,  Jesuits  are 
looking  at  SL  as  a  venue  for 
saving  souls.  In  an  article  in 
La  Civilta  Cattolica.  a  Rome- 
based  Jesuit  publication. 
Father  Antonio  Spadaro 
warns  that  SL  has  "an  erotic 
dimension"  but  notes  that  it 
also  has  virtual  cathedrals, 
mosques,  and  synagogues. 
"At  heart,"  he  writes,  "the 
digital  world  may  be  mission 
territory." 

-Aili  McConnon 


A FRENZY 


IN  TEA 


THE  LATEST  investment  craze  sucking  in  yuan 
from  China's  eager  speculators:  Pu'er  tea. 
Like  a  fine  wine,  the  earthy-tasting  fermented 
brew,  often  sold  in  circular  cakes,  gains 
flavor— and  value— wdth  age. 

The  price  of  the  tea,  which  comes  from  the 
southwestern  tropical  province  of  Yunnan, 
has  gone  from  $2.56  to  $3.85  a  kilogram  a 
year  ago  to  seven  times  that  range  now.  For 
the  vintage  stuff,  prices  can  easily  run  as  high 
as  $300  per  kg— and  a  60-year-old  100-gram 
batch  fetched  $38,400  at  auction  earlier  this 
year  in  Guangdong  province.  (The  winning 
bidder  was  a  Malaysian  businessman.) 

The  buyers  and  sellers  in  this  hot  market 


tend  to  be  those  in  the  tea 

industry  and  business  types  aires 

speculating  in  stocks,  real  estate, 

or  Chinese  art.  And  as  with  othei 

investing  sectors  in  China  today, 

a  market  that  can  fluctuate  wild] 

Prices  fell  by  more  than  half  recer 

after  Yunnan  farmers  jacked  up 

production  and  the  market  was  flood 

by  some  low- quality  Pu'er  passed  off  as 

better  vintage. 

"The  price  has  kept  going  up  and  dow 
like  the  stock  market,"  says  An  Min,  a  Yu 
native  and  founder  of  Beijing-based  Pu'e: 
International  Group,  which  ovms  three  t{ 
shops  and  plans  to  open  seven  more  over 
next  year.  Now  she  and  others  are  becom 
concerned  about  the  speculation  that  has 
prices  see-sawing.  The  market  frenzy,  the 
say,  encourages  unscrupulous  dealers  wb 
try  to  sell  inferior  young  teas  as  high- qua 
aged  Pu'er.  In  a  recent  interview  with  the 
official  English  language  newspaper  Chip 
Daily,  Zheng  Bingji,  chairman  of  Yunnan 
Pu'er  Tea  (Group)  Ltd.,  warned  that  "suci 
illicit  behavior  will  seriously  harm  the  gr? 
of  the  Pu'er  tea  industry." 

-Dexter  Ri 


PAY  DAYS 

WHERE 
YOU  ARE 
HEADED 

JOE  GIORDANO,  chairman 
of  Seattle-based  PayScale, 
says  he  is  underpaid,  and  he 
should  know:  PayScale.com, 

his  Web  site,  has  gathered 
data  on  the  salaries  of  more 
than  7  million  Americans. 

In  exchange  for  finding 
out  how  their  earnings 
compare  with  those  of  others 
in  similar  jobs,  site  visitors 
anonymously  provide  detailed 
data  (if  you're  a  nurse,  the 
questionnaire  wants  to  know 
at  what  kind  of  hospital;  if 
you're  a  translator,  of  which 
languages). 

One  question  routinely 
asked  by  PayScale,  which  was 
launched  in  2002:  "What 
were  you  doing  five  years 


ago,  and  how  much  were 
you  making?"  It  is  about  to 
use  the  answers  it  stores  in  a 
feature  called  GigZig,  which 
tells  users  what  people  who 
had  their  job  titie  five  years 
ago  are  doing  and  earning 
today.  For  example,  plugging 
in  "barista"  (median  income: 
about  $18,000)  shows  some 
people  who  had  that  titie  in 
2002  are  now  graphic  artists 
($34,500)  or  store  managers 
($41,000). 


The  idea  is 
help  users  ploi 
their  next  mo> 
Giordano  says 
Penelope  Trur 
author  ofBrai.\ 
Careerist,  ag: 
that  "seeing  tl 
results  of  othe 
people's  actioi 
could  be  a  hel 
She  cautions, 
though,  ±at 
because  the  w 
environment  is  changinj 
so  fast,  events  in  the  pas; 
five  years  may  not  be  go( 
career-path  predictors. 

PayScale  makes  its 
money  by  selling  ads  on 
the  site— and  salary  datt 
businesses.  Some  mortg 
companies  pay  for  a  sen 
that  combines  the  salary 
with  special  algorithms  t 
loan  applicants  who  ma) 
exaggerating  their  incor 
-Fred  A.  Ber. 
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THE  BOARDROOM 

PROFILES  IN  SYCOPHANCY 


FLATTERY  WILL  get  you 

everywhere,  including  on  the 
boards  of  some  publicly  held 
companies.  That's  the  major 
finding  of  a  study  of  760 
outside  directors  published 
in  the  April-May  issue  of 
the  Academy  of  Management 
Journal.  The  AOM,  a  group 
of  management  scholars, 
has  about  18,000  members 
in  102  countries. 

The  study  involved  board 
members  at  300  large  and 
midsize  corporations 
randomly  selected 
from  "a  popular 
index."  The  authors, 
professor  James 
Westphalofthe 
University  of 
Michigan  Ross 
School  of  Business 
and  assistant 
professor  Ithai  Stem 
of  Northwestern 
University's 
Kellogg  School  of 
Management,  polled 
and  interviewed  their 
subjects  from  2000  to 
2003.  The  questions 


focused  on  three  activities: 
identifying  with  or  flattering 
other  board  members; 
monitoring  and  controlling 
CEO  behavior;  and  giving 
advice  or  information  to 
management  when  asked. 
(A  sample  question  from  the 
first  category:  "In  speaking 
with  Director  X,  to  what 
extent  do  you  point  out 
attitudes  and  opinions  you 
have  in  common?") 
After  creating  a  profile 


How  to  Bag  Another 

DO 


for  each  director,  Westphal 
and  Stern  tracked  the 
group  for  12  months  to 
see  how  they  fared.  The 
most  frequent  flatterers. 

Board  Seat 

DON'T 


■  CONFORM,  FLATTER,  AND  DO  FAVORS 

One  good  turn  for  a  fellow  director, 
combined  with  compliments  and  tew 
strategy  disagreements,  ups  the  odds  of 
getting  on  a  colleague's  board  by  70%. 

■  GIVE  THE  CEO  ADVICE,  IF  ASKED 

Not  as  good  as  ingratiation,  but  it  helps. 
Giving  top  managers  pointers  or 
information  seven  times  a  year  rather 
than  just  twice  means  a  30%  better  shot 
at  a  second  board  appointment. 


■  MONITOR  OR  TRY  TO  CONTROL  EXECS 

Tempted  to  ask  for  data  to  assess 
management's  progress  toward  a 
strategic  goal?  Do  it  twice  in  a  year, 
following  up  with  helpful  criticism  and 
proposal  suggestions,  and  the  chance  of 
getting  on  another  board  drops  18%. 

■  BE  FEMALE  OR  MINORITY 

Just  11  of  81  minority  directors  and  20  of 
131  women  got  on  a  colleague's  board- 
below-average  numbers.  And  both  groups 
are  less  likely  to  benefit  from  flattering. 


it  turned  out,  got  the  im 
seats  on  other  boards^ 
specifically  at  companii 
where  their  original  boi 
mates  served  as  CEOs  c* 
board  nominatia 
committees. 
"Ingratiation  hi 
the  strongest  ef& 
says  Westphal,  , 
who  adds  that  h 
was  "surprised"! 
outranked  advici 
and  counsel  as  a 
influence.  "We 
hypothesized  thr! 
ingratiation  woi( 
have  some  effecij 
he  says,  "but  did 
think  the  magni( 
would  be  as  mu»< 
it  was." 

-Nanette  Bl 


AARP  MARKETING 

IT  WAS  TOUGH 
RHYMING 'HMO' 

IT'S  NOT  exacdy  We  Shall  Overcome. 
But  the  AARP  realizes  the  power  of 
music  in  stirring  the  emotions  of  the 
citizenry  and  is  now  producing  a  song 
it  has  written  to  push  one  of  its  top  two 
lobbying  issues— universal  health  care. 

In  coming  weeks,  the  organization 
of  people  aged  50-plus  will  premiere 
In  America  on  its  Web  site  and  at 
events.  The  song,  about  a  family  made 
homeless  by  the  cost  of  a  daughter's 
serious  illness,  was  written  by  AARP 
marketing  staff  and  recorded— with  a 
John  Mellencamp  kind  of  sound— by 


a  relative  unknown,  Nashville  singer 
Danny  Archer. 

"Sometimes  an  issue  is  so  big  it 
goes  beyond  just  talking,"  says  AARP 
Chief  Brand  Officer  Emilio  Pardo, 
who  is  concerned  that  health  care, 
AARP's  biggest  issue  (along  with  Social 
Security  protection),  could  be  eclipsed 
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by  the  Iraq  War  in  the  Presidential 
campaign.  AARP  hopes  the  song  (in  I 
which  "soccer  games"  rhymes  with  ll 
"insurance  claims")  spreads  virally.  t 

The  group  is  also  releasing  a 
second— professionally  written— soi* 
Stand  Up  for  Yourself.  Recorded  by  . 
Aretha  Franklin,  if  s  the  theme  for 
AARP's  current  "Divided  We  Fail" 
campaign,  a  call  to  its  39  million 
members  to  push  for  bipartisan 
solutions  to  health  care  and  financiJ 
security  problems. 

Pardo  thinks  both  songs  will  raisi 
awareness,  but  sponsored  tunes 
seldom  take  off.  Even  sung  by  the 
Queen  of  Soul,  AARP's  music  may  h  ,^ 
a  tough  time  getting  R-E-S-P-E-C-T 
-David  R 


Odyssey 


"Let's  face  it,  I  live  to 
save  you  money" 


-Mr.  Opportunity 


V 


On  all  new  2007  Element  and  Odyssey 
models  (for  well-qiialified  buyers) 


The  2007  Honda  Clearance  is  the  perfect 
opportunity  to  visit  your  Honda  dealer  and 
drive  away  in  the  truck  of  your  choice.  From 
s/  an  award-winning  pickup  to  a  great-handling 

minivan  to  any  of  our  durable  SUVs,  now's  the  time  to  get  a  great  deal 

on  a  Honda  truck.  You  do  like  saving  money,  right.? 

The  2007  Honda  Clearance 


o 


clearance,  honda.com 


liable  on  approved  credir  through  American  Honda  Finance  Corp..  2.9%  APR  for  24-36  months  on  all  new  and 
sgistercd  2007  Honda  Element  and  Odyssey  models  through  .September  4.  2007,  for  well-qualified  buyers.  Not  all 
ers  will  qualify  HiKher  financing  rates  apply  for  buyers  with  lower  credit  ratings.  Kxampic  for  Element  EX 
$1,000  financed  and  for  2.9%  APR):  24  months  financing  at  $42.94/month  or  Mi  months  financing  at  $29.04/month 
I  Icrs  set  actual  vehicle  sales  price.  .See  participating  dealers  for  details.  ©2007  .\merican  Honda  Motor  Co..  Inc. 
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HEART  HEALTH 

AN  EASY  TEST 
FOR  ASPIRIN 
RESISTANCE 

ABOUT  50  million  Americans 
take  an  aspirin  tablet  daily  in 
hopes  of  reducing  their  risk 
of  heart  attacks  and  strokes, 
according  to  The  Journal  of  the 
American  Medical  Association. 
But  research  in  the  past 
decade  has  found  that  up  to 
40%  of  them— the  numbers 
are  in  some  dispute— may  be 
resistant  to  aspirin's  blood- 
thinning  effects. 

Now,  Corgenix  Medical, 
a  Denver  diagnostic  test- 
kit  maker,  has  developed 
AspirinWorks  to  help  doctors 
identify  those  not  likely  to 
benefit  from  a  daily  aspirin 
dose.  A  report  on  the  test's 
efficacy  was  presented 
in  July  by  independent 
Canadian  and  Australian 
researchers  at  a  meeting  of 
the  International  Society  on 
Thrombosis  &  Haemostasis. 
Corgenix  believes  the  kit 
could  bring  more  than  $1.2 
billion  in  annual  global  sales. 

Approved  by  the  FDA  in 


May,  AspirinWorks  measures 
the  blood-clotting  chemical 
normally  blocked  by  aspirin. 
If  levels  are  high,  a  doctor 
can  prescribe  additional  or 
alternative  medications  Such 
as  blood  thinners.  The  kit 
isn't  the  only  test  for  aspirin 
resistance.  But  it's  the  first  to 
test  urine  instead  of  blood  and 
to  assess  levels  of  the  blood- 
clotting  molecule  instead  of 


signs  of  clotting,  which  can 
have  many  causes.  "Aspirin 
is  a  mainstay  of  cardiac 
therapy,"  says  Dr.  Alexander 
Duncan,  director  of  the  special 
hemostasis  lab  at  Atianta's 
Emory  University,  one  of  the 
first  in  the  U.S.  to  use  the  kit. 
"This  is  the  first  time  there 
is  a  simple-to-use  lab  test 
to  measure  the  efficacy  of 
aspirin."      -Kerry  Capell 


Is  There  No  Escape? 


New  Point  of  Entry: 
B-School  Applications 


Ummm...Why? 


Yeah,  But. 


University  of  Chicago  Graduate 
School  of  Business  will  require 
applicants  to  submit  up  to  four 
PowerPoint  slides  about  themselves 

►  For  students  entering  in  2008 

►  Usual  two  essays  still  required 


T 


-Alison  Damast 


Admissions  Director 
Rosemaria  Martinelli: 

►  Applications  are  now 
too  "formulaic." 

►  "We  wanted  to  create  a 

wtiite  space  for  students 
to  be  able  to  portray 
themselves  in  any  way 
they  want." 


Critic  Michael  Flocker, 
author,  Death  by  PowerPoint: 

►  "It's  as  if  they  are  actively 
seeking  those  who  think 
best  inside  the  box.... 
The  use  of  templates... 
is  the  antithesis  of 
creativity." 


BLOGSPOTTINCt 

FOOD  FIGHT 

http://usfoodpolicy. 
blogspot.com/ 


»  FORMER  USDAeconomii 

Parke  Wilde,  a  professor  at ' 
Tufts  University's  nutrition  • 
science  and  policy  school,  f' 
out  a  full  spread  in  this  blog< 
about  how  America  grows, 
markets,  and  consumes  its^ 
food.  His  latest  focus:  the 
controversial  farm  bill  (its 
voyage  through  Congress,  h ". 
writes,  is  "a  great  education! 
in  the  cynical  economist's  ,|,|||| 
view  of  public  policy  decisic 
making").  With  the  old  200:; 
farm  law  set  to  expire  this  fcj 
Wilde  opines  knowledgeabN 
about  the  new  bill's  nutritioii 
and  conservation  provisions 
and  its  subsidy  tweaks- 
including  the  elimination  of  ij 
subsidies  for  farmers  makin ' 
more  than  $1  million  a  yeai: 
He  also  takes  readers  on  a 
useful  tour  around  the  Web« 
sites  of  various  public  inters 
groups-analyzing  why  son( 
support  the  bill,  just  passed— 
by  the  House,  and  others 
oppose  it.     -Michael  Loebti 


'<^lll 

i 


John  Fernandes,  president* 
Assn.  to  Advance  Collegiffli 
Schools  of  Business: 

►  "If  Chicago  is  doing it4 
next  year,  you'll  soor< 
find  10  other  school!< 
doing  it." 


lac[ 
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STAY  INFORMED 
STAY  SMART. 
STAY  AHEAD. 


BusinessWeek  helps  you  make  smarter  decisions. 

lach  week,  BusinessWeek  keeps  you  current  with  information  you  can  trust, 
t  gives  you  a  deeper  understanding  of  emerging  trends  in  business  with  . . . 

♦  Stories  that  surprise         ♦  Breaking  news  that  matters 

♦  Innovations  in  business     ♦  Investigative  reporting 

In  today's  fast-changing  business  environment,  you  have  to  stay  smart 
to  stay  ahead.  BusinessWeek  gives  you  the  tools  to  succeed. 


To  subscribe,  call  1-800-635-1200 

(Refer  to  code  FB7G591) 

For  faster  service,  go  to 

www.businessweek.com/subs/ad 
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There  are  millions  of  seniors 
who  would  rather  get  paid 
for  [life  insurance]  they  no 
longer  want  or  need...." 

Jack  Kelly 

Director  of  Government  Relations 

Institutional  Life  Markets  Assn. 

Washington 


Busine'sV 


DEATH  BONDS:  GHOULISH  GAMBLE 
OR  WELCOME  OPTION? 

WHILE  BUSINESSWEEK  should  be  con- 
gratulated for  shining  light  on  some  of 
the  allegedly  nefarious  practices  of  cer- 
tain players  in  the  life  settlements  in- 
dustry ("Profiting  from  mortality,"  Cover 
Story,  July  30),  the  fact  remains  that  a 
properly  executed  life  settlement  can 
bring  policy  owners  much  more  value 
than  a  simple  cash  surrender  of  the 
policy.  With  estimates  of  2006  settle- 
ment volume  in  the  $8  billion  range,  it 
is  apparent  that  consumers  appreciate 
having  this  option. 

Unscrupulous  players  can  be  found 
in  any  type  of  business.  However,  repu- 
table life  settlements  brokers  are  able 
consistently  to  solicit  offers  from  repu- 
table institutional  buyers,  creating  an 
auction-like  setting  and  securing  the 
highest  price  for  the  policy  owner.  Ad- 
ditionally, when  bid-history  reports  are 
provided  to  the  seller  and  all  partici- 
pating buyers,  the  transparency  helps 
ensure  that  all  parties  fully  understand 
the  transaction. 

But  is  the  practice  "macabre"?  Well, 
that  is  best  left  to  the  eye  of  the  beholder. 
Insurance  carriers,  annuity  issuers,  long- 


i  lie 
term  care  underwriters,  and  even* 
Social  Security  system  undeniably- 
obviously— have  a  keen  interest  ini 
longevity  of  their  participants. 

-I.JamesCii 

Chief  Executive  Of 

Life  Settlement  InsA 

Cleve^ 

I  i^ 

WHEN  I  WAS  A  STOCKBROKER  at  CaW 
Fitzgerald  some  35  years  ago,  we  agg^ 
sively  offered  a  U.S.  Treasury  bond  at 
amusingly  a  "flower  bond"  because  *  ') 
unique  feature.  Purchased  at  a  disccj  ^^ 
it  could  be  redeemed  at  par,  regardlel  '5' 
market  value,  to  pay  estate  taxes.  Mai  ^' 
transaction  was  done  at  the  deathbtll  ^^ 
a  Cantor  client.  '  "' 

-Dickl 
Beverly  ■■ 

MATTHEW  GOLDSTEIN  makes  it  rl  ^ 
that  the  life  settlements  industry  n  «" 
better  regulation  and  more  transparoi  Kl 
We  agree.  Consumers  have  a  rigl^  •"■ 
know  exactly  how  much  their  life  ii '  i^l 
ance  is  worth  on  the  secondary  mn  '» 
and  how  much  their  broker  would  rli  K 
in  commissions.  These  principles  i  ^• 
been  embraced  by  the  major  investM  Uli 

_i  n 
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s  that  formed  the  Institutional  Life 
:ets  Assn. 

St  amid  the  focus  on  the  bad  actors 
3ast  abuses,  however,  is  the  reason 
e  secondary  market's  current  boom: 
;  are  miUions  of  seniors  who  would 
r  get  paid  for  a  pohcy  they  no  longer 
or  need  or  is  now  unafFordable  than 
y  let  it  lapse  or  surrender  it  for  less 
fair  value  to  the  original  carrier.  At 
nt,  about  8  out  of  10  life-insurance 
es  are  never  paid  out.  A  Ufe  setde- 
option  puts  money  into  the  pockets 
isiuners  to  pay  health-care  bUls  or  fi- 
retirement  and  is  a  valuable  option 
fiust  be  preserved  for  consumers. 

-Jack  Kelly 

Director  of  Government  Relations 

Institutional  Life  Markets  Assn. 

Washington 

death  bonds,  those  who  feed  off  the 
nvolved  are  sure  winners.  The  re- 
ing  participants  in  this  win-or-lose 
St  are  the  bondholders  vs.  the  life 
ii.  Unless  a  life  insurer's  manage- 

is  corrupt,  I,  as  an  actuary,  would 
imy  bets  on  the  insurance  company 
.1,  as  the  bondholders  hemorrhage 
/,  Should  a  life  insurer  eventually 
Dm  such  a  zany  scheme,  any  bailout 
a  state  guaranty  association  would, 

end,  come  from  the  public. 

-Claud  Y.  Paquin 
Fayetteville,  Ga. 

^GROWN-UP  KIDS 
f^THOME 

I  iEClATED  Christopher  Farrell's  ar- 
l(  )n  "Sharing  with  Mom  and  Dad" 
;)  )nal  Finance,  July  30).  His  advice 
r  It  on.  We  only  hope  Mr.  Farrell  in 

0  er  article  will  cover  the  other  half  of 

1  md— the  18  million  adult  kids  now 
ii  at  home  with  their  baby  boomer 
r(ts.  There  are  both  financial  and 
^1  ological  reasons  why  this  other  ex- 
it i  family  living  arrangement  also  of- 
i  akes  sense.  Both  reflect  our  chang- 
{  Tierican  culture  as  we  all  adapt  to 
ia;r  and  thus  closer  famihes. 

-John  L.  Graham 
Irvine,  Calif. 

lOVINGALOAN 
ARELESSWAY 

FANNIE  AND  Freddie  are  fidgety" 
&  Insights,  July  30)  talks  about 
n^iocumentation  loans."  It  would  be 
k:  sting  to  know  how  many  "fake- 
ciientation  loans"  have  been  made. 
A)ut  three  years  ago  we  subpoenaed 
siDrtgage  application  that  a  plaintiff 
a  |igus  lawsuit  had  submitted  to  a  na- 


L 


CORRECTIONS  &  CLARIFICATIONS 

"Better  living  at  30,000  feet"  (Design,  Aug. 
6)  should  have  said  that  to  lower  perceived 
cabin  altitude,  air  pressure  must  be  raised. 
Blake  Emery's  last  name  w^as  misspelled. 


tional  lender.  Attached  to  her  application 
were  copies  of  W-2  forms  stolen  from  two 
different  people  whose  annual  earnings 
were  much  higher  than  the  plaintiffs. 
The  plaintiff  had  simply  pasted  her  ovra 
name  onto  the  copies.  She  did  not  even 
bother  changing  the  Social  Security 
numbers  on  the  W-2  forms. 

Thus,  the  lender  received  an  application 
with  two  W-2  forms,  which,  between  them, 
contained  three  different  Social  Security 
numbers.  They  still  approved  the  loan! 

-David  L.  Hagan 
Pismo  Beach,  Calif. 

SHORT-TERM  CAPITAL  MARKET  BIAS: 
A  DIFFERENT  VIEW 

LAWRENCE  MITCHELL'S  tax  cure  for 
alleged  short-term  capital  market  bias 
is  misguided.  He  confuses  investor 
holding  periods  with  market  valuation 
horizon.  The  short-term  holding  period 
is  irrelevant.  The  key  is  the  long-term 
valuation  horizon  reflecting  the  years 
of  expected  cash  flow  needed  to  jus- 
tify the  current  stock  price.  Manage- 
rial shortsightedness  is  based  on  mis- 
aligned compensation  programs  which 
focus  on  accounting-based  earnings 
per  share  groM^th. 

The  tax  solution  will  distort  capital 
allocation  and  negatively  impact  market 
performance.  The  real  solution  involves 
realigning  compensation  programs  and 
not  in  new  expert-based  taxes. 

-Joseph  V.  Rizzi 
Riverside,  III. 
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Would  you  stop  to  give 
someone  directions? 

If  you  were  walking  that  way, 

would  you  guide  them? 

What  if  it  was 

out  of  your  way? 

Two  miles. 

Two  thousand  miles. 

Would  you  travel  that  far 

to  teach  someone? 

To  learn  something  yourself? 

Peace  Corps. 
Life  is  calling. 
How  far  will  you  go? 


800.424.8580   |   peacecorps.gov 


Tech&You 

BY  STEPHEN  H.  WILDSTROM 
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Is  Your  PC  a  Graphics  Wimp? 

A  pretty  river  flows  past  Pleasantview.  Its  rippling  waters  reflect  clouds  ei 
the  graceful  arches  of  a  bridge.  Unless,  that  is,  you're  playing  Electronic  II 
Arts'  The  Sims  2  video  game  on  an  Intel  computer  with  underpowered 
graphics.  If  so,  the  water  appears  as  a  featureless  patch  of  monochromati 
blue,  and  many  other  graphic  subtleties  of  the  game  are  lost. 


My  plunge  into  the  world  of  The 
Sims  was  part  of  an  experiment 
that  chipmaker  Advanced  Micro 
Devices  set  up  for  me  out  of  naked 
self-interest.  AMD  is  best  known 
as  Intel's  fierce  rival  in  processors. 
But  it  also  competes  in  graphics 
systems,  and  AMD— which  owns 
ATI  Technologies,  a  maker  of 
graphics  adapters— was  seeking  to 
demonstrate  its  superiority  there. 

Graphics  performance  has 
long  been  a  concern  for  dedicated 
gamers  and  for  users  of  advanced 
professional  software,  such  as 

computer- assisted  design  tools.  But  it  may  soon  become  a 
lot  more  important  to  everyone  else.Why?  Microsoft's  Vista 
operating  system  makes  far  greater  use  of  3D  graphics  than 
does  any  previous  version  of  Windows.  Its  features  include  a 
"Flip  3D"  interface,  which  lets  you  page  quickly  through  all 
the  windows  open  on  your  system.  Microsoft  wants  software 
developers  to  make  better  use  of  such  capabilities. 

AMD  set  me  up  with  two  midrange  Velocity  Micro 
desktops,  which  retail  for  about  $800  each.  The  two  systems 
are  identical  except  for  their  processors  and  graphics 
adapters.  The  all-Intel  model  has  a  G965  Express  graphics 
chip,  while  the  AMD  version  uses  the  company's  own  ATI 
Radeon  Xpress  processor.  Both  systems  run  on  Windows 
Vista  Home  Premium.  Just  to  keep  AMD  honest,  I  extended 
the  test  to  two  additional  Intel  Vista  systems  of  my  own,  a 
Lenovo  ThinkPad  T61  wixh  NVIDIA'S  Quadro  graphics,  and  a 
ThinkPad  X6ls  with  an  Intel  GM965  Express  display  adapter. 

THE  INTEL  965  FAMILY  OF  GRAPHICS  chips  dominates  the 
market  for  adapters.  They  are  standard  in  most  low-  to 
midpriced  desktops  and  in  laptops  with  Intel  processors. 
And  they're  just  about  universal  in  subcompact  notebooks- 
meaning  anything  with  a  display  measuring  12  inches  or  less. 
They  are  inexpensive,  relatively  power-thrifty— a  big  factor  in 
laptop  design— and  very  popular  vidth  manufacturers. 

In  my  tests,  all  the  Intel  chips  had  enough  heft  to  display 
Vista's  spifiy  graphics  featiu-es,  such  as  animated  icons  and 


transparent  windows.  But  thej' 
way  short  of  the  ATI  and  NVID 
systems  in  games.  The  Intel  cht 
don't  meet  minimum  requiren 
for  running  Linden  Lab's  Seco! 
Life  virtual-world  software  on  i 
Most  games  are  designed  tci 
inspect  the  hardware  they're 
running  on  and  adjust  graphiQ| 
features  for  best  performance, 
can  override  The  Sims'  decisio 
turn  off"  such  features  as  reflect 
for  Intel  965  graphics,  but  the 
images  don't  look  as  good  as  t) 
ought  to,  and  you  pay  a  price  i 
sluggish  performance.  (When 
asked  to  respond,  Intel  said  th' 
chips  were  not  optimized  for  3 
games,  but  their  performance 
be  improved  when  Intel  releas 
new  software  in  a  few  weeks. 
Existing  owners  will  be  able  tc 
download  it.) 

My  advice  to  shoppers,  whc 
typically  focus  on  processor  sp 
and  memory,  is  to  pay  more 
attention  to  graphics.  The  Inte 
is  fine  if  your  needs  are  minimal.  In  a  lightweight  notebooli| 
where  battery  life  is  key,  if  s  probably  the  only  choice. 

For  better  graphics  performance,  consider  a  system  usii| 
ATI  or  NVIDIA  graphics.  Unfortunately,  model  designatior 
are  complicated,  and  there's  no  single  specification  to  guidi 
you.  Examining  systems  at  a  computer  store  should  let  yoi  I 
how  different  systems  look  running  Second  Life  or  The  Sii  | 
something  looks  good  to  you  in  the  shop,  it  will  do  fine. 

E-mail:  tech&you@biisinessweel 


BiisinpssWeek  .com 


ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 


For  the  best 
performance, 
go  with  a 
system  that 
uses  ATI  or 
NVIDIA 
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BY  JON  FINE 


Where  Rupert  Could  Fall  Shor 

Evidently,  when  someone  comes  in  and  offers  you  nearly  double  the  curr 
share  price,  it's  hard  to  say  no.  J  News  Corp.'s  purchase  of  Dow  Jones  wil 
soon  resound  across  the  landscape  in  ways  obvious  (say  hello,  Wall  Stre& 
Journal  and  Barron's^  to  the  Fox  Business  Channel)  and  not  so  obvious.  F 
one.  News  Corp.  is  in  the  process  of  updating  its  printing  presses  in 


Europe,  which  will  ready  the  Journal  for 
a  frontal  attack  on  the  Financial  Times' 
home  turf. 

The  Wall  Street  Journal  is— I  must 
have  a  macro  on  my  keyboard  for 
this  sentence  by  now— one  of  the 
world's  great  newspapers.  Which, 
unfortunately,  is  something  that  seems 
to  mean  less  and  less  in  today's  world, 
if  you  go  by  the  earnings  of  Dow  Jones 
and  . . .  well,  just  about  any  big,  serious 
paper  in  America.  It  horrifies  many  that 
the  Journal  is  now  nestled  in  Rupert 
Murdoch's  tender  embrace.  We  will 
soon  hear  much  about  Murdoch's 
"legacy,"  and  how  he  can  rewrite  it  by  not  mucking  around 
with  the  JoumaFs  editorial  bona  fides.  (When  writers  make 
the  "legacy"  argument  about  an  executive,  if  s  a  sure  sign 
they  have  no  other  hammer  to  hold  over  said  executive's 
head.)  But  "whither  Murdoch's  legacy?"  isn't  the  right 
question.  The  right  one:  "Is  News  Corp.  the  best  candidate  to 
rework  what  it  means  to  be  The  Wall  Street  Journal  today?" 

I'm  not  among  those  who  believe  Murdoch  is  a  fanged 
beast  who  eats  baby  journalists  for  breakfast,  but  the  answer 
is  still  simple:  No.  News  Corp.  is  an  excellent  packager,  and 
unmatched  at  divining  the  visceral  reasons  that  make  you 
buy  a  newspaper.  Properly  applied,  the  latter  instinct  will 
blow  a  few  cobwebs  out  of  the  stuffier  corners  of  the/oumafs 
newsroom.  But  it  does  not  answer  what  the /ouma/— indeed, 
what  Dow  Jones— needs  to  become. 

MURDOCH,  MYSPACE  OR  NOT,  IS  AT  HEART  an  old-school 
newspaper  guy.  He  has  shown  tremendous  patience  with 
eight- figure  losses  at  papers  ranging  from  The  Times  of  London 
to  the  New  York  Post  In  some  ways,  this  is  good  news.  Patience 
is  necessary  for  the  Journal,  which  appears  barely  profitable, 
at  best,  these  days.  Murdoch's  history  suggests  that  the  layoffs 
that  probably  would  have  accompanied  any  other  outcome 
will  be  staved  off  or  avoided  outright.  But  putting  up  with 
losses  can  come  fi-om  aggressive  investment  in  the  fiiture  or 
fi-om  casually  accepting  a  challenging  status  quo.  The  New 
York  Post  does  not  lose  money  because  if  s  pouring  trillions 

20  I  BusinessWeek  I  August  13,  2007 


into  a  bold  new  strategy  to  reinventn 
itself  in  a  Digital  Age.  It  loses  monei 
reasons  that  have  remained  the  sanu 
for  years:  There  are  not  enough  adsJ 
circulation  gains  aren't  enough  to  li 
up  the  difference  when  you're  sellini 
lots  of  copies  for  a  quarter.  There's  t) 
about  a  new  Journal  strategy  online 
none  of  Murdoch's  major  papers  hdi 
been  reinvented  for  the  Digital  Age,'( 
should  irk  Murdoch  that  the  BBC,v 
he  frequentiy  blasts,  has  moved  mu 
faster  than  News  Corp.  to  revamp  it 
news  operations  in  interesting  ways 
What  happened  to  Dow  Jo 
can  be  traced  back  to  the  obv  s 
tension  that  comes  from  cou  i? 
high-quality  journalism  with 
publicly  traded  company.  Th  : 
payoff  from  the  former  relies  |i 
an  expensive  creative  procesi  ti 
which  is  why  the  profit  marg  || 
^^^^^^^  at  New  York  Times  Co.  and 

Dow  Jones  never  rivaled  thoj 
of  Gannett.  Thaf  s  the  reason  many  newspaper  companii 
have  two-tier  stock  structures— Times  Co.,  McClatchy, 
and  Washington  Post  Co.  among  them.  So  did  Dow  Jone 
This  insulated  the  Journal  from  some  of  the  harsher,  she 
term  demands  of  the  market.  It  also  insulated  Dow  Jonet 
management  from  feeling  market  pressure  to  make  any 
moves  that  might  have  made  the  company  bigger— and ' 
much  harder  for  News  Corp.  to  swallow. 

News  Corp.'s  doing  so  shows  that  a  dual-stock  structure 
withstand  every  challenge,  and  that  there  is  a  price  to  pay  fi 
confusing  "protecting  the  journalistic  franchise"  with  "ign 
everything  the  market  says."  As  for  Rupert,  if  he's  wise,  he' 
let  his  love  for  newspapering  in  the  20th  centtuy  get  in  the 
of  what  Dow  Jones  needs  to  become  in  the  21st.  ■ 
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I  For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
I  www.businessweek.com/innovate/FineOnMedia 


Murdoch's 
patience  is 
not  what  tiie 
Journal  needs 


Provide  big-company  hieaithi  coverage  wittiout 
being  a  big  company. 

Customizing  health  plans  to  fit  employees'  needs  isn't  something  only  big 
companies  can  do.  Even  if  you're  a  small  business,  you  can  choose  from 
PPOs,  HMOs  and  CDHPs  from  Lumenos  with  EmployeeElect,  offering 
employees  one,  some  or  all  of  the  plans.  You'll  have  greater  control  over 
your  costs  too.  Add  to  this  access  to  one  of  the  country's  largest  provider 
networks^  and  you  can  do  well  by  your  employees.  And  your  business. 

For  more  information  on  our  EmployeeElect  portfolio,  just  call  your  broker 
Or  visit  bluecrossca.com. 


PPO  program  Health  products  in  EmployeeElect  portfolio  ar.d  dental  plans  cfferod  bv  Blue  Cross  of  California  (BCC)  or  BC  life  &  Health  Insurance  Company  (BCL8H),  Vision  and  Term  Life  products 
«H  are  independent  licensees  of  the  Blue  Cross  Association  and  sre  licensed  to  tononct  business  in  the  stale  of  California. «  Registered  ltat!^%  of  the  Blue  Cross  Association,  ffi  2007  BCC. 
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Performance  Track  Members  reduced  water  use 
by  3,500,000,000  gallons. 

nat's  A  Big  Drop  In  The  Bucket. 


Perforrnance  Track  members  are  environmental  leaders  committed  to  making  big  changes  in 

the  way  they  do  business  for  the  sake  of  putting  less  stress  on  the  environment. 

Put  your  facility  on  track— you'll  be  amazed  at  your  performance. 

Visit  us  at:  www.epa.gov/performancetrack/psa.htm 
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JAMES  C.  COOPER 


)on't  Be  Afraid  of  the  Dark 
hWeU,  Not  Too  Afraid 

.ks  are  rising  with  market  turmoil,  but  growtti  prospects  still  look  solid 
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U.S.  ECONOMY 


Former  Federal  Reserve  Chairman  Alan  Greenspan  Sm 

:e  noted  that  people  react  to  the  uncertainty  generated  by  a  Q 

ancial  market  shock  the  way  they  do  when  they  walk  into  a  dark  Q 

)m.  Their  first  reaction?  They  freeze.  The  recent  turmoil  in  the  •■ 
ck  and  bond  markets  has  left  many  investors  stymied  and  groping 


le  light  switch.  Probably  the  main  thing  they  would 
0  see  is  just  how  the  market  quake  will  reverberate 
igh  the  economy. 

early,  the  risks  to  economic  growth  in  the  second 
lave  increased,  especially  as  new  blowups  at 
e  funds  and  mortgage  companies  continue  to 
investors.  The  most  obvious  danger  is  that  credit 
itions  could  tighten  even  more  sharply  and  more 
lly— not  just  for  the  riskiest  borrowers.  In  that  case, 
blown  credit  crunch  could  gi-eatly  curtail  overall 
ding,  maybe  even  sending  the  economy  spiraling 
i  recession. 

ter  taking  a  few  days  to  contemplate  Wall  Street's 
t  week  in  five  years  during  July  23-27,  most 
Dmists  say  the  odds  of  the  disaster  scenario  have 
but  remain  low.  The  chief  reason:  The  fundamental 
orts  under  the  economy— outside  of  housing— are 
(chart).  In  particular,  both  the  household  and 
)rate  sectors  are  financially  strong  heading  into  the 
id  half,  suggesting  lenders  will  most  likely  continue 
Icome  their  business. 

ught  in  the  darkness,  investors  overlooked  some  of 
est  evidence  of  all  this  on  the  morning  of  July  27. 
s  when  the  govemmenf  s  report  on  second-quarter 
•  domestic  product  showed  the  economy  grew  at  a 
hy  3.4%  annual  rate  last  quarter,  a  big  rebound  from 
uny  0.6%  pace  posted  in  the  first  quarter  and  the 
gest  showing  in  more  than  a  year.  By  the  end  of  the 
hough,  the  Dow  Jones  industrial  average  had  fallen 
)oints,  after  losing  311  points  the  day  before. 

Y  INVESTORS  viewed  the  report  as  old  news, 
it  portrays  the  economy  before  the  recent  turmoil. 
;ver,  the  details  contain  several  positive  implications 
le  second  half:  Company  outlays  for  equipment 
xelerating,  and  business  construction  is  booming. 
:  grovidi  in  inventories  last  quarter  means  the 
from  stock  rebuilding  has  yet  to  be  felt.  Plus,  the 
)ers  show  that  impressive  global  growth  remains  an 
rtant  prop  under  demand  and  profits, 
home,  despite  weak  performance  by  consumers 
;ned  with  high  gas  prices,  household  incomes  are 


grov^dng  strongly,  and  revised  data  show  savings  are 
much  higher  than  previously  thought.  Of  course,  housing 
weakness  will  continue  to  weigh  heavily  on  overall 
growth,  but  the  drag  last  quarter  was  the  smallest  in 
more  than  a  year,  and  its  subtraction  from  grov*^  in  the 
second  half  vidll  be  less  than  it  was  in  the  first  half. 

START  WITH  THE  CORPORATE  SECTOR,  since  that  is 

where  investors  are  most  keenly  focused  right  now.  The 
GDP  report  showed  that  companies  are  putting  more  of 
their  money  into  capital  projects.  Oudays  for  equipment 
and  software  grew  at  a  modest  2.3%  annual  rate,  but 
that  gain  represents  steady  improvement  from  almost 
no  grov^th  in  the  first  quarter  and  a  drop  in  last  year's 
fourth  quarter.  Business  construction  surged  22.2%,  the 
largest  quarterly  advance  in  13  years.  The  jump  shows 

businesses  are  expanding 
A  SOLID  GROWTH  TREND-  1  ^:  u  c  ooerations  and 
OUTSIDE  OF  HOUSING  tneir  U.S.  operations,  ana 

>        -PERCENT  CHANGE  FROM  A  YEAR  AGO       I      ^at  SUggCStS  a  COntinUCd 

bnght  outlook  for  hmng. 

Keep  in  mind  that, 
while  tighter  credit 
conditions  for  risky  loans 
are  cutting  into  corporate 
dealmaking,  those  deals 
have  little  impact  on 
business  investment 
in  productive  assets 
and,  thus,  on  economic 
growth— outside  of  the 
fees  they  generate  on  Wall  Street. 

Moreover,  any  questions  about  credit  quality  across 
the  great  majority  of  American  businesses  would  be 
sharply  at  odds  with  the  financial  condition  of  U.S. 
corporations,  which  on  the  whole  is  the  strongest  in 
many  years.  For  example,  in  the  first  quarter,  cash  on  the 
balance  sheets  of  nonfinancial  corporations  was  running 
at  a  record  $1.2  trillion,  a  figure  that  has  almost  doubled 
since  2001.  Internally  generated  funds  were  nearly  equal 
to  all  outlays  for  new  plants  and  equipment,  a  rarity  this 
far  into  a  business  cycle. 

Plus,  credit  market  debt  as  a  percentage  of  net  worth 


2  riiraMtsTrcwonuc  rH" 

IjEXPLUDJNG,, '4- 

iResiDENTIAL!    I  T~ 
!CON$TRUCTI(|n 


I         '04        '05  '06  '07  I 

!  Data:  Bureau  of  Economic  Analysis,  Global  Insight  Inc.  i 


August  13.  2007  I  BusinessWeek  I  21 


BMi^aiafBtuiuuiuuumai 


o 
o 


C 


is  at  a  level  not  seen  since  the  mid-1980s.  The  ability 
of  profits  to  cover  interest  is  at  record  levels,  reflecting 
a  high  percentage  of  low-cost,  long-term  debt.  And 
corporate  earnings  continue  to  surprise  on  the  upside. 
With  304  of  the  companies  in  the  Standard  &  Poor's 
500-stock  index  having  reported  through  July  27,  second- 
quarter  earnings  are  on  track  to  grow  5.8%  from  a  year 
ago,  based  on  Thomson  Financial's  blended  growth  rate, 
which  aggregates  company  reports  with  the  current 
expectations  of  businesses  that  have  yet  to  report.  On  July 
1,  before  earnings  season  began,  analysts  had  expected 
growth  of  only  4.1%.  The  overall  number  could  go  higher. 
So  far,  64%  of  companies  have  posted  earnings  greater 
than  expected,  higher  than  the  60%  figure  in  a  typical 
quarter. 

LOOKING  AHEAD,  business  sector  demand  is  well 
supported  both  at  home  and  abroad.  In  fact,  after  efforts 
to  reduce  inventories  to  levels  more  in  line  with  demand, 
companies  may  have  gone  too  far.  The  gross  domestic 
product  numbers  show  that  for  the  past  three  quarters, 
overall  demand  has  grown  much  faster  than  inventories. 
Stockpiles,  which  posted  almost  no  growth  in  the  first  and 
second  quarters,  wiU  have  to  be  bmlt  up  to  meet  sales.  That 
means  faster  growth  in  overall  production. 

Consumer  spending  took  a  hit  last  quarter,  growing 
only  1.3%,  the  smallest  advance  in  a  year  and  a  half,  as 
record  gas  prices  cut  into  the  buying  power  of  income. 
However,  by  the  end  of  July,  the  average  pump  price  had 
fallen  more  than  10%  from  its  May  high  of  $3.22  per 
gallon,  to  $2.88.  At  the  same  time,  tight  labor  markets 
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continue  to  generate  healthy  income  growth.  In  June, 
income  from  wages  and  salaries  was  up  6.7%  from  a  y 
earlier,  more  than  double  the  rate  of  inflation. 

Consumer  confidence  readings  for  August  are  likely 
register  some  uncertainty  after  the  market  turmoil,  bu 
the  July  measures  clearly  show  that,  despite  the  gas  pr 

squeeze  on  incomes, 
consumers  were  upbe 
The  Conference  Board 
confidence  gauge  rose 
to  the  highest  level  in 
six  years  last  month, 
as  households  gave 
an  especially  upbeat 
assessment  of  job  mar 
conditions. 

Businesses  are  also  > 
benefiting  from  strong 
demand  overseas.  The 
GDP  data  show  that 
exports  rose  6.4%  last  quarter,  and  that  pace  is  unlikel* 
to  slack  off.  The  International  Monetary  Fund  recently 
upped  its  forecast  for  world  economic  growth  to  more  > 
than  5%  for  both  this  year  and  next. 

Nervous  investors  can  be  excused  for  not  appreciati 
the  economy's  sound  fundamentals  right  now.  Once  tl 
see  the  hght,  though,  they  are  likely  to  conclude  that, 
as  long  as  the  financial  markets  continue  to  function 
normally  and  offer  the  great  majority  of  businesses  am 
consumers  access  to  credit,  the  economy  is  on  track  fof 
least  moderate  growth  in  the  second  half.  ■ 
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REVISED  GDP 


A  Slower  Speed  Limit  for  the  Economy? 


THE  SECOND  QUARTER  produced 

solid  economic  growth,  but  there  was 
also  important  news  about  revisions 
to  real  gross  domestic  product 
covering  the  past  three  years.  The 
weaker  trend  in  output  could  have 
serious  implications  for  productivity 
and  monetary  policy. 

The  Bureau  of  Economic  Analysis 
released  revised  data  going  back 
to  2004.  Real  GDP 
growth  was  trimmed 
from  an  average 
annual  rate  of  3.5% 
to  3-2%,  making  this 
year's  first- quarter 
GDP  about  $120 
billion  lower  than  first 
thought  (chart). 

One  upshot  to 
weaker  growth  is 
smaller  gains  in  labor 
productivity.  Taking  the 
new  GDP  numbers  and 
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no  change  in  employment,  the  revised 
labor  productivity  growth  released 
on  July  7  would  show  a  troubling 
reduction  in  productivity  of  about  0.3% 
to  0.4%  per  year,  says  Credit  Suisse 
Group  chief  economist  Neal  Soss. 

Throw  in  the  BEA's  small  upward 
revisions  to  inflation  during  the  past 
three  years,  and  it  looks  quite  clear 
that  the  pace  at  which  the  economy 
can  grow  without 
whipping  up  price 
pressures  is  not  as 
high  as  previously 
thought.  Soss  now 
thinks  the  economy 
can  grow  only 
2.75%,  instead  of 
3%,  without  stirring 
inflation.  Other 
economists  believe 
the  pace  is  even 
lower. 

A  slower  speed 


limit  could  make  life  trickier  for  thi 
central  bank.  While  it  is  responsibi 
for  keeping  inflation  low  and  stabll 
"the  Fed's  first  mandate  is  ensuriqi 
financial  stability,"  says  Soss. 

In  its  July  Monetary  Policy  Repoi 
to  the  Congress,  the  Fed's  economic 
projections  imply  real  GDP  growth 
of  2.5%  to  3%  in  the  second  half  ol 
2007.  Growth  at  the  upper  end  of 
this  range  would  likely  spur  strong 
hiring,  wage  gains,  and  inflation. 

Chairman  Ben  S.  Bernanke  mui 
be  mindful  of  the  potential  impact 
change  in  interest  rates  could  have 
on  jumpy  financial  markets  and 
the  rate-sensitive  housing  sector. 
What's  more,  the  Fed  may  now  ha' 
less  leeway  to  cut  rates  if  conditioi 
worsen  in  financial  markets.  Addii 
up  the  risks,  the  central  bankers  in 
feel  compelled  to  keep  rates  where  | 
they  are  for  a  long  time.  ■ 

-By  James  Mek 
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N.O.D.  is  a  501  c(3)  organization.  This  is  a  donated  public  service  ad. 


A  lot  of  great  employees 
come  with  their  own 


office  chair. 


Hire  someone  with  a  strong  desire  to  succeed.  Someone  who  proves  his  or  her  ability  to  overcome  obstacles  each 
and  every  day.  The  National  Organization  on  Disability's  CEO  Council  (listed  at  www.nod.org/ceoad. html)  vigorously 
promotes  hiring  people  with  disabilities.  As  leaders  of  the  corj/orate  world,  CEO  Council  members  know  it's  not  lust 
a  good  thing  to  do,  it's  good  business. 

N.O.D.  thanks  BusinessWeek  for  helping  us  salute  our  GEO  Coiinci!  and  urges  others  to  join  the  cause.  Please  send 
questions,  comments  or  tax-deductible  contributions  to  910  16th  Street  NW,  Washington,  DC  20006,  or  visit  us  on 
the  web  at  www.nod.org. 
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BEAR  MARKETS  AND  BEAR  FUNDS 

What  topsy-turvy  times  these  are.  After  pushing  the  Dow  Jones  industrial  average  over  the 
14,000  mark  for  the  first  time  in  mid-July,  investors  have  gone  into  semi-panicked  retreat, 
anxious  that  credit  woes  are  leaking  beyond  the  subprime  mortgage  market.  The  index 
started  a  new  month  on  Aug.  1  by  rocketing  150  points,  to  13,362,  after  skidding  146  points 
just  the  day  before.  Worries  about  housing  seem  well-founded.  American  Home  Mortgage 
Investment  warned  on  July  31  that  it  had  run  short  of  cash  and  was  staring  at  liquidation. 

As  if  that  weren't  bad  enough,  a  third  Bear  Stearns  hedge  fund  heavy  into  the 
mortgage  market  ran  into  trouble.  This  one  isn't  as  leveraged  as  the  two  Bear  hedge 
funds  that  collapsed  in  early  July,  wiping  out  $1.6  billion  in  investor  equity.  So  far, 
the  New  York  firm  says  it  has  no  plans  to  close  the  fund,  which  has  $900  million 
in  assets,  but  it  did  block  investors  fi-om  pulling  out  their  money.  Investors  mauled 
Bear's  stock,  which  was  down  28%  for  the  year. 
See  "Markets  in  Turmoil," pages  26-42 


New  Cell-Phone  Option 

Frustrated  with  your  cell- 
phone provider?  The  Federal 
Communications  Commission  is 

tn'ing  to  shake  up  the  wireless 
market.  On  July  31  the  FCC 
adopted  a  plan  pushed  by 
Google  that  would  give  cell- 
phone users  the  right  to  use 
any  handset  with  whatever 
provider  they  choose  in  a  new 
spectrum  of  the  American 
airwaves  that'll  go  up  for 
auction  before  next  January. 


See  "Tearing  Down  the  Wireless 

Fortress, "  page  52 

EMS^  "The  FCCs  Wireless 

Redial"  businessweek.com/ 

go/tbw 


GM  Moves  Up  and  Down 

Just  a  week  after  Ford  surprised 
Wall  Street  with  a  second- 
quarter  gain,  rival  General 
Motors  pleased  investors  with 
a  better-than-expected  $891 
million  profit  of  its  r  vn  on  July 


31.  But  the  good  news  from 
Detroit  didn't  last  long  as  all 
three  U.S.  carmakers  reported  on 
Aug.  1  that  their  sales  dropped 
big-time  in  July.  GM's  sales  fell 
22%,  Ford's  19%,  and  Chrysler's 
8%.  The  only  consolation  for  U.S. 
carmakers  was  Honda  and  Toyota 
also  saw  July  sales  decline. 


&  Johnson  announced  on 
July  31  that  it  would  lay  off 
around  4,800  people  in  its 
struggling  pharmaceutical 
and  heart-device  divisions,  p 
or  4%  of  its  total  head  counwA 
The  cuts  could  save  as  muc 
as  $1.6  billion  a  year  by  20( 
Demand  for  stents  has  falle 
after  studies  suggested  the  . 
tiny  artery-opening  tubes 
cause  dangerous  clots  in  sa< 
patients.  :*iati 
iimi 
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Ex-Qwest  CEO  Gets  Prisi 
Joseph  Nacchio,  a  former 
chief  executive  of  Qwest 
Communications,  was 

sentenced  on  July  27  to  six 
years  in  federal  prison  for 
insider  trading.  He  was  als(i  W: 
ordered  to  forfeit  $52  millidi  teb 
and  pay  a  $19  million  fine.  J 
Nacchio,  58,  was  convicted^  Bis 
April  of  selling  shares  in  th-l|  loif. 
Denver-based  telecom  in  ea 
2001,  knowing  it  would  noltfei 
make  his  financial  targets.  .'  i-6' 

I  ni- 

I  icrt 
Fare-Fixing  Airlines 

Admitting  it  had  rigged  fareri 
for  four  years,  British  Airwayi  Is 
was  fined  roughly  $550  niillili  ^g^ 
on  Aug.  1  by  authorities  in  |  dtj 
the  U.S.  and  Britain.  Another  m,, 
conspirator,  Korean  Air,  alsoi^  ^ 
owned  up  to  price-fixing  ana\  n\^ 
was  fined  $300  million  in  thi  |ft),( 
U.S.  Virgin  Atlantic  Airways  a  i  ^i 

Lufthansa  were  let  off  withoiq  jjj 
fines  after  coming  forward    ■  ^^ 
voluntarily,  though  they  mun 
compensate  passengers  for  t| 
inflated  prices. 


J&J  Axes  4,800 

Baby  lotions  are  hot,  drug- 
coated  stents  are  not.  Johnson 


Hedge  Fund  Folds 

Oops.  After  betting  wrong 
corporate  bond  yields— the 
didn't  fall  against  Treasury 
bond  rates  after  all— Sowd 
Capital  Management,  a  $3 

billion  hedge  fund  formed 
former  managers  of  Harvai 
University's  endowment, 
said  on  July  30  that  it  had 
lost  more  than  half  its  valu 
and  would  close.  Among 
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sers:  Harvard,  which 
ated  in  $500  million, 
go-based  competitor 
el  Investment  Group 

:  would  buy  the 
ers. 


June.  To  avoid  a  threepeat, 
Northwest  pared  its  August 
schedule  by  4%  and  said  it 
would  recall  pilots  laid  off 
during  its  bankruptcy  and 
add  at  least  250  new  hires. 


n  Rebukes  Abe 

's  government  is 
iig  shaky.  On  July 
tgruntled  voters 
rassed  Prime  Minister 
li  0  Abe  by  turning  the 
house  over  to  the 
ition  Democratic  Party 
an.  With  Abe's  Liberal 
crats  still  dominant 
more-powerful 
house,  Abe  is  in  no 
diate  political  danger. 
1  unhappy  electorate 
push  him  and  his  party 
the  coming  months. 
¥  "Japan:  Abe 
zrship  Panned  by  Voters" 
'Ssweek.com/go/tbw 


Malone  vs.  Carlyle? 
Wheeler-dealer  John  Malone 
could  well  trip  up  Carlyle 
Group  in  the  private  equity 
giant's  nearly  $20  billion 
offer  for  British  cable  outfit 
Virgin  Media.  Malone's 
Liberty  Global  holds  cable 
systems  in  several  European 
countries  and  is  looking  for 
fresh  deals.  With  market 
volatility  hobbling  private 
equity  buyers,  now  might  be 
Malone's  moment  to  spring. 


iiwest  Cancels  Flights 

eeks  after  emerging 
[Chapter  11,  Northwest 
es  is  having  trouble 
;  off.  Finding  itself 
of  pilots,  the  carrier 
oed  more  than  300 
^— 6%  of  its  schedule— 
y  27-30.  It  ran  into  a 
T  crunch  at  the  end  of 


Diabetes  Drug  Can  Stay 
GlaxoSmithKline  dodged  a 
bullet  on  July  30  when  a  Food 
&  Drug  Administration  panel 
voted  to  allow  the  drugmaker 
to  continue  to  sell  diabetes 
drug  Avandia,  though  v^dth 
new  warnings  that  it  may 
raise  the  chances  of  heart 
attacks.  Avandia,  the  world's 
be'st-selling  oral  treatment 
for  Type  2  diabetes,  ran  into 
trouble  in  May  when  it  was 
linked  to  a  43%  rise  in  heart 
attacks. 


>IDSHAKEOFTHEWEEK 

:  months  of  hemming  and  having,  the  board  of  Dow  Jones 
^  to  a  takeover  by  Rupert  Murdoch's  News  Corp.  for  $5 

m  and  the  assumption  of  some  $600  million  in  debt.  The 
:ment  on  Aug.  1  lacked  any  competing  bidders,  but  it  certainly 
lot  lack  for  drama.  Ultimately,  shares  representing  more  than 
of  the  Bancroft  family's  controlling  stake  voted  in  favor  of 
leal.  As  with  the  sale  of  many  family-controlled  companies, 
htensely  private  clan  saw  its  internal  conflicts  spill  into 
Public— in  large  part  on  the  front  page  of  The  Wall  Street 
Journal— as  family  members  agonized  over  the 
decision.  That  choice  was  complicated  by 
the  vocal  distaste  some  prominent  family 
members  expressed  over  Murdoch's  brand 
of  journalism.  The  crovniing  irony,  though, 
is  that  it  is  Murdoch  who  is  likely  to  invest 
in  expanding  the  Journal  and  that  layoffs 
would  have  been  more  than  likely  had  Dow 
Jones  stayed  independent,  owing  to  its 
sagging  financial  results. 

See  "Where  Rupert  Could  Fall 
Short,"  page  20 

EIM3*  "Dear  Rupert..." 
businessweek.com/go/tbw 

ALL  SMILES:  MURDOCH 
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MARKETS  IN  TURMOIL 


BONFIRE 

OF  THE 

BUILDERS 

By  rushing  into  the  mortgage 
business  big-time,  homebuilders 
helped  fuel  the  housing  crisis. 

BY  MARA  DER  HOVANESIAN 


LIZABETH  AND  ARMANDO  MOTTO  are  living  a  real  estate  nightmare  with 
a  new  breed  of  monster:  the  big  homebuilder  as  lender.  In  November,  2005, 
the  couple,  who  have  four  children,  agreed  to  pay  $540,000  for  a  newly 
built  three-bedroom  house  in  suburban  Clarksburg,  Md.,  near  Washing- 
ton, D.C.  Rather  than  send  them  to  a  bank,  the  builder,  Beazer  Homes  USA 
Inc.,  offered  to  provide  a  mortgage  itself  in  an  arrangement  of  the  sort  that 
helped  fuel  the  long  housing  boom  across  the  country.  J  But  when  it  ap- 
peared that  the  Mottos  might  not  qualify  financially  for  the  loan,  things  took  a  troubling 
turn.  Beazer,  according  to  the  couple,  inflated  the  pair's  earnings  in  loan-application 
documents  by  incorrectly  stating  they  were  collecting  rental  income  from  the  house  they 
were  leaving.  "I  don't  want  to  misrepresent  myself,"  Elizabeth  said  in  e-mail  correspon- 
dence with  Beazer's  outside  mortgage  service,  dated  July  14,  2006.  But  in  the  end,  the 
couple  signed  the  documents,  and  soon  after  they  closed  on  the  Clarksburg  house.  5  They 
now  regret  it.  The  Mottos  moved  to  Clarksburg,  but  they  haven't  succeeded  in  unloading 
their  previous  home  in  Rockville,  Md.  They  have  nearly  $1  million  in  mortgage  debt  on 
the  two  dwellings.  With  $145,000  in  fam- 


ily income,  Elizabeth  says,  they  are  "on 
the  brink  of  foreclosure"  on  both  houses. 
"We  are  so  broke."  5  Beazer,  one  of  the 
dozen  or  so  large  publicly  traded  builders 
that  have  started  or  stepped  up  mortgage- 
lending  businesses  to  put  more  buyers  in 
freshly  finished  houses,  declines  to  dis- 
cuss specific  customers.  The  Atlanta  com- 
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pany  has  much  more  than  the  Mottos  to 
worry  about.  On  Aug.  1  its  stock  fell  near- 
ly 18%  on  rumors  that  it  was  preparing 
to  file  for  Chapter  11  bankruptcy  court 
protection— which  Beazer  swiftly  denied, 
calling  the  Wall  Street  gossip  "scurri- 
lous and  unfounded."  Just  five  days  ear- 
lier, Beazer  revealed  that  the  Securities 
&  Exchange  Commission  had  elevated 
an  informal  inquiry  into  its  mortgage 
business  to  a  formal  investigation.  The 
company  warned  that  criminal  penalties 
could  follow.  Earlier  this  year,  Beazer  re- 
ceived a  subpoena  from  the  Justice  Dept. 
seeking  documents  related  to  its  home 
loans,  and  the  company  is  also  under 
civil  investigation  by  the  North  Carolina 
Attorney  General's  office. 

Leshe  H.  Kratcoski,  Beazer's  vice-pres- 
ident for  investor  relations  and  corporate 
communications,  says  in  an  e-mail  that 
the  company  "intends  to  continue  to 
fully  cooperate  with  all  related  inquiries 
but  does  not  have  further  comment  at 
this  time." 

EGGED  ON  BY  WALL  STREET 

A  DIVERSE  CAST  of  characters  combined 
to  launch  the  once-in-a-lifetime  hous- 
ing boom  of  the  past  five  years.  Tradi- 
tional mortgage  companies  and  banks 
unleashed  a  barrage  of  loans,  many  to 
borrowers  with  iffy  credit  histories  who 
didn't  bother  to  read  the  fine  print  about 
upwardly  mobile  interest  rates.  Wall 
Street  egged  on  the  often-reckless  un- 
derwriting by  buying  vast  quantities  of 
home  loans  for  repackaging  as  securities. 
Now  that  the  boom  has  fizzled  and  fore- 
closure rates  are  rising,  the  important 
role  of  large  homebuilders  as  lenders  is 
also  coming  into  sharper  focus. 

In  addition  to  spitting  out  subdivi- 
sions, many  of  which  now  stand  half- 
empty,  builders  jumped  into  the  mort- 
gage business  to  a  degree  they  never 
had.  Wall  Street  provided  the  same  en- 


couragement it  offered  other  lenders. 
Even  as  the  housing  supply  began  to 
exceed  demand  last  year,  builders  kept 
sales  brisk  by  pushing  adjustable-rate, 
interest-only,  and  other  risky  loans.  In 
some  cases  they  attracted  clientele  who 
couldn't  afford  conventional  mortgages. 
In  others,  builders  allegedly  violated  fed- 
eral lending  standards  to  get  customers 
to  sign  on  the  dotted  line.  KB  Home  paid 
a  record  $3.2  million  settlement  in  July, 
2005,  to  resolve  allegations  by  the  Hous- 
ing &  Urban  Development  Dept.  that  the 
builder's  mortgage  unit  overstated  bor- 
rowers' income,  among  other  practices, 
to  obtain  loan  approvals.  KB,  which  de- 
nied wrongdoing,  sold  its  loan  business 
before  setding. 

"Homebuilders  really  started  to  push 
these  more  aggressive  mortgages  down 
the  throats  of  potential  buyers  to  boost 
sales,"  says  G.  Hunter  Haas  IV,  who  as 
head  of  mortgage  research  and  trading 
for  Opteum  Financial  Services  had  an 
insider's  perspective  on  the  proceedings. 
Opteum  has  served  as  a  middleman 
between  Wall  Street  and  builders.  The 
Paramus  (N.J.)  firm  provided  developers 
with  financing  for  their  mortgage  opera- 
tions, then  resold  the  loans  to  investment 
banks,  which  packaged  them  as  securi- 
ties and  hawked  them  to  hedge  funds 
and  insurance  companies.  The  whole 
process  added  liquidity  to  the  market  and 
made  it  easier  for  developers  to  build  and 
sell  expansively. 

But  by  early  this  year,  Opteum's  home- 
loan  business  was  going  sour.  The  in- 
vestment banks  and  their  clients  were 
rejecting  builder-originated  loans  as 
too  shaky  and  likely  to  go  into  default, 
Haas  explains.  Some  homes  were  turn- 
ing out  to  be  worth  less  than  builders 
had  claimed,  and  some  borrowers  didn't 
have  the  income  noted  on  applications. 
"Homebuilders  were  getting  sloppy,  and 
Wall  Street  was  giving  more  scrutiny," 


Haas  says.  In  June,  Opteum  decidef  *'" 
get  out  of  home-loan  brokering.  >  ''55 
Until  the  market  turned,  the  gl|  '^^ 
ing  heft  of  the  largest  developers  n?  "^ 
it  easier  for  them  to  obtain  Wall  Sl(  PS' 
financing  for  their  mortgage  business  ?  "i' 
Once  dominated  by  modest  local  fit  ""'l' 
the  industry  in  the  past  two  decs/  ^^^ 
has  seen  the  emergence  of  sizable  p'  ™ 
licly  traded  corporations  such  as  I '  '^fi 
Homes,  Lennar,  and  Centex,  eacL  'ff« 
which  has  a  market  capitalizatioi^  "Scff 
$7.5  billion  to  $8.5  billion.  The  10  lai^ '  m 
builders  together  had  revenues  of  $!'  *H 
billion  last  year,  up  from  only  $9.3  bik  ^  «t 
in  1992.  Public  companies  built  27'-'  ^- 


:w  homes  in  2006,  compared  with 
n  1992.  And  in  Denver,  Las  Vegas, 
*hoenix— markets  that  were  scorch- 
ot  until  recently— pubUc  companies 
ip  55%  or  more  of  the  new  houses. 
isy  developers  that  provided  Wall 
t  with  equity-underwriting  business 
vered  they  had  friends  in  the  invest- 
banking  world.  "Once  builders  got 
r  and  a  little  bit  more  predictable, 
were  able  to  borrow  money  from 
us  credit  markets,  borrow  from  Wall 
t,  and  expand  more  easily,"  says 
las  W  Smith,  a  building  industry 
St  with  Standard  &  Poor's  Equity 
irch,  which  like  BusinessWeek  is 


owned  by  The  McGraw-Hill 
Companies. 

For  a  while  during  the  boom 
the  big  buUders  could  do  no 
wrong  in  Wall  Streef  s  eyes. 
The  Dow  Jones  U.S.  Select 
Home  Builders  Index  surged 
290%  from  October,  2002,  to 
July,  2005,  as  the  profits  of 
the  10  biggest  developers  more 
than  tripled.  But  the  pressure 
to  beat  quarterly  expectations 
didn't  relent  when  more  and 
more  new  subdivision  homes 
remained  empty.  Providing 
loans  to  financially  marginal  buyers  was 
one  way  some  developers  tried  to  prop  up 
their  financial  performance,  says  S&P's 
Smith.  "You're  trying  to  support  earn- 
ings at  high  levels,  so  it's  conceivable  that 
greed  gets  into  people's  minds,"  he  adds. 

Now  the  bust  is  taking  a  brutal  toll.  In 
January,  industry  analysts  predicted  that 
the  10  biggest  builders  would  have  aver- 
age earnings  per  share  of  $3.69  for  2007; 
the  latest  forecast  is  for  a  loss  of  $1.18. 

Sheer  overbuilding,  a  symptom  of 
every  housing  bubble,  is  the  most  ob- 
vious explanation  for  the  new  ghost 
towns  sprinkled  around  the  country.  But 
increased  builder  lending  helped  feed 
the  trend.  Statistics  are  scarce  because 
developers  don't  break  out  their  lending 
revenues,  but  some  analysts  track  "cap- 
ture rates,"  or  the  percentage  of  home 
sales  financed  by  builders  themselves. 
Pulte  Homes,  the  largest  developer  by 
market  cap,  had  a  capture  rate  of  90% 
last  year,  up  from  64%  in  2000,  accord- 
ing to  Daniel  Oppenheim  of  Banc  of 
America  Securities.  No.  3  Centex  had  a 
rate  of  80%  for  the  fiscal  year  that  ended 
in  March,  up  from  61%. 

By  the  time  marginal  buyers  fall  be- 
hind on  their  payments,  the  builder  has 
usually  sold  off  their  loans  to  Wall  Street. 
But  the  human  fallout  can  be  found  in 
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neighborhoods  around  the  country. 

Several  developments  built  recently 
near  Columbus,  Ohio,  by  Dominion 
Homes  Inc.,  are  scarred  with  empty 
houses,  overgrown  yards,  and  front 
windows  with  neon-orange  foreclosure 
stickers.  Dominion  often  offered  "buy- 
down"  mortgages  in  which  it  forgave 
or  reduced  early  payments,  according 
to  borrowers.  One  young  couple,  Travis 
and  Kelly  Gunther,  say  this  enticement 
helped  persuade  them  to  borrow  all 
of  the  $180,300  they  paid  in  2004  for 
a  Dominion  home  in  a  neighborhood 
called  Williams  Creek.  Kelly  has  worked 
intermittently  as  an  executive  assistant; 
her  husband,  a  plumber,  recently  went 
to  Iraq  to  work  for  a  private  contrac- 
tor. Kelly  claims  Dominion  told  her 
the  couple's  initial  monthly  payment  of 
$1,160  would  rise  $100  a  year,  to  $1,360 
in  2006.  In  fact,  the  payment  rose  by 
more  than  $200  a  month  each  year,  to 
$1,599.  She  says  Dominion  salespeople 
described  annual  homeowner  associa- 
tion fees  of  $50  a  year  that  ballooned 
to  $285,  while  taxes  turned  out  to  be 
double  the  company's  projection. 

Although  she  feels  misled,  Kelly  con- 
cedes that  she  and  Travis  didn't  carefully 
scrutinize  the  fine  print  spelling  out  their 
loan  terms.  "I  wanted  the  house  with  the 
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tree-lined  streets,"  she  says.  Earlier  this 
year  the  Gunthers  lost  their  Dominion 
home  in  a  foreclosure  and  are  moving  to 
a  nearby  rental  apartment. 

Adrian  Lee,  a  firefighter  in  Pataskala, 
Ohio,  is  negotiating  to  avoid  foreclo- 
sure on  the  new^  four-bedroom  house 
he  bought  from  Dominion  in  2004.  "I 
know  I'm  in  too  much  house  for  what  I 
can  afford,"  he  says.  Admitting  that  he 
shares  blame  for  his  predicament,  Lee 
says  of  the  Dominion  sales  team:  "They 
didn't  explain  the  [$163,800]  loan  to 
me.  I  didn't  know  after  the  buy-down 
mortgage  that  my  payment  would  be 
so  high.  The  same  people  who  help  you 
get  a  home  won't  help  you  maintain 
and  keep  it." 

THE  FORECLOSURE  NEXT  DOOR 

LORI  M.  STEINER,  a  senior  vice-presi- 
dent with  Dominion,  says  in  an  e-mail 
that  the  Dublin  (Ohio)  company  doesn't 
discuss  individual  customers.  But  Do- 
minion says  it  diligently  reviews  each 
sale  to  make  sure  buyers  are  financially 
prepared  to  take  on  the  mortgages  they 
seek.  The  company  says  it  has  done 
extensive  research  in  the  Columbus 
area  and  that  the  spike  in  foreclosures 
there  reflects  broader  economic  prob- 
lems that  have  nothing  to  do  with  its 
financing  business.  Ohio,  hurt  by  a  loss 
of  manufacturing  jobs,  has  one  of  the 
highest  foreclosure  rates  in  the  nation, 
along  with  California,  Florida,  Michi- 
gan, and  Texas. 

Even  some  home  buyers  who  are 
content  with  their  loans  claim  the/ve 
been  injured  by  builders'  lending  to 
others.  Robert  V.  Phillips,  a  lawyer  in 
Rock  Hill,  S.C,  represents  residents  of 
a  subdivision  in  Columbia,  S.C,  who  al- 
lege in  a  federal  court  suit  that  the  value 
of  their  homes  has  fallen  as  a  result  of 
foreclosures  stemming  from  Beazer's 
reckless  mortgage  practices  with  other 
customers.  The  suit,  which  seeks  class- 
action  status,  claims  that  Beazer  sales- 
people encouraged  prospective  buyers 
to  "falsify  information  on  loan  applica- 
tions." This  made  it  "inevitable  that  the 
subdivisions . .  .would  experience  a  fore- 
closure rate  which  significantly  exceeds 
the  statewide  average,"  and  that  has 
hurt  the  value  of  the  plaintiffs'  houses, 
the  suit  alleges. 

Beazer  has  filed  a  motion  to  dismiss 
the  action,  noting  that  the  plaintiffs  don't 
claim  to  have  been  misled  or  directly 
harmed  by  tfie  company.  "The  com- 
plaint," Beazer  argues,  "is  based  upon 
speculative  allegations  of  causation  and 
conclusory  statements."  ■ 
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YOU  CALL 
THIS 
A  HOME? 

The  next  boom  for  builders  maybe 
complaints  from  angry  homeowners 


BY  MARA  DER  HOVANESIAN 

RESIDENTS  OF  A  NEW 
housing  development  in 
South  Carolina  fear  that 
fumes  from  contaminat- 
ed soil  have  caused  diz- 
ziness and  blackouts.  In 
Colorado,  homeowners 
say  they  were  led  to  believe  they'd  enjoy 
a  recreational  lake  that  never  material- 
ized, causing  property  values 
to  slip.  As  the  housing  slump 
worsens,  U.S.  homebuilders 
increasingly  find  themselves 
fending  off  complaints  of  shoddy  con- 
struction, unsavory  sales  tactics,  and 
use  of  unsafe  land. 

There's  no  definitive  gauge  of  con- 
sumer sentiment  toward  builders,  but 
several  signs  point  to  growing  unease. 
The  annual  new-home  satisfaction  sur- 
veys done  by  J.D.  Power  &  Associates, 
which  like  BusinessWeek  is  a  unit  of  The 
McGraw-Hill  Companies,  showed  cus- 
tomer attitudes  improving  from  2001  to 
2004  and  then  leveling  off  But  last  year's 
survey,  released  in  September,  showed  a 
7%  increase  in  the  num- 
ber of  construction-defect 
complaints  per  home. 

Criterium  Engineers,  a 
Portland  (Me.)  building- 
inspection  service  active  in 
35  states,  found  that  from 
2003  to  2006  the  number 
of  new  homes  with  "sig- 
nificant problems"  rose 
more  than  13%.  A  public 
fund  in  Nevada  created  to 
settle  builder  complaints 
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J.D.  Power 
reported  a 
7%  jump  in 
construction 
complaints 
last  year 


paid  claims  of  nearly  $1.2  million 
2006,  up  from  $234,000  in  2003. 

This  is  only  the  beginning,  says  I 
aid  T.  Kozlowski,  a  property  cast 
actuary  with  the  consulting  firm  ToV( 
Perrin  in  San  Francisco.  "Right 
you're  seeing  the  construction  cL 
start  to  come  in,"  he  says,  "but  it'll 
five  to  seven  years"  to  get  a  full  mei 
of  the  angry  fallout.  Anti-builder ' 
sites    are    proliferating 
two  consumer  groups.  Hi 
Owners   for   Better  Buik 
and  Homeowners  Against 
ficient  Dwellings,  are  compiling  oi>| 
lists  of  beefs  against  developers, 

Whenever  there's  a  rush  of  build 
as  there  has  been  over  the  last  five  yi 
complaints  are  sure  to  follow.  Some 
be  vratten  off  to  unrealistic  expc 
tions.  The  National  Association  of  H 
Builders  says  55%  of  customer  gi 
ances  concern  catilking,  paint,  and  o 
nitpicky  issues.  This  time  the  grumh 
may  be  exacerbated  by  frustration  ■ 
developers'  lending  practices  (page 
And  m  areas  where  home  values 
dropping,  every  chip 
tile  is  infuriating. 

The  range  of  consu 
gripes  is  broad  and 
eludes  dissatisfaction' 
conditions  outside 
home  as  well  as  wit 
Summer  Fujiki  says 
moved  to  Dunes  Par 
subdivision  in  Hender 
Colo.,  in  2004,  in  1 
part  because  salespe 
for  builder  D.R.  Ho: 
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Inc.  said  there  would  soon 
be  a  recreational  lake  near- 
by. The  31-year-old  human 
resources    manager    says 
Horton's  reps  referred  to 
boating,  walldng  trails,  and 
lake  views  from  her  three- 
bedroom  home.  But  the  area 
where  the  boats  were  sup- 
posed to  sail  is  owned  by 
Denver  Water,  and  the  agen- 
cy has  no  plans  to  create  a 
recreational  lake.  Fujiki's  house,  which 
looks  out  over  dry  terrain,  has  been  on  the 
market  for  two  years,  its  appraised  value 
slipping  from   $235,000  to   $218,000. 
Only  three  potential  buyers  have  come  to 
see  it,  according  to  Fujiki.  "Everyone  says: 
What's  up  with  the  dirt  hole?' " 


For  many 
homeowners 


arbitration 


those  plans  and  they  are 
subject  to  change  based  on 
further  zoning/use  actions 
between  the  land  owner 
the  only  leSfal     and  die  municipality. 

•^      »  ^  Builders  have  inoculat- 

reCOUrSe  is  ed  themselves  effectively 

against  customers  taking 
their  objections  to  court. 
Homeowners       generally 
don't  have  the  right  to  sue; 
their  only  legal  recourse  is 
arbitration,  as  required  in  most  sales  con- 
tracts. Contracts  also  typically  prohibit 
customers  from  disclosing  problems  to 
the  media  or  prospective  buyers.  Better 
Business  Bureaus  aren't  always  helpful, 
because  builders  can  simply  drop  out. 
Four  big  builders  voluntarily  left  Hous- 


ll 


P 


Asked  about  Fujiki's  account,  Horton 
doesn't  deny  that  it  suggested  a  lake  was 
in  the  works.  In  a  written  statement,  the 
company  says  that  it  takes  "great  pride 
in  constructing  quality  homes  and  aes- 
thetically pleasing  neighborhoods.  We 
understand  that  the  proposed  use  of  ad- 
jacent property  is  important  to  potential 
home  buyers.  Therefore,  we  may  share 
with  potential  buyers  our  understanding 
of  zoning  and  future  plans  for  adjacent 
properties.  However,  we  do  not  control 

32  I  BusinessWeek  I  August  13,  2007 


ton's  BBB  in  2004  and  2005,  for  example. 
And  builders  are  only  lightiy  regulated, 
primarily  by  state  and  local  authorities. 

Even  so,  consumers  are  becoming 
increasingly  vocal  in  their  complaints. 
Clyde  M.  and  Tracy  D.  Singleton,  a  cou- 
ple in  their  50s  from  ShepherdstowTi, 
W.Va.,  say  that  one  month  after  they 
moved  into  their  new  $409,000  house 
last  October,  the  basement  filled  wdth 
sewage  a  foot  deep.  Tracy  says  the  couple 
spent  three  months  in  a  hotel  before  their 


developer,  Reston  (Va.)-based  NVR  I  i 
got  the  place  cleaned  up.  The  Singlet 
have  resisted  arbitration.  Instead  t 
have  alleged  in  a  suit  pending  in  fed( 
court  in  Martinsburg,  W.Va.,  that  ^ 
failed  to  put  in  an  underground  shut 
valve  to  prevent  sewage  from  back 
up  into  their  house.  The  plaintiffs  cli 
that  since  the  valve  should  have  been 
stalled  outside  of  their  home,  the  disp 
isn't  covered  by  the  arbitration  clausi 
their  contract. 

NVR  counters  in  a  motion  to  disn 
the  suit  that  the  action  lacks  any  me 
The  Singletons  have  "failed  to  allege 
facts"  indicating  that  the  company 
reasonably  used  its  property"  to 
the  plaintiffs,  NVR  argues. 

Lennar  Corp.,  another  large  builii 
has  drawn  scrutin' 
South  Carolina.  R 
dents  of  its  new  PebjM 
Creek      developnl 
in   North  Charlesi 
such  as  Bill  and 
Hurley,  say  they  b 
suffered    from    li[ 
headedness,   lethi 
and  depression.  Htl 
inspections  they  a 
missioned  showedl 
safe  levels  of  metlij  \\ 
gas,  which  the  Hurj  ^ 
and  others  fear 
be  linked  to  posai 
soil  contaminatioib 
a  previous  land  owi 

Miami-based    I  fffl 
nar   says    in    a  v 
ten  statement  tha 
"hired    a    consuU 
firm  before  the  I 
was    developed 
found  no  evideni 
recognized     en 
mental      conditid  ied 
at  that  time.  Pla^  timi 
down  health  conce^  te 
Lennar     acknowlMpin 
es  that  methane 
seeped  out  of  "bro( 
sewer  pipes  and 
properly  seated  toilets,"  which  it  sa;<il(or 
has  now  repaired.  The  ultimate  sourc*  1 1^ 
the  gas  hasn't  been  determined,  howM  iabi 
The  company  has  bought  back  one  hO  i 
as  a  result  of  the  controversy. 

Lennar  perceives  another  causei 
anxiety  in  Pebble  Creek.  Its  general  c( 
sel,  Mark  Sustana,  says  in  an  inten 
that  buyers  are  aggravated  over  sei 
their  investments  depreciate  as  theb '  iapi, 
ing  boom  has  given  way  to  a  bust.  1 1  b 
-With  John  Cady  and  Tyler- 


J 


lor 


ie,2 
•Hie 
ki 


MOTHER  REASON  FOR 
HOSE  EMPTY  HOUSES 

isreading  demographic  trends 
i  builders  to  get  ahead  of  demand 


•ETER  COY 

^^^  URING  THE  BOOM, 
i^^^^  homebuilders  justi- 
^^^  fied  their  construction 
^^1  frenzy  in  part  by  saying 
^^^  they  were  simply  meet- 
^^^^W  ing  fast-rising  demand, 
^^^^  particularly  from  young 
ied  couples,  the  newly  divorced, 
It  immigrants,  and  others  who  need- 
aces  of  their  own.  Indeed,  in  die  year 
ig  in  June,  2006,  Americans  formed 
illion  new  households,  with  a  house- 
defined  by  the  U.S.  Census  Bureau 
;roup  of  people  living  together  in  a 
e  or  an  apartment. 
It  the  nesting  spree  was  not 
inable.  A  July  27  Census  report 
s  a  44%  drop  in  the  number  of  new 
eholds  formed  in  the  year  ended 
ne,  2007,  to  only  891,000.  That's 
i^  the  five-year  trend  of  1.1  million 

r  million  new  households  per  year. 
udden  plunge  in  household  growth 
I  explain  why  players  ranging  from 
ers  and  subprime  buyers  to  banks 
hedge  fiinds  are  in  such  trouble 


these  days— and  why  the  weak  housing 
market  could  last  for  years. 

True,  the  fall  in  household  formation 
isn't  the  only  reason  housing  turned 
soft.  In  the  short  run,  the  link  between 
demographic  shifts  and  demand 
for  houses  can  be  affected  by 
all  kinds  of  factors,  including 
interest  rates,  overall  economic 
conditions,  and  how  many  people  are 
buying  extra  homes  for  speculation. 

In  the  long  run,  though,  demand 
for  housing  tracks  pretty  closely  with 
trends  in  marriages,  births,  immigration. 


THE  STAT 


Number  of  new  U.S.  households 
in  the  year  ending  in  June,  2007, 
down  from  1.6  million  in  the 
previous  year. 
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and  income  growth.  It  appears 
now  that  builders  misread  the 
evidence  and  built  at  a  pace  above 
the  long-term  demographic 
trend.  "The  influx  of  investors 
and  speculators  was  much,  much 
bigger  than  anybody  appreciated 
at  the  time,"  says  David  Seiders, 
chief  economist  for  the  National 
Association  of  Home  Builders. 

STEALING  FROM  THE  FUTURE 

NOW  IT'S  PAYBACK  time.  It  is 
likely  to  take  two  to  three  years,  by 
various  estimates,  for  the  excess 
supply  to  be  soaked  up.  The  boom 
stole  sales  from  the  future  as  peo- 
ple bought  houses  earlier  than 
they  might  have  a  few  years  ago, 
says  Dowell  Myers,  a  professor  of 
urban  planning  and  demography 
in  the  School  of  Policy,  Planning,  and  De- 
velopment at  the  University  of  Southern 
California.  Says  Myers:  "The  pressure  has 
to  rebuild  from  people  who  have  crossed 
critical  life  thresholds  and  need  a  home." 
He  estimates  it  will  take  about  three  years 
for  house  purchases  to  get  back  up  to  the 
demographic  trend  line. 

To  understand  the  impact  of  the  slow- 
down of  household  formation,  just  look 
at  the  data.  According  to  the  Census  Bu- 
reau, the  number  of  vacant  houses  and 
apartments  soared  by  1  million  in  the  12 
months  that  just  ended.  These  additional 
vacancies  are  a  major  force  pushing 
down  home  prices. 

If  Americans  had  continued  to  form 
households  at  their  rapid  pace  of  the  pre- 
vious year,  700,000  more  homes  would 
have  been  occupied.  Vacancies  would 
have  risen  by  a  manageable  300,000, 
and  housing  would  be  merely 
slumping  rather  than  crashing. 
Builders  are  belatedly  cor- 
recting their  overbuilding  mis- 
take by  slashing  construction,  which  ran 
at  more  than  2  million  units  started  per 
year  in  late  2004  and  2005.  New-home 
starts  are  now  at  a  rate  of  around  1.5  mil- 
lion units  a  year— but  even  that  might 
not  be  low  enough  to  clear  up  the  mess 
quickly  if  household  formation  stays  at 
its  current  depressed  level. 

In  fact,  the  combination  of  tighter 
mortgage  standards,  fear  of  buying  a 
house  only  to  see  its  price  fall,  and  gen- 
eral housing-related  jitters  may  discour- 
age people  from  going  out  on  their  own. 
That's  the  reverse  of  what  happened  in 
recent  years,  when  the  prospect  of  home 
appreciation  lured  many  people  into  the 
market.  So  homebuilders  looldng  for  new 
customers  may  have  a  long  wait.  ■ 
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THE  PAIN 
MOVES 
BEYOND 
SUBPRIME 

The  debt  and  leveraged-buyout  markets 
have  stalled,  and  more  trouble  lies  ahead 


BY  MATTHEW  GOLDSTEIN 
AND  DAVID  HENRY 

THE  FLU  IN  THE  FINAN- 
cial  sector  has  sapped  the 
U.S.  stock  market  of  more 
than  $200  billion  since  the 
start  of  the  year.  The  ques- 
tion on  investors'  minds 
is:  How  far  will  it  spread? 
On  July  31  the  stock  market  resumed 
a  downdraft  that  had  begun  a  week 
earlier,  and  once  again  bad  news  from 
a  financial  company  triggered  the  sell- 
oflf.  Shares  of  American  Home  Mortgage 
Investment  Corp.  plunged  88% 
after  the  Melville  (N.Y.)  lender 
to  homeowners  with  decent 
credit  histories  warned  that  it's 
facing  serious  liquidity  issues  and  may 
be  forced  to  close.  For  the  year,  the 
widely  followed  KBW  Bank  Index  of  the 
24  largest  lenders  has  fallen  10%,  caused 
mostly  by  the  meltdown  in  the  subprime 
mortgage  industry.  And  because  financial 
shares  make  up  20%  of  the  Standard  & 
Poor's  500-stock  index— its  biggest  com- 
ponent—the pain  has  spread.  Without 
them,  the  S&P  would  have  been  up  5.6% 
in  2007  through  July  instead  of  the  2.6% 
it  logged. 

Yet  as  challenging  as  conditions  have 
gotten  for  financial-services  firms,  signs 
point  to  even  more  trouble  in  the  months 
ahead— trouble  that  may  continue  to 
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weigh  on  the  broader  equity  market. 
Subprime  woes  have  moved  far  be- 
yond the  mortgage  industry.  Already,  at 
least  five  hedge  fimds  have  blown  up. 
The  latest  worry  is  that  a  recent  slump 
in  the  markets  for  corporate  loans  and 
junk  bonds  will  deepen,  jeopardizing 
the  financing  of  leveraged  buyouts,  a 
big  profit  driver  for  investment  banks. 
What's  more,  fears  are  growing  that 
banks  may  be  on  the  hook  for  some 
of  the  $300  billion  in  loan  commit- 
ments they've  made  for  buyouts  already 
in  the  pipeline.  The  mood  has  gone  so 
somber  that  derivatives  traders 
are  betting  that  bonds  issued 
by  major  investment  banks  will 
tumble  to  near  junk  territory. 
Goldman  Sachs  Group  Inc.  and  Lehman 
Brothers  Inc.  are  being  seen  as  no  more 
creditworthy  than  casino  operator  Cae- 
sars Entertainment  Inc.,  according  to  an 
analysis  of  derivatives  trades  by  Moody's 
Credit  Strategies  Group. 

The  situation  probably  isn't  that  bleak 
for  the  nation's  biggest  investment  banks 
and  brokers.  The  major  rating  agencies, 
Moody's  Investors  Service  and  Standard 
&:  Poor's  (which,  like  BusinessWeek,  is  a 
unit  of  The  McGraw-Hill  Companies), 
are  sticking  with  their  credit  ratings  for 
most  financial  institutions.  Peter  Nerby, 
a  Mood/s  senior  vice-president,  says 
investment  firms  are  good  at  managing 
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risk  and  have  ample 
resources  to  endure. 
"The  key  to  risk  man- 
agement is  avoid- 
ing body  blows  and 
big  shocks,  and  that 
means  staying  very 
liquid,"  he  says. 

Even  so,  dark  clouds 
loom  over  Wall  Street. 
Nearly  two  dozen  ma- 
jor financings  for  pend- 
ing deals  have  stalled 
out,  including  already 
postponed  issues  for 
the  buyouts  of  Chrysler  Group  and  Gen- 
eral Motors'  Allison  Transmission. 

Wall  Street  is  banking  on  the  credit 
market  improving  in  September  after 
big  institutional  investors  return  from 
summer  vacations.  But  that's  hardly 
a  given.  Says  Martin  Fridson,  CEO  of 
FridsonVision,  a  high-yield-debt  re- 
search firm:  "Investment  bankers  and 
[private  equity]  sponsors  say:  'Once  we 
get  past  Labor  Day,  everything  is  going 
to  be  fine.  We  just  need  time  for  every- 
one to  cool  off  a  little  bit,  and  then  we'll 
be  back  in  business.' "  But  given  the  new 
problems  in  the  markets,  he  adds,  "you 
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can't  have  great  con- 
fidence in  that." 

If  debt  investors 
remain  wary,  banks 
may  have  no  choice 
but  to  reprice  loans 
and  junk  bonds 
at  higher  interest 
rates— and  eat  the 
difference.  Deutsche 
Bank  analyst  Michael 
Mayo  estimates  that 
lenders  could  lose  as 
much  as  $6  billion 
for  this  reason  alone. 
There's  a  good  chance  that  some 
pending  buyouts  simply  won't  get  done, 
analysts  say.  That  would  be  bad  for  in- 
vestment banks  for  another  reason :  They 
collect  their  mergers-and-acquisitions 
advisory  fees  only  after  deals  are  com- 
pleted. In  the  first  half  of  2007,  private 
equity  firms  paid  a  record  $9.6  billion 
in  investment  banking  fees,  a  35%  jump 
over  the  first  six  months  of  2006,  accord- 
ing to  M&A  tracker  Dealogic.  Now,  Wall 
Street  firms  are  facing  the  prospect  of 
some  of  those  revenues  drying  up.  Says 
analyst  Brad  Hintz  of  Sanford  C.  Bern- 
stein &  Co.:  "The  Street  faces  an  earn- 


STRATEGIES 


SEEKING  A  SAFER 
FINANCIAL  HARBOR 

The  smart  money's  easy-to-follow 
advice  on  how  to  protect  your  assets 


BY  DEAN  FOUST 
AND  LAUREN  YOUNG 

The  easy-money  mindset 
that  pervaded  everything 
from  subprime  mortgages 
to  private  equity  has  faded 
leaving  many  Wall 
Street  w/atchers  fearful  of  a 
credit  crunch  that  might  take 
down  the  economy.  So  hov/  can 
you  protect  your  portfolio? 

While  most  money  managers  think 
the  broader  miarkets  and  the  economy 
will  ride  out  the  choppiness,  they  suggest 
some  defensive  moves  until  things  settle 
down.  Of  the  dozens  of  top  managers 
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surveyed  by  BusinessWeek,  many  were 
trimming  back  their  stock  exposure  in 
certain  areas,  boosting  their  cash  holdings, 
and  heading  to  safer  ground  with  higher- 
quality  bonds.  "We  just  told  our  people  this 
is  no  time  to  be  a  hero,"  says  David  Darst, 
chief  investment  strategist  for 
Morgan  Stanley's  Global  Wealth 
Management  Group,  who  recently 
raised  his  recommended  cash 
position  a  couple  of  percentage  points  to 
13%.  Here's  a  look  at  how  the  smart  money 
is  playing  the  market: 

STOCKS 

Most  advisers  say  they've  trimmed  their 


ings  headwind  as  it  enters  the  secon*  li 
half  of  2007." 

The  turmoil  in  the  credit  markefll 
meanwhile,  is  likely  to  continue  to  clai 
new  hedge  fund  victims  both  in  the  U. 
and  overseas.  Two  big  Bear,  Stean 
&  Cos.  hedge  funds  imploded  in  Jun 
and  a  third  ran  into  trouble  in  late  Jui 
Meanwhile,  the  $11  billion  Raptor  Glob 
Fund,  managed  by  James  Pallotta,  postt 
a  one-month  loss  of  9%,  while  two  hedi 
funds  run  by  Australia's  Macquarie  Bar 
Ltd.  were  off  25%  this  year.  And  Si !«( 


recommended  equity  stakes  for  conservativt  iapt 
investors  from,  say,  55%  to  50%.  Meanwhiio 
they're  shifting  out  of  small  and  midsize 
companies  and  into  such  multinationals  asi 
General  Electric,  Coca-Cola,  and  Caterpillai'li 
Right  now,  the  bigger  stocks  are  a  bigger 
bargain.  After  the  recent  turbulence,  the 
price-earnings  ratio  for  the  Standard  &  Pooi'te 
500-stock  index,  based  on  profit  estimates i|  jjsni 
the  next  12  months,  has  dropped  to  15.3,  its*  jiefij 
lowest  level  since  1995.  And  large  companki  ijiidj 
like  GE  deliver  steady  growth  and  stand  to  i  icHiii 
profit  from  the  dollar's  ongoing  slide,  which  >  % 


4 


d  Capital  Management  is  throwing 
he  towel.  The  onetime  $3  billion 
I  lost  nearly  half  its  value  in  recent 
ths  after  making  bad  bets  on  "credit 
ads"— the  difference  between  the 
Is  on  Treasurys  and  corporate  debt. 

)  MUCH  LIQUIDITY' 

ULTIMATE  WORRY  is  that  the  trou- 
n  the  junk-debt  markets  will  spread 
e  traditional  corporate  bond  market 
create  a  full-fledged  credit  crunch 
would  threaten  the  economy.  That 


scenario  may  be  unfolding.  Issuance  of 
investment-grade  corporate  bonds  fell 
72%  in  July  from  June's  level  and  34% 
from  July,  2006,  according  to  Dealogic. 
And  some  say  the  subprime-mortgage 
and  leveraged-loan  markets  are  harbin- 
gers of  wider  credit  troubles.  Greg  Jensen, 
co-chief  investment  officer  for  money- 
management  firm  Bridgewater  Associ- 
ates Inc.,  wrote  in  a  July  31  client  note: 
"Both  problems  are  just  the  symptoms 
of  ..a  significant  financial  fragility  built  on 
too  much  liquidity  for  too  many  years." 


exports  more  competitive.  "If  you  are 
n  the  business  of  thoughtfully  growing 
I,  boring  is  good,"  says  Thomas  P. 
ir,  chief  investment  officer  at  Hawthorn, 
:h  management  unit  of  PNC  Financial 
5S  Group. 

,  not  all  boring  blue  chips  are 
tc  atically  a  buy  Financials  are  especially 
lq;iven  the  sector's  troubles  (page  34). 
Tumer  discretionary  stocks  are  also 
ln;able  if  heavily  indebted  Americans 
reiack  their  spending.  Sectors  like  health 
rejoftware,  and  industrials  make  the 


Si 


most  sense,  say  experts.  "This  is  the  type  of 
marketplace  where  quality  dominates,"  says 
Walter  V.  Gerasimowicz,  CEO  of  Meditron  Asset 
Management,  which  manages  $600  million. 

BONDS 

After  a  long  stretch  during  which  investors 
chased  the  bigger  yields  offered  by  risky 
plays,  there's  now  a  flight  to  quality  in  fixed 
income  as  well.  But  many  pros  say  they're 
bypassing  traditional  Treasurys-the 
benchmark  10-year  bond  is  yielding  just 
4.79%-in  favor  of  corporate  bonds  with  good 


Adds  Leslie  Rahl,  president  of  Capital 
Market  Risk  Advisors  in  New  York  and 
former  co-head  of  Citibank's  derivatives 
group:  "Nothing  stays  rosy  forever.  We've 
been  in  a  rosy  world,  with  credit  spreads 
at  historically  tight  levels  for  some  time 
now.  But  we  seem  to  be  leaving  it." 

The  blowup  at  American  Home  is 
a  reminder  that  the  mortgage  market 
remains  a  major  threat  as  well. 
American  Home's  customers,  after  all, 
were  borrowers  with  generally  good 
credit  histories— an  indication  that  the 
mortgage  mess  is  no  longer  confined 
to  risky  subprime  borrowers.  Through 
the  rest  of  this  year  and  into  next,  a 
raft  of  adjustable-rate  mortgages  will 
begin  adjusting  to  higher  interest  rates. 
The  higher  monthly  payments  could 
squeeze  even  borrowers  with  good  credit 
histories,  leading  to  a  new  round  of 
mortgage  defaults. 

All  this  could  mean  more  pain  for  the  fi- 
nancial sector— and  for  the  broader  stock 
market.  Warns  Bradley  Golding,  a  man- 
aging director  at  Christofferson,  Robb 
&  Co.,  a  money  manager  that  invests  in 
bonds:  "The  stock  market  has  not  caught 
up  to  the  severity  of  the  situation."  ■ 

-With  Aaron  Pressman  in  Boston 


credit  and  yields  above  6%.  And  since  there 
isn't  much  difference  in  the  rates  between 
short-term  and  long-term  bonds,  they're 
sticking  with  investments  that  mature  within 
two  to  five  years.  "You're  not  getting  enough 
yield  to  extend  out  to  30  years,"  says  Mark 
Kiesel,  an  executive  vice-president  at  bond 
giant  Pimco. 

Investment-grade  bank  loans  also  look 
appealing.  The  group  has  gotten  smeared 
along  with  the  junkier  segment  in  the  recent 
credit  squeeze,  so  many  such  loans  now  yield 
a  fat  9%.  But  they're  less  risky  than  many 
corporate  bonds  since  investors  are  paid  off 
first  in  the  event  of  default.  Financial  planner 
Morris  Armstrong's  top  picks  among  bank  loan 
funds:  the  Oppenheimer  Senior  Floating  Rate 
Fund  and  Hartford  Floating  Rate  Loan  Fund. 

HEDGED  BETS 

If  you  want  a  little  insurance  against  a  full-on 
downturn,  you  can  buy  put  options  on  the 
major  indexes  or  a  fund  that  bets  on  falling 
stocks.  Matthew  McCall,  president  of  Penn 
Financial  Group,  is  putting  a  slice  of  his 
clients'  assets  into  the  Ultrashort  Financials 
ProShares,  an  exchange-traded  fund  that's 
designed  to  go  up  when  financials  fall.  He's 
also  adding  Ultrashort  Consumer  Services 
ProShares,  another  ETF  because  as  he  sees 
it,  it  pays  to  be  prepared.  ■ 

-With  Ben  Levisohn  in  New  York 
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COMMENTARY 


BY  MICHAEL  MANDEL 


Lessons  From  Credit  Disasters  Past 

History  suggests  that  despite  the  subprime  mess,  money  will  keep  flowing 


THE  SUBPRIME  MORTGAGE 
market  is  toast,  at  least  for  the 
foreseeable  future.  And  now 
the  turmoil  at  American  Home 
Mortgage  Investment  Corp.— 
which  made  loans  to  home 
buyers  with  decent  credit— suggests  that 
the  troubles  are  spreading  to  the  broader 
mortgage  market.  Fearing  the  worst,  in- 
vestors are  nervously  demanding  higher 

rates  for  bonds  from  corporations  with 
no  direct  subprime  exposure. 

But  the  history  of  the  past  20  years 
indicates  that  the  subprime  debacle, 
as  spectacular  as  it  is  likely  to  be, 
won't  knock  out  the  broader  flow  of 
credit  in  the  economy.  Since  deregula- 
tion took  hold  in  the  1980s,  the  U.S. 
has  developed  a  financial  system  with 
a  high  degree  of  redundancy.  Worthy 
corporate  and  individual  borrowers 
have  more  than  one  avenue  for  raising 
funds.  The  financial  system  has  be- 
come like  the  Internet:  able  to  reroute 
credit  around  damaged  sections  with 
relative  ease. 

Take  a  look  back  at  the  "credit 
crunch"  of  the  early  1990s.  As  big 
banks  such  as  Citicorp,  as  it  was  called  then,  struggled 
with  bad  real  estate  debt,  they  cut  back  on  lending. 
In  paiticular,  new  bank  loans  to  businesses  virtually 
stopped  in  1990  arfd  did  not  resume  until  1994. 

But  the  credit  crunch  did  not  extend  to  the  bond  market. 
While  banks  kept  their  vaults  closed,  corporations  raised  al- 
most $250  billion  between  1990  and  1994  by  issuing  bonds.  As 
a  result,  companies  such  as  Wal-Mart  Stores,  which  borrowed 
billions  over  this  period,  had  the  money  needed  for  expansion. 

Fast-foi-ward  to  tlie  dot-com  crash  of  2000-2002.  The  stock 
market  plunge  wiped  out  initial  public  offerings  as  a  source  of 
funding  for  companies.  Venture  capital  investments  dropped 
as  well,  from  $107  billion  in  2000  to  only  $22  billion  in  2002. 
And  borrowers  defaulted  on  mountains  of  telecom  bonds  as 
companies  such  as  Global  Crossing  and  WorldCom  declared 
bankruptcy.  The  high-yield  bond  market,  which  had  funded 
many  of  the  telecom  startups,  froze  up. 
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But  despite  the  financial  devastation,  the  rest  of  the  en 
market  kept  functioning.  Between  2000  and  2002,  nonfiiw 
cial  companies  borrowed  an  additional  $500  billion  throut 
the  bond  market.  Households  took  out  almost  $1.2  trillionn 
mortgage  debt  and  more  than  $250  billion  in  consumer  cren 
enabling  them  to  keep  spending  despite  the  stock  drop. 

What's  more,  toward  the  end  of  2002— less  than  six  menu 
after  the  WorldCom  bankruptcy— the  junk-bond  market  caa 
back  to  life  as  the  economy  improved,  defaults  dropped,  a 
savvy  investors  like  Warren  Buffett  started  buying  junk.  Til 
helped  growing  young  companies  such  as  JetBlue  Airwm 
raise  needed  funds. 

This  experience  offers  three  lessons.  First,  investors  may  sh 
for  years  an  asset  class  hit  by  finanflB 
trauma— telecom  stocks  after  the  h\k 
say,  or  securities  backed  by  subprii 
mortgages  today.  But  after  the  inin 
shock  wears  off,  they  are  v\Tllingi( 
take  risks  with  other  types  of  assets! 
Second,  the  credit  markets  can  a 
sorb  defaults  as  a  business  costai 
long  as  they  are  spread  across  a  ram 
of  financial  players.  The  bondslj 
WorldCom,  when  it  declared  bai^ 
ruptcy,  were  not  concentrated  in  a; 
one  financial  institution.  Similal 
the  damage  from  subprime  m(| 
gages  seems  to  be  widely  distribui 
so  far,  including  globally.  On  July^ 
Oddo  &  Cie,  a  French  money  ma 
ager,  said  it  would  close  down  tM 
funds  wath  assets  of  over  $1  billil 
because  of  subprime-related  losses— bad  news 
French  investors,  but  good  news  for  the  health  of  il 
financial  markets. 

The  final  lesson  is  tJie  importance  of  a  strong  ecoit  ^^8 
my.  It  would  have  been  much  harder  for  the  junk-bond  mar*  I'pc 
to  recover  in  2003  if  gross  domestic  product  growth  had  rl  slev 
accelerated,  lowering  the  risk  of  lending.  In  the  same  way,i  ^^ 
biggest  danger  to  the  credit  markets  today  is  an  econon  ^ 
slowdown  that  hits  corporate  profits  and  homeowner  incoiri, 
which  would  lead  to  more  defaults. 

Financial  regulators  have  long  questioned  whether  the  • 
creased  complexity  and  globalization  of  the  financial  mark' 
have  made  them  more  or  less  unstable.  Perhaps  the  answe« 
both:  Credit  blovmps  are  more  likely  than  ever,  but  there  ' 
more  ways  to  get  around  them.  This  may  be  scant  comfor 
investors  waiting  for  the  next  piece  of  bad  news,  but  it  mai 
all  the  difference  in  the  long  run.  ■  j 
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here's  only  so  much  you  can  learn  from  assets,  liabilities,  P&E  and  cash  flow.  The  truth 
1,  "potential"  should  be  a  line  item  on  every  company's  financial  statements.  It's  what  we 
elieve.  And  it's  why  we  look  beyond  the  numbers  and  focus  on  the  ideas,  people  and 
ossibilities  in  every  company.  It's  also  why  we  partner  closely  with  our  clients  and  offer 
^e  kind  of  customized  solutions  and  long-term  commitment  to  ensure  their  success. 
0  learn  why  the  majority  of  the  Fortune  1000'^  partners  with  CIT,  visit  cit.com. 
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PRIVATE  EQUITY 


THE BUYOUT 
DARK  SIDE 

Spectrum  Brands'  pKght  could  foreshadow 
what's  ahead  when  the  LBO  high  wears  off 


'^DANGER^ 
■AHEAD 


BY  ELIZABETH  WOYKE 
AND  DAVID  HENRY 

THERE  HAS  BEEN  A  LOT  OF 
lamenting  in  recent  months 
over  the  debt  that  private 
equity  firms  have  been  pil- 
ing on  companies.  And 
there's  even  more  worry 
over  what  will  happen  to 
those  businesses  when  the  buyout  boom 
ends.  If  the  story  of  Adanta-based  Spec- 
trum Brands  Inc.  is  any  indication,  the 
fallout  could  be  painful. 

Pieced  together  over  the  years  largely 
by  prominent  buyout  firm  Thomas  H.  Lee 
Partners,  the  conglomerate  took  advan- 
tage of  the  market's  generous 
borrowing  terms  to  fund  an  ag- 
gressive buying  spree.  But  in- 
stead of  transforming  itself  into 
a  consumer  brand  powerhouse.  Spectrum 
remains  littie  more  than  a  hodgepodge  of 
middling  brands,  such  as  Rayovac  batter- 
ies and  Hot  Shot  insecticide.  And  serial 
dealmaking  has  left  the  company  hobbled 
by  a  massive  $2.5  billion  debt  load,  one 
that  is  10  times  larger  than  Spectrum's 
value  on  the  stock  market. 

Now  the   company   has   temporarily 
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staved  off  creditors  by  refinancing  its  debt 
and  putting  one  of  its  biggest  divisions 
up  for  sale.  In  a  last-ditch  attempt  to  sal- 
vage their  investment,  the  THL  parmers 
who  sit  on  the  board,  along  with  the  rest 
of  the  company's  directors,  have  replaced 
Spectrum's  longtime  chief  executive  and 
other  senior  managers.  Since  March,  2005, 
the  stock  has  dropped  90%,  to  4.38.  "This 
[investment]  has  been  disappointing  to 
us,"  says  Scott  M.  Sperling,  co-president  of 
THL,  the  largest  shareholder  in  Spectrum. 
The  destruction  of  capital  and  jobs 
at  the  company  follows  a  history  of 
wheeling  and  dealing— by  THL  and  by 
Spectrum's  executives,  handpicked  by 
THL— that  goes  back  more  than 
a  decade.  It's  a  history  that 
shows  just  how  much  damage 
leveraged  buyout  firms  can  in- 
flict on  companies  as  they  dress  them  up 
to  sell  to  the  stock  market. 

Spectrum's  ability  to  keep  tapping  the 
credit  markets  depended  in  part  on  the 
magic  of  merger  math  to  spread  ever-in- 
creasing debt  over  more  corporate  assets, 
thereby  creating  the  impression  that  the 
risk  hadn't  increased  (page  42).  Now,  the 
depths  to  which  Spectrum  has  fallen  serve 


A  Mountain  of  Debt 

Multiple  leveraged  buyouts  and  serial  acquisitions  over  the  12-year 
history  of  Spectrum  Brands,  formed  from  the  merger  of  Rayovac 
and  United  Industries,  have  left  it  with  $2.5  billion  in  debt. 

'Cost  includes  cash  and  stock  consideration,  plus  assumed  debt 

and  transaction  expenses,  as  available 

Data;  Company  filings  witti  Securities  &  Exchange  Commission 
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as  a  warning  for  others  loaded  up  v 
debt  in  this  era  of  easy  money.  Even  irrf  "^ 
worrisome,  troubled  companies  won'"if^' 
able  to  make  some  of  the  same  md 
Spectrum  did  in  March  with  its  reftnarl 
ing,  given  the  recent  squeeze  in  the  cr.  *™' 
markets.  "The  narcotic  of  doing  deals 
getting  paid  for  it  is  pretty  addictive,"  (f 
Deutsche  Bank  analyst  William  Schra 
"It  works  until  it  doesn't." 

The  story  of  Spectrum  stretches  b 
long  before  the  buyout  boom  began, 
it  follows  a  trajectory  remarkably  sim 
to  recent  deals.  In  August,  1996,  fi 
off  a  big  win  with  its  three-year  invi  '^^■ 
ment  in  Snapple  Beverage  Corp.,  lf*oi 


$652  MILLION 

LBO  of  insecticide 
manufacturer  United 
Industries  by  Thiomas  H. 
Lee  Partners. 


DECEMBER  2001  

$38  MILLION 

Picks  up  Pursell 
Industries  fertilizer 
brands. 
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RAYOVAC  ^ 


AUGUST  1996 

$326  MILLION 

LBO  of  US.  battery 
maker  Rayovac  by 
Thomas  H.  Lee 
Partners. 
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$170  MILLION 

Buys  ROV,  a  battery 
maker  in  Latin 
America. 


JULY  2002 

$276  MM 

Purchasi 
European 
brand  #i 
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»ped  up  battery  maker  Rayovac  for 
6  million,  borrowing  much  of  the 
ley.  Just  15  months  later  the  buyout 
took  Rayovac  public  again,  and  the 
k  nearly  doubled  in  13  months.  THL 
tually  sold  off  most  of  its  shares, 
ibuting  the  last  lot  to  its  investors.  It 
ced  a  fourfold  gain  on  the  deal. 

IP  UP  THE  VOLUME 

I  THL'S  RELATIONSHIP  with  Rayovac 
i(  't  end  there.  In  January,  1999,  THL 
0  ;ht  United  Industries  Corp.,  a  30-year- 
k  ;arden  fertilizer  and  insecticide  manu- 
u  irer,  for  $652  million,  putting  up  $255 
li  on  of  its  own  money.  At  the  same  time. 


THL  installed  Rayovac  Chief  Executive  Da- 
vid A.  Jones  as  the  company's  chairman,  his 
third  assignment  for  the  buyout  firm.  The 
goal:  to  have  United's  revenues  grow  to 
$1  billion  in  order  to  prepare  it  for  a  sale  to 
the  public.  Between  2000  and  2004,  United 
bought  six  businesses,  including  Canadian 
fertilizer  vendor  Nu-Gro  Corp.  and  United 
Pet  Group  Inc.,  a  maker  of  rawhide  dog 
chews  and  aquariums.  Debt  rose  to  $860 
mUHon  over  tiiat  period.  "They  wanted  to 
get  the  [sales]  volume  up  as  fast  as  they 
could,"  recalls  a  former  United  executive, 
who  asked  to  remain  anonymous. 

It's  the  same  borrow-and-buy  philos- 
ophy Jones  instilled  at  Rayovac,  where 
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■elSchultz  (plant  food, 
g!iil)in  May  for  $65 
1.:  December  adds 
Btlids  (insect  repellent 
Ct  for  $20  million. 


MARCH  2004 

$147  MILLION 

Purchases  Nu- 
Gro,  consumer 
lawn  and  garden 
products. 


$372  MILLION 

Buys  United 
Pet. 


.JANUARY  2005 

$1.4  BILLION 

Rayovac  buys  United 
Industries  to  form 
Spectrum  Brands. 


J 


AUGUST  20031 

$366  MILLION 

Acquires 
Remington 
Products,  a  per- 
sonal grooming 
business. 


JANUARY  2004 J 

$25  MILLION 

Buys  China's 
Ningbo  Baowang 
Battery. 


. FEBRUARY  2004 

$37  MILLION 

Buys  battery 
maker  Microlite 
in  Brazil. 


MARCH  2005 

$536  MILLION 

Purchases  Tetra 
Holdings,  fish  and 
reptile  pet  products. 

SEPTEMBER  2005 


$29  MILLION 

Scoops  up  Jungle 
Laboratories  water  and 
fish  care  products. 


he  remained  CEO.  Rayovac  picked  up 
other  battery  brands  like  Europe's  Varta 
and  China's  Ningbo  Baowang  Battery, 
and  it  added  electric  shavers  to  its  list 
with  Remington  Products  Co.  Rayovac's 
debt,  meanwhile,  quadrupled,  to  $800 
million.  Leverage  "enabled  us  to  take  a 
relatively  small  company  and  grow  the 
business  significantly,"  recalls  Kent  J. 
Hussey,  then  the  president  of  Rayovac 
and  currently  Spectrum's  CEO.  Jones 
declined  to  comment. 

Leverage  allowed  United  to  do  much 
the  same.  But  despite  its  bujdng  binge, 
United  still  lacked  the  scale  THL  thought 
it  needed  to  cash  out  with  a  public  offer- 
ing. So  THL  came  up  with  an  alternative 
exit  plan  in  early  2005:  a  $1.4  billion 
merger  with  Rayovac.  "Given  our  experi- 
ence with  [Jones],  we  thought  we  could 
see  good  growth  in  the  stock  as  we  were 
exiting,"  says  Sperling  of  THL,  which 
kept  a  25%  stake  in  Spectrum. 

Spectrum  Brands,  as  it  was  chris- 
tened, created  a  lot  of  buzz  on  Wall 
Street.  Investors  ate  up  the  pitch  that 
the  newly  merged  company  would  be 
greater  than  the  sum  of  its  parts.  Toss- 
ing around  words  like  "synergies"  and 
"diversification,"  management  asserted 
that  its  bevy  of  brands,  although  largely 
unrelated,  would  give  it  more  clout  with 
retailers  like  Home  Depot  Inc.  and  Wal- 
Mart  Stores  Inc.  and  allow  it  to  operate 
more  efficiently.  The  stock  soared  50% 
in  10  weeks,  nearly  doubling  the  value  of 
THL's  initial  investment  to  roughly  $550 
million.  "We  believed  that  there  would 
be  synergies,  better  performance,  and  all 
that,"  says  Robert  L.  Caulk,  former  CEO 
of  United  Industries  and  later  head  of 
Spectrum's  North  American  operations. 

Spectrum's  dealmaking  continued 
apace.  Just  a  couple  months  aftier  the 
merger,  management  hit  up  the  credit 
markets  again,  this  time  to  buy  fish  food 
company  Tetra  Holdings  from  a  group  of 
other  LBO  firms  in  March,  2005. 

Almost  immediately  the  strategy  start- 
ed to  unravel.  With  littie  room  between 
deals,  Spectrum  struggled  to  get  so  many 
disparate  businesses  working  together.  At 
the  same  time,  the  battery  business  was 
clobbered  by  a  spike  in  the  cost  of  zinc. 
Management  also  had  to  switch  gears  on 
a  key  marketing  and  packaging  initiative 
for  its  core  Rayovac  brand  after  the  failed 
introduction  of  a  value-sized  pack  of  bat- 
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teries.  The  misstep  proved  cosdy.  Sales 
slipped,  and  die  diird-place  brand  lost 
ground  to  DuraceU  and  Energizer  Hold- 
ings Inc.  Operating  profits  dropped  to 
$277  million  in  the  four  quarters  through 
March,  down  20%  from  2005,  according 
to  research  firm  Capital  IQ. 

For  its  part,  management  has  had  a 
laundry  list  of  reasons  for  its  financial 
woes,  which  kicked  off  in  July,  2005:  Ris- 
ing gas  prices  pinched  pet  owners'  wallets. 
European  consumers'  preferences  shifted 
away  from  its  Varta  batteries  to  low-margin 
private-label  brands.  And  prices  surged 
for  the  urea  used  in  fertilizers.  On  July  12, 
Spectrum  blamed  part  of  its  weak  per- 
formance on  the  drought  in  the  U.S.  that 
crimped  sales  of  its  garden  products. 

Still,  Spectrum  might  have  been  able  to 
handle  the  ups  and  downs  relatively  well 
if  it  didn't  also  have  to  deal  with  so  much 
debt.  Shordy  after  Spectrum  bought  Tetra, 
debt  stood  at  around  5.5  times  operat- 
ing profits,  warranting  a  B+  junk  rating. 
"There  was  very  litde  margin  for  error," 
says  Hussey.  "We  had  to  hit  on  all  eight 
cylinders  in  order  to  make  the  plan  work, 
and  we  ended  up  oper- 
ating on  six"  because  of 
unexpected  headwinds 
in  batteries. 

There's  even  less 
margin  today.  In  July, 
2006,  THL  brought 
in  workout  specialists 
from  Goldman,  Sachs 
&  Co.  to  help.  And  it's 
looking  to  dismantle 
the  conglomerate  it 
spent  so  many  years 
and  so  many  dollars 
building  up.  Manage- 
ment announced  plans 
in  February  to  sell  its  sturdy  home  and 
garden  division  to  help  ease  the  debt 
burden;  it  hopes  to  fetch  at  least  $500 
million  but  hasn't  found  a  buyer. 

With  creditors  knocking  at  its  door 
earlier  this  year.  Spectrum  has  had  to 
scramble.  It  got  temporary  relief  in  March 
by  refinancing  much  of  its  debt,  a  tool 
Spectrum  and  others  may  not  be  able  to 
use  in  the  near  future  since  the  junk-bond 
market  fi-oze  up  in  late  July.  In  all,  the 
financing  package  cost  $51  million,  and 
interest  rates  run  as  high  as  11.25%. 

As  a  result,  Spectrum's  debt  stands  at 
$2.5  billion,  roughly  9  times  operating 
profits.  That's  not  much  different  from 
where  some  of  today's  deals— such  as 
the  buyouts  of  ServiceMaster,  Thomson 
Learning,  and  VWR  International— are 
starting  out.  Spectrum  "is  too  levered 
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SOMETIMES  MERGER  MATH 
JUSTDOESNTADDUP 
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For  SIX  years  private  equity  firm 
Thomas  H.  Lee  Partners  tapped 
the  credit  markets  to  buy  one 
consumer-products  brand 
after  another  and  roll  them  all 
up  into  United  Industries  Corp.  But  even 
though  United's  total  debt  jumped  from 
$375  million  to  $860  million  by  2005, 
its  leverage-one  measure  of  a  deal's 
riskiness-didn't  move  much. 

How  could  that  be?  Part  of  it  was  the 
magic  of  merger  math,  a  naturally  occurring 
phenomenon  that  has  helped  drive  $1 
trillion  in  buyouts  since  the  boom  began 
in  2004.  It's  a  pretty  simple  illusion  that 
happens  when  a  company  with  a  lot  of 
leverage  buys  one  with  less.  That  combined 
debt  load  is  then  spread 
across  all  the  assets  of 
the  new  corporate  entity. 
So  some  key  measures 
of  leverage  often  remain 
the  same  or  even  drop, 
making  it  appear  from 
one  angle  as  though  there 
were  no  additional  risk. 
That  can  be  true  even 
if  the  acquirer  pays  the 
sellera  premium,  which 
IS  usually  the  case. 

When  THL  first  bought 
United  in  1999  for  $652 
million,  it  borrowed 
much  of  the  funds,  adding  $370  million 
in  debt  to  the  company.  That  left  United's 
debt  load,  then  rated  at  a  |unk  B-  level, 
at  around  6.2  times  operating  profits,  a 
ratio  typically  used  by  lenders  and  rating 


ii 


today  based  on  poor  operating  perfor- 
mance," says  THL's  Sperling,  who  notes 
the  loss  in  Spectrum  is  the  exception  in 
the  buyout  firm's  history,  which  includes 
recent  winners  Warner  Music  Group 
Corp.  and  the  credit  reporting  business 
Experian  Information  Solutions.  "It  was 
not  too  leveraged  at  the  time  the  deal 
was  done." 

Meanwhile,  rating  agencies  are  fret- 
ting. Based  on  its  current  rating,  Moody's 
Investors  Service  classifies  Spectrum's 
debt  load  as  "unmanageable."  Standard 


!ier 

agencies  to  size  up  a  company's  borrow '"^^ 
capacity.  The  company's  operating  profi* 
were  roughly  1.7  times  its  interest  costoi 
that  debt,  known  commonly  as  interest  ^1 
coverage. 

Three  years  later,  United  borrowed  asfj??? 
much  as  half  the  purchase  price  for  thr© 
businesses  in  fertilizer,  potting  soil,  and 
insect  repellent.  Yet  by  doing  so  it  addei 
enough  extra  operating  profits  to  reduo 
its  leverage  to  5.3  times;  interest  covera; 
improved  to  2.1,  according  to  estimates 
the  time  by  Moody's  Investors  Service. 

Other  deals  followed  much  the  same  -f  "f" 
formula.  United's  total  debt  jumped  60%t  ^^ 
when  it  bought  Nu-Gro  Corp.,  a  garden  F«P 
products  company,  in  March,  2004,  while 
its  leverage  ratio  rose  just  30%.  At  the  sat; 
time,  interest  coverage  got  a  nice  boost 
since  United  borrowed  using  more  lower 
cost  floating-rate  loans  instead  of  higher-if 
cost  fixed-rate  bonds;  United's  average  ad  W  tc 
on  its  debt  plunged  to  5.71%  from  8%  ayi* ' 
earlier.  When  it  acquired  United  Pet  threes  'Orj 
months  later,  debt  increased  by  50%,  wh4  ape 
leverage  rose  only  modestly. 

This  financial  hocus-pocus  isn't  a 
problem  provided  business  improves 
and  earnings  continue  to  grow.  But  thfl" 
magic  can  quickly  disappear  when  thii 
go  wrong-as  happened  after  United 
merged  with  Rayovac  to  form  Spectruiilitlie 
Brands  in  2005.  Even  though  its  debt  fsi 
stood  around  5.5  times  profits— no  mcf 
than  it  was  after  the  original  United  del 
a  few  years  earlier-that  load  becamei< 
crushing  burden.  f^i 

-By  David  He^  spi 
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&  Poor's,  which  like  BusinessWeek  : 
Capital  IQ  is  owned  by  The  McGraw-*'  Eent, 
Companies,  downgraded  Spectrum  t 
CCC-f  in  February,  a  level  at  which  on 
four  companies  historically  has  defai 
within  a  year,  based  on  the  rating  ag 
cy's  statistics.  Some  analysts  also  susj 
Spectrum  may,  in  the  end,  look  much 
it  did  before  it  became  a  pawn  in  the 
vate  equity  game.  Says  Deutsche  Bai 
Schmitz:  "We  wouldn't  be  surprisec 
when  the  dust  setties,  we  were  back  v 
the  old  Rayovac  battery  business."  B 
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WEB  GAMBLING  FIGHT 
DULD  HARM  FREE  TRADE 

lerica's  stem  approach  to  Internet  gaming  may 
d  to  broader  problems  with  the  WTO 


ORRAINE  WOELLERT 

^m  EW  PAID  HEED  IN  2003 
^H  when  the  tiny  island  nation 
of  Antigua  &  Barbuda  start- 
I  ed  griping  about  tough  U.S. 
gambling  laws.  The  com- 
plaint: Antigua's  Internet 
gambling  operations,  a  ma- 
ource  of  jobs  for  the  country,  had 
hurt  because  Americans  weren't  al- 
|d  to  place  bets  online, 
ur  years  later,  this  narrow  and  al- 
comical  spat  has  boiled  over  into  a 
ier  dispute  involving  many  of  Amer- 
top  trading  partners.  What  turned 
le  heat?  In  May  the  U.S.  unilaterally 
led  to  exclude  Web  gambling  from 
3t  of  services  covered  by  the  World 
Organization.  To  do  so,  it  invoked 
Jcape  clause  in  the  WTO  treaty  that 
's  a  country  to  "modify  or  withdraw 
ommitment"  to  provide  open  access, 
move— almost  unprecedented— came 
the  WTO  ruled  that  the  U.S.  violated 
rules  when  it  blocked  "imports"  of 
)ling  services  from  other  countries. 
It  the  dispute  could  be  a  lose-lose 
osition  for  free  trade  since  the  U.S. 
have  legitimized  use  of  a  big  loop- 
in  the  WTO.  Meanwhile  an  already 
ise  populist  American  backlash 
1st  globalism  could  be  exacerbated 
eep  sanctions. 

e  escape  clause  invoked  by  the  U.S. 
ires  reparations  to  any  WTO  mem- 
that  claim  to  be  hurt  by  the  modified 
!ment.  The  diplomats  who  negoti- 
the  treaty  wrote  the  escape  clause 
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Annual  compensation 
demanded  by  Antigua 
&  Barbuda  for  the 
U.S.  ban  on  Internet 
gambling 


loophole 


tigua  &  Barbuda 


in  a  way  that  intention- 
ally discouraged  its  use. 
The  country  imposing 
the  trade  restriction  had 
to  provide  "compensa- 
tory adjustment"  to  other 
countries  affected  by  the 
change— a  vague  term 
that  includes  the  possibil- 
ity of  enormous  claims. 

Antigua  wants  the 
U.S.  to  pony  up  $3.4  billion  a  year 
in  concessions  to  cover  lost  gambling 
revenues.  Seven  other  WTO  members- 
Japan,  India,  the  European  Union, 
Canada,  Australia,  Costa  Rica,  and  Ma- 
cao—are also  seeking  unspecified  but 
potentially  big  amends,  saying  that  their 
Web  gambling  operations,  either  exist- 
ing or  to  be  started  in  the  future,  have 
been  harmed. 

Despite  the  furor,  the  U.S.  has  been 
unwilling  to  back  away  from  its  aggres- 
sive stance  on  Internet  gambling.  One 
reason:  It's  a  rare  area  where  many  Re- 
publicans and  Democrats  agree,  on  both 
moral  and  law  enforcement  grounds. 


The  argument  is  that  it's  too  easy  for 
minors  to  gamble  online  and  for  crimi- 
nals and  terrorists  to  use  Web  gambling 
to  launder  money.  That's  why  the  U.S. 
beefed  up  enforcement  in  recent  years 
and  banned  the  use  of  credit  cards  to 
place  online  bets. 

Moreover,  the  U.S.  says  it  owes  noth- 
ing because  it  never  envisioned  online 
betting— or  the  World  Wide  Web  for  that 
matter— when  the  trade  agreement  was 
signed  in  1994.  "It  never  occurred  to  us 
that  our  schedule  could  be  interpreted  as 
including  gambling  until  Antigua-Barbu- 
da brought  this  case,"  Deputy  U.S.  Trade 
Representative  John  K.  Vero- 
neau  told  reporters  in  May. 

Ultimately  it  could  fall  to  the 
WTO  to  decide  what,  if  any,  eco- 
nomic sanctions  the  U.S.  would 
incur.  Major  trading  partners 
such  as  Europe  and  Japan  could 
use  the  case  to  win  concessions 
in  other  disputes.  Smaller  na- 
tions, such  as  Antigua,  Costa 
Rica,  and  Macau,  are  more  like- 
ly to  ask  the  WTO  to  let  them 
ignore  copyright  protections 
on  software  and  entertainment. 
"You  could  have  them  be  au- 
thorized by  the  WTO  to  essen- 
tially pirate  stuff,"  says  Chad  R 
Bown,  an  economics  professor 
at  Brandeis  University. 

On  a  broader  level,  the  U.S. 
move,  if  successful,  could  in- 
vite other  member  nations  to 
buy  their  way  out  of  their 
trade  commitments.  "The  last 
thing  we  want  is  for  China 

U^     .1  1       or  India  or  Russia  to  feel  like 

.^.  rnrOllgll     they  can  withdraw  some  con- 
Q  AA/T^O  cession  on  intellectual  prop- 


Others  may 
follow  the 


erty  or  aircraft,"  says  Gary 
C.  Hufbauer,  a  fellow  at  the 
nonprofit  Peterson  Institute 
for  International  Economics 
in  Washington. 
Reason  could  still  prevail.  The  U.S. 
and  Antigua  launched  formal  arbitra- 
tion proceedings  on  July  24,  and  other 
trading  partners  have  begun  bilateral 
talks.  Meanwhile,  offshore  betting  oper- 
ations are  trying  to  gin  up  congressional 
support  for  legalizing  Web  gambling. 
If  the  U.S.  doesn't  change  its  laws,  "it's 
going  to  send  a  signal  to  the  rest  of  the 
world  that  the  WTO  is  really  kind  of 
a  one-way  street  for  the  benefit  of  the 
big  economies,"  says  Antigua's  lawyer 
Mark  E.  Mendel,  a  partner  in  the  Cork 
(Ireland)  office  of  Mendel-Blumenfeld. 
"We're  gambling  that  the  U.S.  will  do 
the  right  thing."  ■ 
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JAPAN  HAS  A  LOT 
RIDING  ON  THIS  PLANE 

Mitsubishi  Heavy's  lightweight  jet  could 
make  it  a  player  in  commercial  aviation 


BY  KENJI  HALL 

THE  SECOND  WORLD  WAR 
left  Japan's  aviation  indus- 
try in  ashes.  Ever  since, 
Japanese  business  leaders 
have  dreamed  of  its  re- 
birth. The  latest  sign  is 
a  state-of-the-art  factory 
near  Nagoya  City  on  the  same  site  where 
workers  once  assembled  the  famed  Zero 
fighter.  Mitsubishi  Heavy  Industries  Ltd. 
has  poured  billions  of  dollars  into  this 
plant,  which  currently  turns  out  carbon- 
fiber  wings  and  other  parts  for  Boeing 
Co.'s  new  787  Dreamliner.  Next  spring, 
if  all  goes  according  to  plan,  the  factory 
will  start  building  a  70-  to  90-seat  com- 
mercial passenger  plane  called  the  MRJ, 
or  Mitsubishi  Regional  Jet. 

This  small  plane  carries  a  lot  of  sym- 
bolic freight.  Japan  is  the  birthplace 
of  world-beating  brands  such  as  Sony 
Corp.  and  Toyota  Motor  Corp.,  but  it 
has  never  been  able  to  parlay  its  tech- 
nological and  manufacturing  might 
into  successful  commercial  aircraft.  The 
U.S.  and  Europe  dominate  the  global 
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market  for  large  planes,  while  Canada's 
Bombardier  Aerospace  and  Brazil's 
Embraer  have  locked  up  the  market  for 
smaller  regional  jets. 

Many  Japanese  say  the  time  is  right 
for  Mitsubishi  to  take  to  the  skies.  The 
company  already  supplies  parts  to  top 
aircraft  makers,  and  boasts  a  rock-solid 
reputation  for  quality.  Boeing,  mean- 
while, isn't  likely  to  put  up  much  resis- 
tance as  long  as  Mitsubishi's  aerospace 
dreams  are  limited  to  small  jets.  The 
American  company  has  even  said   it 


Out  of  the  Hangar 

Japan  is  renewing  its  push  into  aviation 


MITSUBISHI  ZERO  The  WWII  aluminum-body  fighter 
plane  was  once  a  symbol  of  Japan's  military  air  power 


YS-U  Nihon  Aircraft  Manufacturing  made  just  182  of 
the  64-seat  turboprops  from  1962  to  1974 


MRJ  The  new  Mitsubishi  twin-engine  regional  jet  will 
use  the  same  lightweight  composites  as  Boeing's  787 


FIRST  PEEK  Potential      ^^jght  allow 
customers  got  an  ^^^ishi   to 

inside  look  at  the  ,     , 

Paris  Air  Show  ^l^^f^    "" 

^^^^^^  global  sales 

servicing 

work,  which  would  yield  huge  savin 

A  regional  jet  would  suit  Japan's  a 

rations.  Single-aisle  planes  make  up  n 

than  70%  of  the  airliner  market,  and> 

likely  to  remain  the  hottest  segment 

years  to  come,  says  research  firm  Fro 

Sullivan  Inc.  Mitsubishi  estimates  c: 

ers  worldwide  will  add  5,000  jets  to  t 

fleets  over  the  next  two  decades,  as  i 

grows  wealthier,  more  people  start  fly 

and  airlines  swap  older  planes  for  n 

fuel-efficient  jets.  To  gauge  demand* 

the  new  plane,  Mitsubishi  showed. 

its  first  full- sized  mock-up  of  the  aire 

cabin  to  about  30  potential  customer 

the  Paris  Air  Show  in  June,  and  said> 

reception  was  positive. 

For  years,  the  MRj's  prospects  dii 

seem  very  bright.  The  project  strugf; 

to  win  political  backing,  and  some 

dustry   watchers    questioned   whe\i 

Mitsubishi  would  be  able  to  muster 

necessary  financing  on  its  ovvti.  Bu 

recent  months,  Tokyo  has  grown 

creasingly  worried  about  China's  pi 

to  start  building  small  jets.  The  govr 

ment  is  now  offering  to  foot  up  to  a  til 

of  the  estimated  $1  billion  developnri 

tab  for  the  MRJ  through  2013.  That 

good  start,  but  analysts  in  Tokyo  ( 

mate  Mitsubishi  will  need  nearly  tl' 

times  that  amount  to  achieve  the  si 

necessary  to  be  profitable. 

And  Mitsubishi  faces  plenty  of  c(.' 

petition.   By  the  time   MRJ  takes 

the  skies  around  2012,  there's  a  gi, 

chance  China's  AVIC  and  Russia's  Si 

hoi  Co.  will  have  launched  their  c 

planes.  For  Mitsubishi,  being  a  disU 

fourth  or  fifth  "may  not  be  worth  i 

says  Kazuki  Sugiura,  an  industry  exp 

and  author. 

But  if  Japan  makes  commercial  ai 

tion  a  priority,  it  can  probably  cl( 

those  hurdles.  For  example,  big  orct 

could   quickly  flow  fil 

national     carriers    Ja)i 

Airlines  Corp.  and  All  > 

pon  Airways.  If  the  cc 

pany  can  line  up  orders 

400  aircraft,  it  will  rec( 

as  much  as  $3  billior' 

its  investment,  Mitsub: 

Heavy  Chairman  Tak^ 

Nishioka  recently  toldi* 

kei,  a  financial  daily.  I 

that   means   the   vent 

could  be  in  the  black  by 

end  of  the  next  decade. 
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THE  LAST 
RAJAH 

India's  Ratan  Tata  aims  to  transform  his 
once-stodgy  conglomerate  into  a  global 
powerhouse.  But  can  it  thrive  after  he 
steps  down?  by  pete  engardio 


AMONG  ASIA'S  BUSINESS  TITANS,  Ratan  N.  Tata  stands  out  for  his  modesty.  The  chairman 
of  the  Tata  Group— India's  biggest  conglomerate,  with  businesses  ranging  from  software, 
cars,  and  steel  to  phone  service,  tea  bags,  and  wristwatches— usually  drives  himself  to  the 
office  in  his  $12,500  Tata  Indigo  Marina  wagon.  He  prefers  to  spend  weekends  in  solitude 
with  his  two  dogs  at  a  beachfront  home  he  designed  himself  And  disdainftil  of  pretense, 
he  travels  alone  even  on  long  business  trips,  eschewing  the  retinues  of  aides  who  typically 
coddle  corporate  chieftains. 

But  the  69-year-old  Tata  also  has  a  daredevil  streak.  An  avid  aviator,  he  often  flies  his 
own  Falcon  2000  business  jet  around  India.  And  in  February  he  caused  a  sensation  at  the 
Aero  India  2007  air  show  by  co-piloting  Lockheed  F-16  and  Boeing  F-18  fighter  jets. 

Tata's  business  dealings  reflect  the  bolder  side  of  his  personality.  In  the  past  four  years 
he  has  embarked  on  an  investment  binge  that  is  building  his  group  from  a  once-stodgy 
regional  player  into  a  global  heavyweight.  Since  2003,  Tata  has  bought  the  truck  unit  of 
South  Korea's  Daewoo  Motors,  a  stake  in  one  of  Indonesia's  biggest  coal  mines,  and  steel 
mills  in  Singapore,  Thailand,  and  Vietnam.  It  has  taken  over  a  slew  of  tony  hotels  includ- 
ing New  York's  Pierre,  the  Ritz-Carlton  in  Boston,  and  San  Francisco's  Camden  Place. 
The  2004  purchase  of  Tyco  International's  undersea  telecom  cables  for  $130  million,  a 
price  that  in  hindsight  looks  like  a  steal,  turned  Tata  into  the  world's  biggest  carrier  of 
international  phone  calls.  With  its  $91  million  buyout  of  British  engineering  firm  Incat 
International,  Tata  Technologies  now  is  a  major  supplier  of  outsourced  industrial  design 
for  American  auto  and  aerospace  companies,  with  3,300  engineers  in  India,  the  U.S., 
and  Europe. 

The  crowning  deal  to  date  has  been  Tata  Steel's  $13  billion  takeover  in  April  of 
Dutch-British  steel  giant  Corns  Group,  a  target  that  would  have  been  unthinkable  just 
a  few  years  ago.  In  one  swoop,  the  move  greatly  expands  Tata  Steel's  range  of  finished 
products,  secures  access  to  automakers  across  the  U.S.  and  Europe,  and  boosts  its  ca- 
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pacity  fivefold,  with  mills  added  in  Pennsylvania  and  Ohio. 
Now,  a  new  gambit  may  catapult  Tata  into  the  big  leagues  of 
global  auto  manufacturing:  The  company  is  said  to  be  weigh- 
ing a  bid  for  Jaguar  Cars  and  Land  Rover,  which  Ford  Motor 
Co.  wants  to  sell.  On  top  of  all  this,  the  group  plans  $28  billion 
in  capital  investments  at  home  over  the  next  five  years  in  steel, 
autos,  telecom,  power,  chemicals,  and  more.  "We  rescaled  our 
thinking  in  terms  of  growth,"  Tata  says  over  tea  at  Bombay 
House,  the  group's  headquarters  since  1926,  a  tranquil  oasis 
with  well-worn  marble  floors,  a  vast  collection  of  modern 
Indian  art,  and  staffers  who  circulate  with  bowls  of  vanilla  ice 
cream  every  day  at  3  p.m.  "We  just  forced  and  cajoled  our  busi- 
nesses to  make  this  happen." 


SPIRITUAL  CEMENT 

The  forcing  and  cajoling  has  worked  brilliantly.  The  market 
value  of  the  18  listed  Tata  companies  has  swelled  to  $62  bil- 
lion, from  $12  billion,  since  2003.  Group  sales  and  profits  have 
doubled,  to  $29  billion  and  $2.8  billion,  respectively.  The  three 
big  companies  that  account  for  75%  of  sales— Tata  Steel,  Tata 
Motors,  and  Tata  Consultancy  Services— are  enjoying  some  of 
their  best  years  ever.  And  in  May,  Tata  Tea  netted  $523  million 
in  profit  when  Coca-Cola  Co.  paid  $1.2  billion  for  its  30%  stake 
in  Energy  Brands  Inc.,  the  maker  of  Glaceau  Vitamin  Water. 
Not  bad  for  a  purchase  made  just  nine  months  earlier.  "This  is 
a  transformed  Tata,"  says  Rajeev  Gupta,  managing  director  of 
private  equity  shop  Carlyle  Advisory  Partners. 

The  global  push  began  four  years  ago.  After  a  rocky  first  de- 
cade as  chairman,  Tata  commissioned  a  sweeping  review  to  plot 
strategy,  including  a  study  comparing  India  with  China.  He  was 
struck  by  the  sheer  audacity  of  Chinese  projects.  "Whether  they 
built  a  port  or  a  highway,  they  did  it  big,  the  kind  of  scale  that 
caused  skeptics  to  say,  'My  God,  this  is  over  the  top,' "  he  says. 
"But  China  always  grew  into  it."  India,  he  concluded,  should 
also  think  big— and  so  should  Tata  Group.  By  leveraging  India's 
vast  potential,  he  thought,  the  company  could  shift  into  turbo- 
charged  expansion  to  become  a  global  heavyweight. 

Tata  is  arguably  the  most  important  among  a  new  pack 
of  multinationals  charging  out  of  big  developing  nations 
such  as  China,  Brazil,  and  Russia.  These  emerging  giants 
can  tap  into  abundant  low-cost  labor,  tech  talent,  and  min- 
eral resources,  while  cutting  their  teeth  in  the  world's  biggest 
growth  markets.  Brimming  with  cash  and  confidence,  they 
also  are  starting  to  export  innovative  business  models  honed 


in  some  of  the  planet's  most  challenging  places  to  opej^  ^ , 
Building  an  organization  with  a  coherent  vision  and  cap«|  ]g^^ 
of  succeeding  in  so  many  industries  and  so  many  mark  ^^. 
though,  is  a  daunting  task.  Asia  has  witnessed  the  rise  of  ni^  ^^ 
soup-to-nuts  behemoths  that  thrived  when  economic  tides  vij  ^^j-] 
high,  such  as  Korea's  Daewoo,  Thailand's  Charoen  Pokphsl  j^j 
and  Indonesia's  Salim  Group.  Most  eventually  fell  apart.  It,  ^u 
real  test  for  Tata,  too,  is  likely  to  come  when  India's  boom  abi,  i 
and  batdes  for  talent  and  market  share  involving  both  agg^  ^,^ 
sive  Indian  rivals  and  deep-pocketed  multinationals  inten;,  ^^ 
But  unlike  most  other  Asian  groups,  "Tata  already  has  proi  ^^ 
it  can  survive  turmoil  and  constantly  reinvent  itself,"  says  K  ,£ 
vard  Business  School  professor  Tarun  Khanna,  who  has  clra  j 
studied  the  group  for  a  decade.  j  ^^ 

At  the  center  of  the  empire  is  Tata  himself  An  architect  ^ 
graduate  from  Cornell  University  in  1962,  he  serves  as*  t  ■ 
group's  chief  dealmaker,  visionary,  and  spiritual  cementi  |„ 
joined  the  company  after  college,  then  steadily  rose  throt  ^ 
the  ranks.  He  took  over  16  years  ago— after  the  death  off  ^jj, 
gregarious  uncle,  J.R.D.  Tata— just  as  India  began  dismanti^  ,yr 
decades  of  socialist-style  business  controls.  Tata  has  overs^  ^ 
sharp  downsizing,  risky  plunges  into  auto  manufacturing  i  ^, 


Go-Go  Tata 

Since  beginning  a  global  push  four  years 
ago,  India's  once-plodding  Tata  Group  has 
expanded  aggressively  at  home  and 
abroad  m  a  wide  range  of  industries.  Some 
of  its  major  holdings: 


TATA  MOTORS 


Building  a  new  car  plant  and  sharply  boosting  output  of  its  small  truck,  the  Ace. 
A  new  venture  with  Fiat  will  co-produce  150,000  cars  and  250,000  trucks 
annually.  The  biggest  gamble:  a  $2,500  people's  car  to  be  launched  in  2008. 


TATA  STEEL 


Bought  mills  in  Singapore,  Thailand,  and  Vietnam,  and  is  now  expanding  in 
India.  With  its  $13  billion  purchase  of  Corus,  Europe's  No.  2  steelmaker, 
capacity  should  reach  50  million  tons  by  2010,  behind  only  Arcelor  Mittal. 


TATA  CONSULTANCY  SERVICES 


Riding  the  software  and  tech  services  outsourcing  boom,  TCS  has  grown 
explosively  in  the  past  five  years.  Now  it's  developing  its  own  software  for 
transportation,  retail,  finance,  and  other  industries. 


2007 
REVENUES 


$7.2 

BILLION 

(+36%) 


$6.6 

BILLION 

(+99%) 


$4.2 

BILLION 

(+41%) 
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torn,  and  a  transformation  of  the  conglomerate's  insular 
lethargic  management  culture.  Now  he  wants  to  prove 
companies  can  compete  in  the  rich  West  as  well  as  in  the 
redictable  but  hugely  promising  markets  of  the  developing 
d.  What's  more,  Tata  wants  to  set  the  group  solidly  on  a 
to  achieving  all  this  before  he  retires. 
ie  barrel-chested  tycoon  hasn't  named  a  successor  or  said 
1  he  plans  to  step  dovra.  He'U  turn  70  in  December,  but  he 
tias  a  vice-like  handshake,  and  associates  are  amazed  at  his 
mand  of  numbers  and  technical  details  of  the  various  Tata 
panics.  That  makes  his  failure  to  designate  a  successor  aU  the 
;  disconcerting.  Some  even  question  whether  his  departure 
It  spur  the  group's  breakup.  "Who  will  be  the  glue?"  worries 
/eteran  insider.  "WUl  there  even  be  a  central  leader?" 
itan  could  even  be  the  last  Tata  to  oversee  the  group.  The 
family  tree,  on  display  at  a  company  museum,  stretches 
800  years  through  generations  of  Parsi  priests,  an  Indian 
)rity  descended  from  Persians.  It  ends  with  Ratan— single 
childless— and  his  siblings.  Younger  brother  Jimmy  and 
;  half-sisters  aren't  involved  in  Tata  businesses.  His  reclusive 
brother,  Noel,  runs  a  Tata-ovmed  retail  chain,  but  it's  unclear 
her  he's  tycoon  timber.  Succession  "is  a  problem,"  Ratan  ac- 


ilecom  prices  aside,  the  2004  acquisition  of  Tyco's  undersea 
helped  turn  this  former  government-owned  operator  into  one  of 
biggest  international  voice  and  data  providers. 


Jtley  Tea  In  2000  and  herbal-tea  maker  Good  Earth  and  30%  of 
:er  brand  Glaceau  In  2006.  This  year  the  unit  sold  Glaceau  to  Coca- 
)g  $532  million  in  profit,  and  now  it's  lil<ely  on  the  prowl  again. 


;tor  of  Taj  luxury  hotels  also  owns  or  manages  such  elite  hostelries 
k's  Pierre,  Boston's  RItz-Carlton,  and  San  Francisco's  Camden 
)lannlng  more  than  100  budget  hotels  under  the  name  Ginger. 


BRASS  RINGS  A 

Corus  Group  steel 
plant,  part  of  Tata 
Steel's  $13  billion 
acquisition  in  April. 
Ford's  Jaguar 
division  maybe  next 


$590 

MILLION 

(•!-42%) 


knowledges.  "I  am  involved  in  more 
issues  than  I  think  I  should  be." 

When  he  does  step  down,  Ratan 
Tata  wall  leave  a  big  void.  Even 
though  he  and  other  family  mem- 
bers owTi  just  3%  of  shares  in  Tata 
Sons,  the  private  holding  company 
with  controlling  stakes  in  its  busi- 
nesses, Tata  himself  chairs  key  units  including  Tata  Motors 
and  Tata  Steel.  He  is  intimately  involved  in  all  major  deals  and 
pushed  for  acquisitions  such  as  Corus.  The  ventures  into  pas- 
senger cars  and  telecom  are  his  babies.  And  Tata  is  instrumen- 
tal in  hatching  new  businesses,  bouncing  ideas  gleaned  from 
his  travels  to  managers  for  follow-up. 

Ratan  Tata  serves  another  vital  function:  While  at  ease  with 
lawyers  and  investment  bankers,  he  remains  firmly  planted  in 
the  developing  world.  He  is  a  passionate  promoter  of  corporate 
social  responsibility,  a  mission  that  dates  to  the  group's  found- 
ing in  the  l870s  by  Tata's  great-grandfather,  Jamsetji  Tata.  The 
founder  was  a  pioneering  industrialist,  philanthropist,  and 
fervent  nationalist  who  traveled  to  the  U.S.  wath  a  swami,  meet- 
ing the  tycoons  of  the  day.  He  opened  India's  first  textile  mill,  in 
large  part  to  wean  Indians  from  their  indus- 
trial dependence  on  Britain,  which  until  then 
had  milled  much  of  the  subcontinent's  cotton 
and  then  shipped  the  high-cost  cloth  back  to 
the  colonies.  Tata  offered  worker  benefits  such 
as  child  care  and  pensions  long  before  most 
companies  in  the  West,  and  later  one  of  Jam- 
setji's  sons  helped  bankroll  a  young  Mahatma 
Gandhi  while  he  agitated  in  South  Africa  for 
the  rights  of  immigrant  Indians. 

To  this  day,  the  Tata  Group  remains  devoted 
to  good  works:  Charitable  trusts  own  66%  of 
the  shares  in  parent  Tata  Sons,  and  many  of 
its  companies  ftind  grassroots  anti-poverty 
projects  that  seem  far  removed  from  their  core 
businesses.  Ask  the  chairman  to  name  the 
group's  biggest  challenges  and  he  quickly  cites 
two:  "Talent,  and  retaining  our  value  system 


$80 

MILLION 

(+75%) 
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as  we  get  bigger  and  more  diverse.  We  have  to  increase  the  man- 
agement bandwidth,  and  with  the  same  ethical  standards." 

He  also  concedes  that  the  group  is  much  less  focused  than 
he  envisioned  back  in  1991,  when  he  pledged  to  pare  it  from 
scores  of  companies  to  just  a  dozen  or  so.  Tata  did  dump 
marginal  businesses— cosmetics,  paints,  and  cement— but 
entered  retail,  telecom,  biotech,  and  others.  Today,  Tata  Group 
comprises  nearly  100  companies  with  300  subsidiaries  in  40 
businesses.  Slimming  the  group  down  "is  one  area  where  I 
have  not  succeeded  in  what  I  set  out  to  do,"  he  admits. 


TM  NOT  MOVING' 

His  hope  is  that  Tata's  unorthodox  structure  will  give  indi- 
vidual companies  the  agility  to  respond  to  new  opportunities 
and  threats.  "The  organization  is  a  lot  lighter  than  a  Western 
conglomerate,"  says  Alan  Rosling,  a  Briton  who  spearheads 
international  expansion  for  Tata.  "There  is  no  central  strategy. 
We  don't  even  have  consoUdated  financial  statements."  The 
group  is  bound  together  by  the  small  staffs  of  Tata  Sons  and 
another  holding  company,  Tata  Industries.  These  two,  chaired 
by  Ratan,  provide  strategic  vision,  control  the 
Tata  brand,  and  lend  a  hand  on  big  deals.  And 
Tata  Sons  can  raise  cash  to  launch  new  busi- 
nesses or  help  fiind  purchases  such  as  Corns. 
In  2004  it  pulled  in  $1.3  billion  by  floating  a 
10%  share  in  Tata  Consultancy  Services. 

Bombay  House  also  exerts  influence 
through  the  Group  Corporate  Office,  another 
Ratan  invention.  The  nine  senior  executives  in 
this  unit  sit  on  the  boards  of  Tata  companies 
and  act  as  "stewards,"  mentoring  managers 
and  promoting  corporate  responsibility  val- 
ues. For  example,  former  Tata  Tea  and  Indian 
Hotels  chief  R.  K.  Krishna  Kumar  helped  in- 
cubate Ginger  Hotels,  a  new  chain  of  budget 
inns  offering  free  Internet  and  cable  TV  for 
about  $25  in  India's  most  expensive  business 
hubs— one-tenth  of  what  most  business  hotels 
charge.  R.  Gopalakrishnan,  who  retired  from 
Unilever's  Indian  affiliate  in  1998,  is  chairman 
of  a  new  Tata  drug-research  company  and  has 
advised  fertilizer  maker  Tata  Chemicals  on  an 
ambitious  new  strategy  to  market  everything 
from  seeds  to  low-cost  insurance  by  setting 
up  a  network  of  stores  and  working  with  poor 
farmers  to  improve  crop  yields.  Bombay  House  "offers  guidance 
and  sets  perspective,"  says  Satish  Pradhan,  who  heads  the  Tata 
Group's  sprawling  management  training  center  in  Pune.  "We 
hand-hold  the  businesses  in  a  nonintrusive  manner." 

The  chief  steward,  though,  clearly  is  Ratan  Tata.  He  negoti- 
ates major  deals  and  steeps  himself  in  the  details  of  automak- 
ing,  telecom,  or  steel.  "He  has  a  tremendous  technological 
brain,"  says  Tata  Steel  Managing  Director  B.  Muthuraman. 
He's  also  not  afraid  of  a  %ht.  During  a  strike  at  Tata  Motors' 
Pune  plant,  militant  unionists  assaulted  Tata  managers  and 
occupied  a  section  of  the  city.  "If  you  put  a  gun  to  my  head," 
Tata  declared,  "you  had  better  take  the  gun  away  or  pull  the 
trigger,  because  I'm  not  moving."  Tata  signed  a  deal  with  a 
rival  union  and  broke  the  strike  after  a  confrontation  between 
police  and  the  militants.  "While  he  doesn't  look  it,"  says  Muth- 
uraman, "he's  one  of  the  toughest  people  I've  ever  known." 

The  transformation  of  Tata  Steel  illustrates  his  impact.  In 
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JAMSETJITATA 

Ratan's  pioneering 
great-grandfather 
built  India's  first 
textile  mill 


the  early  '90s,  when  India  started  opening  to  global  com[ 
tion,  the  100-year-old  company  was  saddled  with  antiqui 
plants,  a  bloated  payroll,  and  "no  market  orientation., 
were  a  good  study  in  demise,"  recalls  Muthuraman.  Ovei 
years,  Tata  cut  the  workforce  from  78,000  to  38,000  and  S] 
$2.5  billion  on  modernization.  A  decade  later,  Tata  Steel 
become  one  of  the  world's  most  efficient  and  profitable  proi 
ers  and  began  to  acquire  rivals.  "Ratan  was  the  chief  archit 
of  the  Corns  deal,  says  Muthuraman.  "I  was  worried  about 
magnitude  and  the  amount  of  money.  But  he  instilled  c( 
dence."  The  strategy:  Because  Tata  is  one  of  the  few  big  st 
makers  with  its  own  abundant  coal  and  iron  ore  reserves,  it 
produce  raw  steel  at  low  cost  in  India,  then  ship  it  to  Co 
first-rate  mills  in  the  West  to  make  finished  products 

But  Tata  Steel  highlights  the  challenges  of  balancing 
World  ways  with  New  Economy  realities.  Jamshedpur, 
company's  home  base  in  northern  India,  resembles  a  t 
capsule  of  a  more  paternalistic  industrial  age,  a  leafy  cit 
genteel  colonial-era  structures  and  vidde  boulevards  ha( 
from  the  jungle  in  1908.  Tata  spends  some  $40  millio 
year  supplying  all  civic  services  and  schools,  even  thoug 
employs  just  20,000  of  Jamshedpur's  700,000  residents, 
in  its  downsizing  program,  workers  i 
agreed  to  early  retirement  got  full  pay  u 
age  60  and  lifelong  health  care. 

Tata  Steel  also  spends  millions  annui] 
on  education,  health,  and  agricultural  d( 
opment  projects  in  800  nearby  village 
Sidhma  Kudhar,  for  instance,  a  dusty  outpi 
of  whitewashed  stone  houses  with  thatd  HKE 
roofs,  the  32  families  until  two  years  s'  '^te 
subsisted  on  a  single  crop  of  low-grade  ^  jy,|J 
and  the  $1  a  day  they  could  earn  by  sti 
ping  branches  from  nearby  hills.  Th; 
funds  from  Tata,  they  now  have  irrigap 
systems  that  allow  them  to  grow  rice  ck 
and  a  variety  of  vegetables.  The  hillsidesj 
now  covered  with  thousands  of  mahogl 
and  teak  seedlings  for  future  income,  as  4 
as  jatropha  bushes,  whose  seeds  can  be  u' 
for  biofuel.  Most  children  now  attend  clal 
in  the  refurbished  school,  and  the  village  has  til 
televisions,  powered  by  Tata  solar  units  that  also  swd  W 
enough  juice  for  electric  lights  and  clocks.  '  ^^ 

Such  generosity  will  be  put  to  the  test  now  that'll'  *! 
owns  strugghng  Corns.  The  deal  loads  the  Indian  st 
maker  with  $74  billion  in  debt,  and  absorbing  Co: 
higher-cost  operations  will  weaken  margins.  One  key  quesb 
is  what  to  do  with  Corns  mills  such  as  the  one  at  Port  Talbd* 
Wales,  which  employs  3,000  workers.  Tata  says  it  will  proc 
with  Corns'  plans  for  the  mill.  But  the  union  representing  it 
Corns  workers  wants  Tata  Steel  to  invest  an  additional  $( 
million  in  Port  Talbot  to  assure  it  will  remain  competitive'  '^^ 
it  won't  have  to  cut  jobs.  A  delegation  of  20  Corns  labor  r 
visited  Jamshedpur  in  April  to  meet  the  mill's  new  own'' 
but  Tata  executives  declined  to  give  guarantees.  "We  w ' 
extremely  impressed  by  their  workforce  and  commitmen  ' 
social  responsibility,"  says  labor  leader  Michael  Leahy.  " 
how  will  they  be  able  to  translate  those  principles  into  the  W  lade 
ish  and  European  context?  They  couldn't  answer  that." 

A  bid  for  Jaguar  and  Land  Rover  might  present  an  even  in 
daunting  challenge.  The  Ford  assets  would  give  Tata  a  luxi* 
brand  and  a  big  boost  in  SUVs,  but  it  would  be  an  uphill  climl**  spn( 
restore  Jaguar's  luxury  cachet,  which  was  damaged  by  sha»^  I 
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IVNCE  basic  designs  with  Ford.  Tata  execu- 

a  Steel  Rural  tives,  who  won't  confirm  their  inter- 

lopment  est  in  Jaguar  and  Land  Rover,  have 

er  instructs  downplayed  auto  ambitions  in  the 

Pj^"^^  ""^  U.S.,  citing  the  high  cost  of  entry  and 

their  commitments  in  emerging  mar- 
And  an  attempt  to  sell  small  cars  under  the  Rover  name 
tain  lasted  just  two  years  amid  complaints  about  quality. 
VIotors,  which  once  made  only  trucks,  surprised  skeptics 
ihe  success  of  the  Indica,  an  affordable  passenger  car  de- 
ed from  scratch  and  rolled  out  in  the  1990s.  The  Indica  is 
ndia's  No.  2  car  and  is  selling  weU  in  South  Africa,  Spain, 
taly.  Tata  also  will  soon  start  exporting  cars  and  trucks 
gh  a  venture  vdth  Fiat  and  is  eyeing  a  similar  project  in 
I  America.  The  company  had  another  big  hit  in  2006  with 
:e,  a  bare-bones  truck  for  less  than  $6,000.  Tata  already  is 
ing  its  output  from  75,000  minitrucks  to  250,000. 


BEVITABLE  STUMBLES 

tVs  big  passion,  though,  is  the  "one  lakh"  car.  (One  lakh 
I'  1,000.  And  that  many  rupees  equals  about  $2,500.)  Since 
;  id-'90s,  he  has  wanted  to  develop  reliable  but  supercheap 
1  es,  a  project  he  believes  could  ultimately  revolutionize  the 
tundustry  and  make  India  a  major  economic  power.  Tata 
r  nally  supervised  the  project  and  traveled  frequentiy  to 
tivlotors'  development  center  in  Pune  to  check  on  progress, 
ijially  he  envisioned  a  fiindamentaUy  new  kind  of  vehicle— 
eiade  of  plastics,  for  example,  that  didn't  even  resemble 
ic  we  think  of  today  as  a  car.  He  concedes  that  the  spartan, 
1  haped  model  to  be  launched  in  early  2008  doesn't  meet 
'<  ft}'  aims.  It's  made  of  steel.  And  it  looks  like,  well,  a  car.  To 
[  e  price  to  $2,500,  engineers  shrunk  the  size  and  stripped 
t  ills  such  as  reclining  seats  and  a  radio.  "There  is  not  a 


lot  of  innovation,"  he  says.  "We  didn't  reinvent  the  business." 
Tata  has  similar  ambitions  to  reinvent  solar  energy.  Tata  BP 
Solar  Ltd.,  a  $260  million  venture  with  British  energy  giant 
BP,  supplies  buildings  in  Germany  with  rooftop  solar-electric 
systems.  But  in  developing  nations,  the  company  sees  a  vast 
market  in  bringing  affordable  power  to  villages  that  are  off  the 
power  grid.  The  company  has  introduced  low-cost,  solar-pow- 
ered water  pumps,  refrigerators,  and  $30  lanterns  that  bum  for 
two  hours  on  a  day's  charge.  And  it  has  fitted  50,000  homes  with 
$300  systems  that  can  power  two  lights,  a  hot  plate,  a  fan,  and  a 
14-inch  TV.  "But  this  is  a  drop  in  the  ocean,"  says  Tata  BP  Solar 
CEO  K.  Subramanya.  "We  ought  to  be  touching  millions." 

There  is  little  question  that  the  opportunities  for  Tata  in 
India  and  abroad  are  staggering.  But  can  the  group  succeed  on 
all  these  fronts  simultaneously?  The  interesting  dilemmas  will 
come  when  the  Indian  economy  slows  and  some  Tata  affiliates 
inevitably  stumble.  Future  managers  could  look  at  expensive 
burdens  such  as  Jamshedpur  and  rural-development  projects 
as  tempting  targets  for  cuts  when  times  get  tight.  Tata  compa- 
nies could  lose  interest  in  low-cost  goods  for  the  masses  with- 
out a  passionate  promoter  as  group  chairman.  And  the  group 
could  take  a  tougher  look  at  businesses  to  spin  off. 

For  the  foreseeable  future,  though,  these  are  nonissues. 
Though  Tata  vows  that  he  "won't  carry  this  on  endlessly,"  he 
says  he  will  stay  on  at  least  two  years  beyond  when  he  chooses 
a  successor.  So  he  seems  likely  to  fiilfill  the  last  big  item  on  his 
agenda:  building  a  network  of  companies  capable  of  thriving 
in  21st  century  global  competition  while  still  adhering  to  tradi- 
tional values  long  after  the  departure  of  Ratan  Tata.  ■ 

-With  Nandini  Lakshman  in  Mumbai 
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ONLINE:  For  an  interview  with  Chairman  Ratan  Tata  and  a  slideshow  on  the 
group's  major  businesses,  please  go  to  businessweek.com/extras. 
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Government  Telecom  Policy 

Tearing  Down  the 
Wireless  Fortress 

Google's  breakthrough  at  the  FCC  is  just  the 
latest  threat  to  the  telcos'  mobile  dominance 


BY  OLGA  KHARIF 

ACK  IN  THE  1980S,  WHEN 
Americans  were  buying 
the  first  brick-size  cell 
phones,  Ma  Bell  and  her 
I  powerful  offspring  quick- 
ly came  to  dominate  the 
playing  field.  They  did  it 
by  snagging  government  licenses  to  cer- 
tain slices  of  the  airwaves,  with  few  strings 
attached,  and  then  spending  billions  to 
build  cell-phone  networks  using  those  air- 
waves. The  result:  Two  decades  later  com- 
panies like  AT&T  and  Verizon  Wireless 
Inc.  control  everything  from  phone  design 
to  which  Web  sites  and  what  videos  users 
can  view  on  those  handsets. 

But  now  those  wireless  fortresses  are 
under  attack.  The  most  obvious  example 
is  the  partial  breakthrough  achieved  on 
July  31  by  Google  Inc.  and  other  tech 
players  in  Washington,  where  persistent 
lobbying  paid  off  in  new  Federal  Com- 
munication Commission  rules  that  wall 
govern  a  key  auction  of  new  airwaves  to 
be  held  between  now  and  Jan.  28.  This 
opens  the  door  to  nontelcos  grabbing 
some  serious  wireless  territory  on  which 
they  could  build  a  more  open  national 
network.  And  it  may  lead  to  a  day  when 
cell-phone  users  vAW  be  able  to  use  any 
handset,  and  any  software  application 
like  a  mobile  video  game,  that  they  want 
on  that  network. 

In  fact,  though,  a  wide  array  of  troops 
already  were  massing  against  the  vidre- 
less  telcos,  long  before  the  FCC  stepped 
in.  Everyone  from  computer  maker  Apple 
Inc.  to  handset  company  Nokia  to  upstart 
service  providers  vAth  names  like  Boingo 
are  intent  on  wresting  control  from  the 
big  wireless  carriers. 

The  major  service  providers  offer  no 
apologies  for  carefully  protecting  their 
profits  as  payback  for  the  billions  they've 
spent  building  their  networks.  And  they 
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dispute  that  the  industry  has  lacked  for 
choice  or  competition.  "At  times,  it's 
been  hyper-competitive,"  says  Verizon 
Wireless  spokesperson  Jeffrey  Nelson. 
Just  because  they  appeared  to  lose  a 
round  last  week  doesn't  mean  the  phone 
giants  can  be  counted  out.  An  AT&T 
statement  released  after  the  rules  were 
announced  praised  FCC  Chairman  Kevin 
J.  Martin  for  not  "stacking  the  deck 
in  Google's  favor"  by  meeting  all  its 
conditions,  and  added:  "Time  will  tell 
whether  Google  is  serious  about  bidding 
in  the  auction." 

THE  IPHONE  SHOCK 

IF  THE  UPCOMING  airwaves  auction 
does  bring  in  new  competition  for  the 
telcos,  it  could  drive  the  sort  of  innova- 
tion that's  common  on  the  Internet  but 
exceedingly  rare  on  the  mobile  Web.  For 
a  taste  of  the  pent-up  demand  for  a  new 
vvareless  dynamic,  look  no  further  than 
the  frenzy  that  sprang  up  around  Apple's 
iPhone— and  what  happened  after  it  hit 
the  market.  Apple's  cachet  in  designing 
gotta-have  electronics  gear  allowed  it  to 
demand  an  unprecedented  amount  of 
control  from  partner  AT&T  in  designing 
the  Web-surfing  phone.  Apple  succeeded 


WIRELESS 


in  picking  which  of  its  own  softvv*||(lt 
applications  and  services  would  runi(:aii 
the  iPhone— and  setting  the  price.  Apjf 
even  wrangled  a  precious  share  of  AT&' 
monthly  subscriber  fees. 

The  trade-off  Apple  had  to  strike  m 
to  have  the  iPhone  run  only  on  AT&'( 
relatively  sluggish  wareless  network.  I 
the  device  was  on  store  shelves  for  oi|  kjj 
a  few  hours  before  hackers  deliveHj  msj 
a  work-around:  They  found  ways  i  ;No] 


»■ 


lie's  I 


The  Spectrum  Showdowri: 


What  is  telecom  "spectrum,"  and  why  is  it 
being  auctioned? 

Cell-phone  networks  operate  on  bands 
of  airwaves,  or  spectrum,  parceled  out  by 
the  federal  government.  At  first,  phone 
companies  got  free  spectrum  to  build  cell 


'ilast 
networks  around  the  country.  Thi||ie3v 
tems  locked  consumers  into  using  ( 
rier  and  only  the  features  they  sok 
proved.  Later,  the  government  au 
spectrum.  This  latest  slice  is  beingH  t 
by  TV  broadcasters  svvatching  to  di;  \^. 
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ck"  the  iPhone  so  that  it  can  play 
;  and  access  Wi-Fi  without  having 
activated  through  an  AT&T  cellular 
ict.  Today,  those  modified  iPhones 
)  popular  that  eBay  Inc.'s  auction 
sts  several  selling  for  as  much  as 
—a  33%  premium  over  the  regular 
le's  list  price. 

kia  is  on  a  course  that  seems  likely 

;nsify  friction  with  U.S.  carriers.  At 

Nokia  has  opened  in  the  U.S.  over 


GOOGLE 

$780 

THOUSAND 


Data;  U  S  Senate 


the  past  year  there  has 
been  a  significant  in- 
crease in  sales  of  de- 
vices that  can  be  used 
on  multiple  carriers' 
networks,  says  Nokia 
Vice-President  Bill 
Plummer.  And  Nokia 
is  working  to  offer  its 
own  music,  multime- 
dia, and  navigation 
services  directly  to  a 
handset,  or  for  users  to  download  off 
the  Web.  It  recently  bought  several  com- 
panies to  pursue  these  plans,  including 
Twango,  an  online  photo-  and  video- 
sharing  Web  site  it  picked  up  in  a  July  23 
deal.  "There's  something  very  powerful 
taking  place  in  the  wireless  market  to- 
day," Nokia's  Plummer  says.  "It's  about 
the  coming  together  of  the  Internet  and 
mobility  and  consumer  expectations.  It's 
about  openness  and  freedom." 

FREE  WIRELESS 

THEN  THERE'S  GOOGLE,  which  makes 
no  secret  of  its  mobile  aspirations.  The 
Web-search  powerhouse  recendy  ramped 
up  its  Washington  office,  pardy  to  coun- 
ter heavy  spending  on  lobbying  by  the 
phone  giants  (above).  A  spokesman  says 
the  company  needs  to  see  the  print- 
ed FCC  rules  before  deciding  whether 
to  pony  up  the  nearly  $9  billion  that 
consulting  firm  Comsearch  estimates 
Google  or  the  companies  in  its  lobbying 
consortium— including  DirecTV  Group, 
EchoStar,  Yahoo!,  and  Skype  (owned 
by  eBay)— might  have  to  spend  to  win 
the  most  coveted  piece  of  the  airwaves 
that  are  being  auctioned.  If  it  does  win, 
Google  is  expected  to  support  an  alterna- 
tive network  on  which  multiple  compa- 
nies could  offer  free  or  cheap  wireless 
service  to  users  who  agree  to  view  Google 
ads  and  content,  says  Richard  P.  Nespola, 
chief  executive  of  consultancy  TMNG 
Global,  which  has  Google  as  a  client. 


Can  You  Hear  Us  Now? 

2006  spending  on  Washington  lobbying 


AT&T 


$22.4 

MILLION 


VERIZON 

$21.8 

MILLION 


The  success  of  ad-supported  offerings  on 
the  Internet  suggests  there  are  plenty  of 
consumers  who  would  put  up  with  ads  if 
it  means  getting  rid  of  a  monthly  cell  bill 
of  $50  or  more. 

Even  without  Google  stepping  in,  the 
big  carriers  are  facing  competition  firom 
wireless  networks  based  on  Wi-Fi  and  a 
longer-range  technology  called  WiMAX. 
On  July  19,  Microsoft  Corp.  announced 
it  will  serve  up  content  and  ads  via  Wi-Fi 
networks  onto  PCs  and  Wi-Fi-enabled 
phones  through  JiWire  Inc.,  a  mobile 
marketing  firm.  If  the  ad-supported  ap- 
proach succeeds,  Wi-Fi  network  operators 
may  drop  the  subscription  fees  for  public 
hotspots  offered  by  retailers  and  a  grow- 
ing number  of  municipalities,  revving  up 
competition  for  wireless  carriers  that  do 
charge  for  their  service.  "We  see  these 
[Wi-Fi]  networks  as  being  potentially 
very  disruptive,"  says  Stefan  Weitz,  direc- 
tor of  planning  for  MSN  at  Microsoft. 

The  money  carriers  make  from  their 
cellular  data  services  could  decline  as 
well,  as  software  companies  roll  out  more 
and  more  products  that  users  can  down- 
load straight  to  their  smart  phones.  "I 
don't  see  the  carriers'  walled  garden  last- 
ing long-term,"  says  Kevin  Rose,  founder 
of  Digg  Inc.,  which  recendy  launched  a 
mobile  version  of  its  popular  news  ag- 
gregation site.  "More  and  more  people 
are  going  to  demand  the  noncensored 
version  of  the  Web."  ■ 

-With  Spencer  E.  Ante  in  New  York 


is  this  auction  so  important? 

d  other  big  tech  players  want 
:se  airwaves  to  create  a  new 
lobile  network  that  would  let 
i  choose  their  phone  model  and 
re  and  services  running  on  it. 
;  last  big  piece  of  the  airwaves 
le  available  for  years.  And  the 
sties  of  UHF  signals  mean  they 
ate  buildings  and  travel  longer 
than  can  spectrum  used  for 
^t  makes  them  ideal  carriers  of 
I  wireless  services. 


How  would  this  system  differ  from 
existing  ones? 

In  setting  auction  rules,  the  FCC  adopted 
two  of  four  conditions  proposed  by  Google 
and  its  allies  including  Yahoo  and  eBay. 
Currendy,  wireless  carriers  restrict  the 
kinds  of  phones  that  work  on  their  net- 
work. Under  the  new  rules,  the  winner  of 
a  big  piece  of  the  spectrum  must  let  con- 
sumers use  any  handset.  Also,  shoppers 
will  be  able  to  use  any  company's  software 
application— maps,  entertainment,  or  e- 
mail  services— on  their  cell  phones. 


So  the  insurgents  won? 

Not  necessarily.  Few  companies  besides 
AT&T,  Verizon  Wireless,  Sprint  Nextel, 
and  T-Mobile  can  afford  the  price  tag  for 
building  a  nationwide  wireless  network. 
Licenses  only  account  for  about  25%  of 
the  cost.  Billions  more  must  be  spent  on 
equipment.  Even  cash-rich  Google  so  far 
has  refused  to  commit  to  entering  this 
auction.  That's  why  many  analysts  believe 
the  big  telcos  still  may  get  the  largest 
share  of  the  airwaves  up  for  auction. 

Spencer  E.  Ante 
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KOSHKINHeii^  „ 
U.S.  clients  with  ' 
Russian  litigation 
is  a  big  business 


Corporation  Intelligence 


or  Capitalism 

ident  may  be  the  only  U.S.  corporate- 
elligence  firm  staffed  by  ex-KGB  agents 


IKMON  JAVERS 

N  LATE  MAY,  A  RUSSIAN  AGENT 
slipped  unnoticed  into  a  Moscow 
movie  theater  showing  Pirates  of 
the  Caribbean:  At  World's  End. 
He  donned  night-vision  goggles, 
scanned  the  theater,  and  spotted 
his  target.  But  this  was  no  Cold 
py  scenario:  The  agent  was  an  ex- 
an  cop,  and  he  was  searching  for 
fe  pirates  making  illicit  copies  of 
'alt  Disney  film. 

2  agent  worked  for  a  small  consult- 
irm  called  Trident  Group,  based 
e  Virginia  suburbs  of  Washing- 
nxh  an  office  in  Moscow.  Founded 
96,  Trident  specializes  in  helping 
ican  companies  navigate  the  wool- 
ssian  market.  But  it  is  unlike  any 
consultancy  in  the  U.S.:  Trident's 
lent  is  former  Soviet  military  in- 
;nce  officer  Yuri  A.  Koshkin,  and 
il  of  its  employees  are  veterans 
;  legendary  intelligence  service  of 
)rmer  Soviet  Union,  the  KGB.  To- 
le/re  serving  as  foot  soldiers  of 
Jism,  representing  American  cor- 
;  interests  in  the  Motherland.  Says 
r  CIA  General  Counsel  Robert  M. 
mara  Jr.:  "Is  this  a  great  country 
at?" 

not  unusual  for  spooks  to  enter 
rivate  sector.  The  current  gen- 
n  of  CIA  officers  is  far  more  likely 
ire  from  government  service  and 
the  business  world  than  were  its 
cessors,  say  former  agency  officers. 
36,  for  example,  Lehman  Brothers 
uietly  promoted  35-year  CIA  veter- 
1  Price  from  its  corporate-security 
tment  to  head  the  firm's  Indian 
tions,  based  in  Mumbai.  Price  was 
y  director  of  operations  at  the  CIA 
;  becoming  an  investment  bank- 


ing executive.  Earlier  this  year,  Mike 
Baker,  a  16-year  CIA  veteran,  launched  a 
corporate-intelligence  firm.  Prescience, 
in  New  Canaan,  Conn.,  to  serve  hedge 
fund  clients. 

But  Trident  appears  to  be  the  only 
U.S.-based  corporate-intelligence  firm 
launched  and  run  by  former  Soviet  op- 
eratives. Founder  Koshkin,  who  agreed 
to  be  interviewed  by  BusinessWeek  but 
declined  to  offer  much  detail  about  Tri- 
dent's current  operations,  was  born  in 
1958  into  a  Moscow  clan  he  describes 
as  a  "typical  family  of  the  Russian  intel- 
ligentsia." In  1975,  he  says,  he  enrolled 
in  the  Military  Institute  of  the  Soviet 


Trident 
Group 

OFFICES  Arlington,  Va.,  and  Moscow 

NUMBER  OF  EMPLOYEES  15,  including 
at  least  four  veterans  of  Russian 
intelligence  services 

SERVICES  IT  PROVIDES  Background 
checks  on  potential  Russian  business 
partners,  investigations  of  intellectual- 
property  theft,  litigation  research 

PROMINENT  CLIENTS  Walt  Disney, 
Motion  Picture  Association  of  America, 
law  firm  Akin  Gump  Strauss  Hauer  &  Feld 

FOREIGNERS  ONLY  Trident  won't  work 
for  Russian  clients  to  avoid  conflicts  of 
interest  with  Western  companies 

WHY  IT'S  HEADQUARTERED  IN 
THE  WASHINGTON  SUBURBS 

"Washington  is  a  spook  town,"  says 
President  Yuri  Koshkin 


Ministry  of  Defense.  There  he  studied 
the  English  and  Cambodian  languages 
on  his  way  to  becoming  an  intelligence 
officer  in  the  Red  Army.  "Cambodian  was 
boring,"  Koshkin  recalls,  "but  you  didn't 
get  to  choose  which  languages  you  stud- 
ied. It  was  the  military."  After  graduating 
in  1980,  Koshkin  served  as  a  military 
adviser  to  Tanzanian  forces  in  Africa. 
Later  he  wrote  a  dissertation  on  inter- 
service  rivalry  within  the  American  mili- 
tary while  studying  at  the  Soviet  Institute 
of  USA  &  Canadian  Studies.  He  first  came 
to  the  U.S.,  Koshkin  says,  as  a  Russian 
soldier  taking  part  in  a  Soviet-American 
joint  working  group  at  the  Pentagon  de- 
signed to  prevent  accidental  and  poten- 
tially catastrophic  clashes  between  the 
militaries  of  the  two  superpowers. 

PERCEPTION  GAP 

WITH  THE  ADVENT  of  perestroika, 
Koshkin  was  able  to  leave  the  military 
before  completing  the  customary  25 
years  of  service,  and  in  1989  he  became  a 
civilian,  working  for  an  American  docu- 
mentary film  company  in  Moscow.  From 
there  he  bounced  into  a  job  at  a  public- 
relations  firm  in  San  Francisco,  where  he 
says  he  first  spotted  a  big  perception  gap 
between  American  and  Russian  busi- 
nesspeople.  "I  saw  lots  of  companies  that 
were  going  into  Russia  didn't  really  know 
who  they  were  dealing  with,"  Koshkin 
says.  "They  couldn't  tell  the  good  guys 
from  the  bad  guys." 

That  insight  led  to  a  collaboration  with 
Yevgeny  N.  Pshenichny,  a  Moscow  lawyer 
who  had  studied  at  the  same  military 
institute  as  Koshkin.  The  two  launched 
Trident  in  1996.  Through  the  late  1990s 
they  worked  for,  among  other  ouffits,  East 
West  Invest  Ltd.,  a  group  of  American 
investors  trying  to  open  Subway  sand- 
wich shop  franchises  in  Russia.  When 
the  Russian  half  of  the  partnership  tried 
to  force  the  Americans  out  of  the  deal. 
East  West  sued  in  Russian  court,  saying 
it  was  being  muscled  out  of  the  sand- 
wich business  by  the  Russian  mafia.  The 
case  went  all  the  way  to  the  Russian  su- 
preme court.  Throughout  the  years-long 
battle.  Trident  found  vdtnesses,  identified 
key  documents,  and  connected  the  dots 
among  the  main  players  in  the  case.  In 
the  end,  the  court  ordered  the  Russian 
partner  to  pay  East  West  $1.2  million  in 
compensation. 

Litigation  support  in  Russia  is  now  a 
big  business  for  Trident,  with  clients  that 
include  such  law  firms  as  Washington- 
based  Akin,  Gump,  Strauss,  Hauer  & 
Feld.  "We've  worked  wdth  Trident  quite 
a  bit.  Due  to  the  sensitive  nature  of  the 
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work,  we  can't  go  into  detail,"  says  Akin 
Gump  communications  manager  Kristen 
M.  White,  "but  we  hold  their  work  in  the 
highest  regard." 

In  another  long-term  legal  battle,  Tri- 
dent represented  Kenneth  B.  Dart,  an 
American  investor  who  is  heir  to  the 
Styrofoam  cup  fortune  generated  by  his 
family's  Dart  Container  Corp.  For  several 
years  in  the  late  1990s,  Dart  batded  with 
Russian  oil  giant  Yukos  in  a  dispute  over 
the  dilution  of  shares  of  Yukos  subsidiar- 
ies in  which  Dart  held  an  interest.  That 
fight  ended  in  a  confidential  setdement. 

It  was  the  kind  of  batde  that  can  be- 
come physically  dangerous  in  Russia. 
Koshkin  says  Trident  was  threatened  so 
many  times  during  its  work  with  Dart 
that  one  of  the  firm's  employees  was  get- 
ting ready  to  evacuate  his  family  from 


Moscow  when  the  two  sides  settled  the 
dispute  in  1999.  Yukos  founder  and  Rus- 
sian oligarch  Mikhail  Khodorkovsky  later 
ran  afoul  of  the  Russian  government  and 
is  now  serving  an  eight-year  jail  term  for 
tax  violations. 

Today,  Koshkin  says  Trident  has  15 
employees,  including  Vladimir  Joujelo, 
a  KGB  veteran  who  helped  the  Russians 
provide  security  for  world  leaders,  in- 
cluding Mikhail  Gorbachev,  Boris  Yeltsin, 
and  Ronald  Reagan;  Alexander  Trifonov, 
a  former  KGB  officer;  and  Alexander 
B.  Vinogradov,  a  retired  Russian  Army 
colonel  who  specialized  in  military  intel- 
ligence. "They're  good  at  what  they  do, 
but  they  charge  a  lot  of  money  to  do  it," 
says  Raelynn  Hillhouse,  who  blogs  about 
corporate  intelligence  for  thespywho- 
billedme.com.  "Legally,  Russia  remains 


Fine-Tuning  a  Brand's 
Signature  found 

Companies  turn  an  ear  toward  improving  the 
rings  and  pings  in  their  products 


BY  DAVID  KILEY 

WHEN  DERRICK  M.  KUZAK 
became  Ford  Motor  Co.'s 
global  chief  for  product 
development  in  2005,  he 
didn't  like  what  he  was 
hearing.  It  wasn't  hostile  car  reviews  that 
bothered  Kuzak.  It  was  the  insipid  gong 
chimes  that  greeted  a  potential  buyer 
when  the  door  of  a  Ford  was  opened  as 
well  as  the  rickety  sound  produced  when 
it  was  shut. 

So  the  Ford  Taurus  hitting  the  show- 
rooms now  has  a  new  latch  system  that 
will  make  a  vault-like  sound  when  the 
door  closes.  Next  year's  Ford  Flex  SUV 
will  greet  drivers  with  a  symphonic  door 
chime.  "Customers  are  incredibly  attuned 
to  the  sounds  of  qualitj',  but  we  weren't, 
and  I  think  it  was  costing  us,"  says  Ku- 
zak. The  innovations  on  the  Taurus  and 
Flex  will  be  rolled  out  across  the  rest  of 
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TURN  IT  UP:  To  hear  the  sounds  of  some  famous 
brands,  go  to  businessweek.com/extras 
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the  Wild  West.  It's  convenient  to  be  s 
to  hire  people  who  have  experience 
that  environment." 

Koshkin,  49,  won't  discuss  most 
Trident's  clients.  Nor  will  he  reveal 
firm's  billing  rates  or  annual  revem 
but  he  has  made  a  good  enough  liv 
from  it  to  buy  a  house  from  former  P 
executive  Bob  Pittman  in  Great  Fj 
Va.,  and  an  apartment  on  New  Yoi^ 
Upper  East  Side. 

From  his  office  in  Arlington,  Va., 
above  the  Potomac,  Koshkin  can  see 
glint  of  the  white  walls  of  the  Russ^ 
Embassy  across  the  river  in  Georgeto^! 
"Sometimes  I  sit  back  and  contemplj 
and  wonder  about  the  quirks  of  life,", 
says.  "We  were  trained  that  the  U.S.  i-llOl 
enemy  No.  1."  Now  that  enemy  is 
No.  1  client.  ■ 


K 


Ford's  lineup  over  the  next  three  years. 

At  a  time  when  most  companies  are  fo- 
cused on  attracting  consumer  eyeballs,  a 
few  are  targeting  their  eardrums.  Unique 
sounds,  like  smells,  trigger  emotions— 
and  tend  to  be  far  more  memorable  than 
traditional  marketing  messages.  That  has 
carmakers,  cell-phone  companies,  and 
others  hiring  sound  engineers  to  make 
their  brands  sing. 

The  first  sonic  brand  signatures  date 
back  to  the  1950s.  NBC  has  used  its 
three-chime  ID  for  decades.  Intel's  fa- 
miliar sound  logo  gave  an  identity  to  a 


complex  technology  brand  few  consi  > 
ers  understood.  And  United  Air  Li  :i, 
has  found  that  its  longtime  use  c  lot 
snippet  of  George  Gershwin's  Rhapsp  mi 
in  Blue  translates  into  trust.  SuccesB  ff, 
sound  brands  can  take  on  a  life  of  tljpitd 
owTi.  McDonald's  Corp.'s  "I'm  Loviiq(  an 
sound  bite  has  been  adopted  by  consr  ' 
ers  as  a  cell-phone  ringtone  and  incor 
rated  into  a  song  by  Taiwanese  record 
artist  Leehom  Wang. 

POWER  MOVE  tl 

A  SIGN  OF  the  growing 
portance  of  sound  in  the  a   - 
industry  is  that  J.D.  Po'  ^,, 
&  Associates  (a  divisioiii(^e, 
The   McGraw-Hill   Comt 
nies,  parent  of  BusinessWi^ 
last  year  began  measunihj; 
"pleasantness  of  sound"! 
doors,  signals,  and  eng 
acceleration    in    its    Inii' 
Quality  Study  "The  doon 
sure  and  chime  is  the  c 
second  impression  after 
terior  design,"  says  J.D.  Power  Execu  ,.y 
Director  Joe  Ivers. 

Gadget  makers  are  also  believers 
sound  customization.  A  few  years  S||s||{ 
Samsung  Group  unified  the  boot-up  r 
sical  sequences  of  its  various  devii 
from  cell  phones  to  DVD  players.  To 
high-end  phones,  the  South  Korean  c(  jgi,, 
pany  has  been  looking  at  exclusive  ri 
tones  from  star  Korean  composers. "' 
right  sound  can  communicate  exclusi^ ;  ;yjj 
like  flashing  a  black  American  Expi  lu^ 
Card,"  says  Paul  Fulberg,  a  partnei  j.^y 
London-based  Sonicbrand  Ltd.  ■ 
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i  Small-Mirror  Image 
If  Sharper  Image 

isted  as  the  gadget  company's  CEO,  Richard 
lalheimer  tries  some  online  one-upmanship 


LOUISE  LEE 

rHE  SHOVE  OUT  THE  DOOR 
last  fall  was  a  humiliating  end 
to  a  30-year  run  for  Rich- 
ard Thalheimer,  the  founder 
and  former  chief  executive  of 
T)er  Image  Corp.  But  rather  than 
c  away,  Thalheimer  has  plunged  back 
what  he  says  he  does  best:  pick- 
hot  products  and  marketing  them 
mad.  This  time  he's  working  for  his 
Web  site,  richardsolo.com,  where 
Ditch  to  potential  customers  begins 
a  reference  to  his  history  as  Sharper 
?e's  founder  and  welcomes  them  to 
*  "new  online  store  for  gifts  and  in- 
iting  products!" 

tie  59-year-old  Thalheimer,  who 
n't  have  a  noncompete  agreement 
Sharper  Image,  says  he  is  not  fu- 
by  a  desire  for  revenge.  Yes,  he  says, 
re's  a  lot  of  humble  pie  in  being  asked 
ave."  But  when  it  comes  to  his  new 
ure,  the  motivation  is  simply  that 


"my  favorite  quest  in  life 
is  to  find  that  one  product 
and  market  it  hard.  I  just 
love  it."  At  Sharper  Im-    ^." 
age,  Thalheimer  was  well-    I'    4  ;. 
known  for  his  strong  will 
and  passion  for  picking         ■  jr, 
products— and  for  enthu- 
siastically pitching  them    ^ 
himself  on  infomercials. 
He  says  his  new  business, 
which  went  live  in  May  i 

and  has  five  employees,  \i>^ 
takes  only  "a  few  orders  a  *,, 
day,"  though  Thalheimer  *"** 
sees  it  eventually  taking 
"hundreds  if  not  thousands  of  orders  a 
day."  Neither  Sharper  Image's  chairman 
nor  its  chief  executive  would  comment 
on  richardsolo. 

While  the  venture  isn't  a  dig  at  Sharp- 
er Image,  there  are  definite  similarities 
between  the  operations.  The  Web  sites 
sport  a  black  bar  across  the  top,  with  the 


company  name  in  white.  Richardsolo. 
com's  clean,  black-and-white  aesthetic 
"is  my  taste,"  says  Thalheimer,  who 
designed  Sharper  Image's  site.  More  sig- 
nificant, both  carry  gadgetry  seemingly 
aimed  at  guys  with  lots  of  disposable  in- 
come, though  Sharper  Image's  array  is  far 
broader.  Products  include  global-position- 
ing systems,  cameras,  watches,  and  yes, 
air  purifiers.  The  Ionic  Breeze  was  one 
of  ThaUieimer's  hits  at  Sharper  Image, 
comprising  an  estimated  40%  of  sales  at 
one  point.  But  in  2004,  when  revenue  hit 
a  peak  of  $760  milUon,  rising  competition 
and  poor  reviews  in  Consumer  Reports 
slowed  sales  growth  for  the  device.  A  year 
later,  its  sales  tanked,  and 
no  other  winner  was  wait- 
ing in  the  wings. 

After  overseeing  185 
stores  for  Sharper  Image, 
Thalheimer  now  wants 
nothing  to  do  with  bricks 
and  mortar:  "I'm  too  ob- 
sessive-compulsive about 
details."  Stores  bring  the 
headache  of  managing  indi- 
viduals' quirks  and  short- 
comings. '"'  Every  [new  store] 

THALHEIMER  Now  solo, 
he  sells  similar  products 

is  another  set  of  human  beings,"  he  says. 

As  Sharper  Image  moves  away  from 
Thalheimer's  hit-focused  strategy,  its  ex- 
CEO  remains  confident  in  his  product- 
picking  prowess.  "This  is  me  doing  my 
own  thing,"  he  says.  "I  don't  mind  if  90% 
of  my  business  is  one  product.  I  have  high 
confidence  in  my  batting  average."  ■ 


)&A 


>teven 
Jghtman 

EO,  SHARPER  IMAGE 


i  RICHARD  THALHEIMER'S  successor, 
:even  A.  Lightman  inherits  a  com- 
any  with  falling  sales  and  widening 
(sses.  To  turn  around  the  gadget  icon, 
ightman  is  abandoning  key  elements 
f  Thalheimer's  product  strategy. 

:  Your  predecessor  chose  products 
Imself.  What's  your  process? 

;:  We're  using  our  vendors  as  the  ex- 


perts to  help  us  pick 
merchandise,  rather 
than  us  telling  the  ven- 
dor what  we  want.... 
_,  For  a  few  items,  meant 

K  ^*W|^^  to  bring  the  most  ex- 
^^^S^^k  citement  and  image  to 
the  brand,  like  Donald 
Trump  brand  steaks,  we  also  use  a 
group  of  10  to  12  people.  It's  our  ex- 
ecutive team  plus  managers  from  the 
field  or  from  technology  or  finance.  It's 
about  sitting  down  and  brainstorming. 
We  try  to  come  up  with  one  idea  like 
that  per  month. 

Q:  Part  of  your  plan  is  to  simplify  the 
business.  How  are  you  doing  that? 

A:  We  used  to  have  a  different  offer  in 
each  sales  channel.  In  stores,  there'd  be 


20%  off'  a  $60  purchase.  The  catalog 
offered  15%  off.  On  the  Internet,  you 
could  get  free  shipping....  Consumers 
would  be  ftaistrated  and  not  under- 
stand why  they  couldn't  use  free  ship- 
ping in  both  places.  Now,  regardless  of 
channel,  we  have  the  same  offer. 

Q.  For  years,  Sharper  Image  depended 
largely  on  single,  heavily  marketed  hit 
products.  What's  changing? 

A:  We  want  to  be  driven  by  whole 
categories,  like  electronics  or  out- 
door goods.  Within  each,  we  have  a 
wide  range  of  price  points.  Previously, 
Sharper  was  carrying,  say,  five  kinds 
of  cameras  all  for  $299.  Now,  there's  a 
range  from  $199  to  $699....  We're  not 
going  to  build  the  business  around  one 
item  that's  40%  of  sales  anymore. 
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Finance  The  Market 

A  Stockpicker's 
Progress 

Despite  a  mixed  year,  our  Inside  Wall  Street 
columnist's  10-year  record  bests  the  big  indexes 


companies  in  2006,  quizzing  analysts 


KB 


BY  JOSEPH  WEBER 

FEW  STOCKPICKERS  CAN 
outperform  the  market  over 
the  long  haul.  But  Busi- 
nessWeek's Gene  G.  Marcial 
seems  to  be  one  of  them.  Since 
1997,  when  we  started  tracking 
the  performance  of  his  weekly 
"Inside  Wall  Streef  column,  Marcial's  picks 
have  bested  the  S&P  500,  Dow  Jones  Indus- 
trials, and  Russell  2000  indexes  after  one 
day  and  after  one,  three,  and  six  months. 
On  average,  his  stocks  returned  7.1%  in  six 
months,  two  percentage  points  ahead  of  the 
closest  index,  the  Russell  2000. 

He  had  mixed  results  in  2006.  Last 
year's  151  stock  picks  beat  five  bench- 
marks over  one-day,  one-month,  and 
three-month  periods.  After  six  months, 
Marcial's  picks  gained  an  average  of  5.7%. 
Those  returns  outpaced  the  NASDAQ 
Composite  (up  4.9%)  and  the  Russell  2000 
(5.3%).  But  they  trailed  the  S&P  500  (6.5%), 
Wilshire  5000  (6.6%),  and  Dow  (73%). 

To  compute  Marcial's  results,  we  take 
the  closing  price  of  each  company  on 
Thursday  when  it  appears  in  his  column 
after  the  market  closes  (the  column  is 
available  on  businessweek.com).  We  then 
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WALL  STREET  follow  the  picks 

WATCHER  It  can  for  the  next  six 

be  worth  paying  months,    calcu- 

attention  to  Marcial       lating  the  gains 
^^^^^^  or  losses  for  each 

company  over 
the  four  periods.  Next  we  compare  the 
performance  of  the  group  with  the  major 
stock  indexes.  (The  picks  of  BusinessWeek 
staffer  Mara  Der  Hovanesian,  who  filled  in 
for  three  weeks,  are  included  as  well.) 

As  he  has  done  for  25  years,  Marcial 
wTote  mainly  about  small  and  midsize 


investors  to  find  tmdervalued  compaii 
For  instance,  Marcial  highlighted  Al>ij[/i 
crombie  &  Fitch,  which  an  analyst  ca 
"one  of  the  best  values  in  specialty 
tail,"  arguing  its  teen  niche  wouldn't 
crimped  by  a  drop  in  consumer  spe^tf) 
ing.  It  rose  43.7%  in  six  months.         '  "T 

Of  course,  Marcial's  picks  can  chai  !^ 
direction  quickly.  Biotech's  Praecis  Pll  ^ 
maceuticals,  bought  by  GlaxoSmithKJ^  ,||5 
earlier  this  year,  jumped  22.3%  in  i  " 
first  day  of  trading.  But  after  six  monil  !- 
the  price  had  dropped  by  41%.  It  wsw  lic) 
similar  story  for  Northwest  Airlines: ' 
stock  nearly  doubled  in  four  weeks, 
investors  lost  those  gains  when  the  C( 
pany  emerged  from  bankruptcy  and  ^1^ 
shares  were  canceled. 

Other  airlines  proved  to  be  some 
Marcial's  biggest  winners.  UAL,  pai 
of  United  Airlines,  and  AMR,  which  o\ 
American,  racked  up  gains  of  88.9% ; 
59.2%,  respectively,  in  sLx  months.  Bfr" 

-With  Sarah  B.  Davis,  Michael  Mart]  ^ 
John  Peabody,  and  David  Pun  bGi 
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ONLINE  For  a  closer  look  at  Gene  Marcial's  2005 
scorecard,  go  to  businessweek.com/extras 
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Wall  Street's  Ways  in  2006 

Gene  Marcial's  weekly  column  featured  151  stock  picks  in  the  50  issues  of  Bus/nesslVeek  last  yea  — 
For  each  issue,  the  returns  for  his  picks  and  the  main  market  benchmarks  were  calculated  for  foic 
holding  periods.  The  2006  returns  were  averaged  over  all  50  issues.  Here  are  the  results: 


2006  RESULTS 


Inside  Wall  Street 


Standard  &  Poor's  500 


Dow  Jones  Industrials 


NASDAQ  Composite 


Wilshire  5000 


Russell  2000 


ONE  DAY 


1.5% 


-0.4 


-0.4 


-0.2 


-0.3 


-0.5 


ONE  MO. 


4.2% 


0.8 


1.0 


0.4 


0.8 


0.8 


THREE  MOS. 


3.7% 


2.7 


3.3 


2.8 


2.5 


SIX  IVIOSj  ii: 


579*^  'i 


6.5  ■  J- 


6.6; 


5.3 


Data:  SusinessWeek.Global  Insight. Standard  &  Poor's 


Beating  the  Benchmarks  Long-Term 

Inside  Wall  Street  has  highlighted  hundreds  of  companies  over  the  past  decade.  For  each  year 
since  1997,  we  have  used  the  same  methodology  to  evaluate  the  performance  of  the  column 
against  the  major  indexes.  Here  are  the  10-year  averages  for  the  four  holding  periods: 


1997-2006  RESULTS 


Inside  Wall  Street 


Standard  &  Poor's  500 


Dow  Jones  Industrials 


Russell  2000* 


ONE  DAY 


3.8% 


0.0 


-0.1 


0.0 


ONE  MO. 


4.3% 


0.6 


0.6 


0.8 


THREE  MOS. 


5.8% 


1.8 


2.6 


SIX  MOS 


7.19 


3.6 


16^ 


5.1 


•Russell  3000  in  1997  Data:  BusinessWeek,  Global  Insight.  Standard  &  Poors 
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le  Best... 

...and  the  Worst 

'/IE/SYMBOL 

RETURN 

NAME/SYMBOL 

RETURN 

ONE  DAY 

ONE  DAY 

Bcis  Pharmaceuticals  PRCS 

22.3% 

United  Parcel  Service  UPS 

-12.2% 

idarko  Petroleum  APC 

19.7 

UAL  UAUA 

-5.1 

.erGenSUPG 

18.2 

Repros  Therapeutics  RPRX 

-4.5 

idys  Pharmaceuticals  ANDS 

15.6 

Norfolk  Southern  NSC 

-3.0 

jntisVLTS 

16.1 

NeuroMetrixNURO 

-2.4 

sphere  ACUS 

14.3 

Aspect  Medical  Systems  ASPM 

-2.3 

1  wick  Valley  WWVY 

13.9 

Champion  Enterprises  CHB 

-2.1 

tex  Pharmaceuticals  COR 

13.0 

Renovis  RNVS 

-2.1 

us  CERS 

11.2 

Focus  Media  Holding  FMCN 

-2.1 

ligen  RGEN 

11.1 

Las  Vegas  Sands  LVS 

-2.1 

ONE  MONTH 

ONE  MONTH 

thwest  Airlines  NWACQ 

971 

Anadys  Pharmaceuticals  ANDS 

-28.4 

'BioSciencesYMI 

61.8 

Champion  Enterprises  CHB 

-25,4 

js  Media  Holding  FMCN 

49.6 

Acacia  Technologies  ACTG 

-24.6 

lis  Technologies  MDTL 

49.1 

Cortex  Pharmaceuticals  COR 

-22.5 

|erGenSUPG 

32.8 

NeuroMetrixNURO 

-18.0 

manian  Enterprises  HOV 

28.4 

American  Oil  &  GasAEZ 

-17.0 

Idarko  Petroleum  APC 

25.5 

iPasslPAS 

-15.9 

eels  Pharmaceuticals  PRCS 

25.5 

Signature  Bank  SBNY 

-14.9 

tentisVLTS 

25.4 

Sangamo  BiosciencesSGMO 

-14.6 

[QTXI 

24.9 

Cheesecake  Factory  CAKE 

-12.4 

THREE  MONTHS 

THREE  MONTHS 

BioSciencesYMI 

58.7 

ValentisVLTS 

-80.6 

us  Media  Holding  FMCN 

579 

Anadys  Pharmaceuticals  ANDS 

-66.4 

erGen  SUPG 

55.5 

Champion  Enterprises  CHB 

-63.4 

RAMR 

54.0 

Praecis  Pharmaceuticals  PRCS 

-50.7 

.UAUA 

51.5 

Lumera  LMRA 

-42.9 

Knot  KNOT 

40.2 

Aspect  Medical  Systems  ASPM 

-40.3 

^rcrombie  &  Fitch  ANF 

40.2 

iPass  IPAS 

-31.8 

ninalLMN 

38.3 

Cogent  COGT 

-28.4 

Vegas  Sands  LVS 

36.4 

Pozen  POZN 

-23.9 

dyear  Tire  &  Rubber  GT 

36.4 

Cortex  Pharmaceuticals  COR 

-23.6 

SIX  MONTHS 

SIX  MONTHS 

dyear  Tire  &  Rubber  GT 

114.2 

Northwest  Airlines  NWACQ 

-98.9 

>eland  BioLabsCBLI 

91.2 

ValentisVLTS 

-7Z6 

.  UAUA 

88.9 

NeuroMetrixNURO 

-51.4 

lis  Media  Holding  FMCN 

873 

Anadys  Pharmaceuticals  ANDS 

-49.3 

hina  ILMN 

70.6 

Pozen  POZN 

-44.8 

si  Dynamics  STLD 

63.9 

Champion  Enterprises  CHB 

-42.8 

?AMR 

59.2 

Aspect  Medical  Systems  ASPM 

-41.2 

lOr  Holdings  AH 

55.0 

Praecis  Pharmaceuticals  PRCS 

-41.0 

erGen  SUPG 

50.4 

Cogent  COGT 

-39.9 

rcrombie  &  Fitch  ANF 

43.7 

Lumera  LMRA 

-38.8 

N  iioomDerg  Financial  Markets.  Sus/nessWeek 
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MARKETWATCH 

Eyeing  trading  in 
Shenyang 


China:  The  Roar  of 
The  Whisper  Stoclcs 

Hot  tips— whether  well-researched  or  not— are 
fueling  a  buying  spree  by  small  investors 


BY  FREDERIK  BALFOUR 
AND  XIANG  Jl 

CHINA'S  REMARKABLE 
bull  run  has  changed  the 
lives  of  many,  but  perhaps 
none  so  much  as  that  of 
Wang  Xiujie.  The  bespec- 
tacled former  bank  clerk 
transformed  himself  into 
a  stock  market  maven  called  Daitou  Dage, 
or  Big  Brother  Leader,  a  self-proclaimed 
"professional  speculator"  who  "made  a 
killing"  in  stocks,  bonds,  futures,  stamps, 
and  antiques.  The  33-year-old  tapped  out 
an  earthy,  profanity-laden  blog  that  dis- 
pensed investing  tips  to  China's  swelling 
ranks  of  red  capitalists.  By  this  spring,  he 
had  become  one  of  China's  most  popular 
bloggers,  logging  3.4  million  hits  from 
February  to  July  by  Wang's  count.  In  a 
photo  on  his  Web  site,  Wang  poses  as 
a  James  Bond  wannabe,  complete  with 
tuxedo  and  pistol.  But  instead  of  007,  he 
fancies  himself  "777,"  which  in  Chinese 
sounds  like  "rise-rise-rise."  And  thafs 
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exactly  what  Wang  predicted  the  market 
would  continue  doing. 

Unfortunately  for  Agent  777,  it  seems 
he  never  had  a  license  to  make  a  killing. 
On  July  26,  the  China  Securities  Regula- 
tory Commission  announced  Wang  had 
been  arrested  on  charges  of  running 
more  than  a  dozen  illegal  online  invest- 
ing clubs,  which  had  netted  him  more 
than  $1.3  million.  Nearly  1,000  people 
paid  subscription  fees  to  receive  buy 
and  sell  recommendations  from  him  via 
instant  messages,  according 
to  a  CSRC  statement.  At- 
tempts to  locate  Wang  or  his 
lawyer  were  unsuccessful, 
but  in  his  last  blog  entry, 
dated  July  1,  Daitou  Dage 
challenged  allegations  that 
his  tips  had  caused  people 
to  lose  money. 

Wang's  blog  is  typical  of 
the  kind  of  place  mainland- 
ers  look  to  for  guidance 
on  investing  these  days.  As 


Blog  star 
Wang  netted 
more  than 
$1.3  million 
before  his 
recent  arrest 


the  number  of  trading  accounts  in  t 
country  has  jumped  28%,  to  95  milli( 
so  far  this  year,  the  benchmark  CSI 3 
index  has  shot  up  110%.  But  rati 
than  boning  up  on  concepts  such 
price-earnings  ratios  or  dividend  yiel 
many  investors  turn  to  putative  expe 
like  Wang.  China  today  is  awash 
CNBC-style  TV  shows  with  names  su 
as  Securities  Live  and  Finance  Urn 
Heaven,  which  trot  out  investment  ai 
lysts  and  throw  up  snazzy  charts  a 
other  graphics.  Meanwhile,  the  Web 
home  to  Money  Dragon,  Great  Wisdo? 
and  myriad  other  investing  sites,  as  w 
as  countless  bloggers  such  as  "The  Gc 
father  of  Stocks"  and  "Golden  Stoc 
King."  "That  environment  provides  t 
soil  to  set  yourself  up  as  a  blogger  o 
pundit  where  the  best-sounding  stor] 
the  most  authoritative,"  says  FraserJ 
Hovvie,  who  manages  the  China  po 
folio  for  brokerage  CLSA  Asia-Pac- 
Markets.  "In  the  middle  of  a  raging  b 
market,  good  research  and  meaningi; 
analysis  just  don't  matter."  , 


OVERWORKED  REGULATORS 

TO  BE  SURE,  mainland  brokerages  pu 
lish  plenty  of  research,  the  quality ' 
which  has  improved  steadily.  But  mo 
small-time  traders  find  these  repoi, 
impenetrable.  "I  read  them,  but  qu|l 
honestly,  I  don't  understand  then 
says  Xu  Wenjie,  a  22-year-old  wl 
works  at  a  travel  agency  in  Shang^ 
In  June  he  pumped  $460  into  a  sin| 
stock— a  hydroelectric  power  com{ 
ny— but  the  value  of  that  investnif 
has  since  fallen  to  $350. 

The  perception  that  the  little  gi 
are  at  a  disadvantage  to  high-powei 
investors  is  sure  to  create  a  continuii 
audience  for  Internet  tipsters.  "Theyl)|[fl] 
ten  to  those  who  pretend  to  have  bet^  , , 
information,"  says  Tian  Rencan,  ch 
executive  of  Fortis  Haitong,  a  fund  m< 
agement  company  in  Shanghai.  Chin 
securities  watchdog  says  it's  trying 
protect  unwary  citizens  from  the  likes 
Daitou  Dage,  but  the  agency  already  \ 
its  hands  full  trying  to  co 
bat  such  problems  as  ins 
er  trading  and  mislead! 
or  incomplete  financial  d 
closures  from  listed  com] 
nies.  And  while  Wang  ir 
have  been  silenced,  othi 
vAW  surely  emerge  to  ts 
his  place.  As  Daitou  Da 
bragged  online:  "Peoji 
say  I'm  insane,  but  th«! 
are  many  insane  people  )i 
vesting  alongside  me."  I 
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f  1^5/VrS  £7f  AM/VD  AN  IMPRESSIVE  ENTRANCE 

\t  Advertising  Week  DC  is  the  biggest  gathering  of 
n  keting  and  advertising  professionals  in  the  Washington 
)( area.  Broadcast  your  success  as  you  step  out  of  a 
0 1  car  to  join  your  peers  from  DCs  most  ^  , 

T'ltive  agencies  and  marketing  departments 
r  what  better  way  to  relax  after  a  fulfilling 
Igof  sessions  and  networking  than  In  the 
)3(  of  a  130-foot  stretch? 

\CVeek  DC.  It's  so  big,  you  migiitjust  need 
HHummer. 

Wtember  17-21, 2007 

%:  www.adwkdc.com  to  register. 


Arlverlising  Week  is  real.  J  Street  Limos  is  not. 
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InfoTech  Innovations 

Just  Ahead:  The  Web 
As  a  Virtual  World 

Imagine  being  able  to  have  a  digital  replica  of 
yourself  stroll  from  one  site  to  another 


BY  AILI  McCONNON 

HEN  GOOGLE 

Earth  launched  in 
2005,  users  were 
exhilarated  to  type 
in  their  home  ad- 
dress, see  the  earth 
as  if  they  were 
floating  in  space,  and  then  swoop  down 
to  view  a  satellite  image  of  their  house  or 
apartment.  These  days  users  have  moved 
on  to  upgrading  Google  Earth  with  their 
ovm  photographs  and  three-dimensional 
digital  replicas  of  buildings.  But  one  day 
they'll  be  able  to  alight  on  a  Google  Earth 
street  and  meet  someone  else  there— and 
even  have  a  conversation. 

That  sort  of  encounter  is  still  a  few 
years  off,  but  it's  no  pipe  dream.  Google, 
Second  Life  creator  Linden  Lab,  IBM, 
and  a  bevy  of  additional  companies  are 
moving  toward  the  day  when  you  can 
stroll  around  a  3D  Web— and  not  just 
their  own  sites— using  a  virtual  replica 
of  yourself  that  you've  created.  They  are 
working  to  establish  technical  standards, 
open  to  all  programmers,  that  would 
allow  the  entire  Internet  to  become  a  gal- 
axy of  connected  virtual  worlds. 

In  this  fiiture  scenario,  you  could  go 
mall  shopping  with  a  gang  of  friends 
during  a  lunch  break,  even  while  you 
remain  miles  apart.  In  reality,  you'd  all 
be  pinned  to  your  work  terminals,  but  on 
that  screen  you  would  be  transported  to  a 
digital  replica  of  the  shopping  center.  As 
you  walk  by  a  sale  at  a  virtual  jeans  store, 
Web  cameras  in  the  real  store  let  you 
see  how  crowded  it  actually  is,  in  case  a 
popular  item  is  selling  out.  Your  avatar, 
set  to  your  body's  measurements,  tries  on 
the  jeans  and  spins  around  to  show  them 
to  your  pals.  You  might  buy  the  pants 
online  or  visit  the  physical  store  later.  Ei- 
ther way,  you'd  have  had  a  fun  afternoon 
without  leaving  your  cubicle. 

Such  an  advance  in  technology  wall 


require  overcoming  massive  hurdles.  The 
computer  interface  to  take  3D  imagery 
and  interaction  beyond  the  confines  of 
Second  Life  or  other  virtual  simulations 
will  have  to  be  intuitive  to  users.  That 
would  entail  breakthroughs  on  the  order 
of  those  that  took  Web  pages  from  static 
documents  to  dynamic  pages  updated  in 
real  time  and  navigated  via  hyperlinks. 
"It  feels  like  the  early  days  of  the  Inter- 
net," says  Steve  Prentice,  a  vice-president 
at  Gartner  Research.  Gartner  estimates 
that  by  2011,  80%  of  Internet  users  and 
major  companies  will  have  avatars,  or 
digital  replicas  of  themselves,  for  online 
work  and  play. 

For  all  the  flurry  of  excitement,  there's 
still  a  lot  of  skepticism  among  tech  ex- 
perts about  whether  companies  can  agree 
on  standards  that  would  allow  an  open 
3D  world  to  exist.  After  all,  look  at  the 
batde  still  raging  over  the  HD  DVD  and 
Blu-ray  DVD  standards.  For  now,  Second 
Life,  There.com,  and  other  virtual  worlds 
are  fenced-in  spaces  where  one  company 
calls  all  the  shots.  If  a  consumer  creates 


The  Web  Gets  Real 

It's  fine  to  search,  read  text,  or  buy  things  with  a  credit 

card  using  conventional  Web  sites.  But  some  online 

activities  might  be  best  done  in  three  dimensions: 


CLOTHES  SHOPPING  Having  an  avatar  with  your  body 
measurements  would  let  you  determine  whether  a  given 
style  of  sweater  or  slacks  actually  suits  your  figure. 


THE  BIG  GAME  You  wouldn't  need  to  travel  or  pay  as 
much  for  a  ticket  to  a  concert,  movie,  or  sports  event  if 
you  did  it  in  a  virtual  world.  And  you  could  still  go  with 
friends. 


OUT  ON  THE  TOWN  Want  to  scout  out  the  best  digs  or 
which  historic  sites  to  see  on  your  next  vacation?  Walking 
through  digital  replicas  of  neighborhoods  or  sites  could 
improve  your  itinerary. 


an  avatar  or  a  company  creates  a  v 
tual  storefront,  they're  stuck  in  that  si 
Avatars  can't  stroll  from  an  American  A 
parel  store  in  Second  Life  to  Wells  Fargi 
stand-alone  virmal-world  bank. 

So  it  could  take  up  to  a  decade  befc 
anything  like  this  becomes  mainstrea 
But  companies  already  are  developi 
new  browsers  and  other  technologi 
that  are  the  baby  steps  toward  maki 
the  3D  Net  a  reality.  Linden  Lab  pla 
to  publish  the  software  code  for  its  sei 
ers  within  a  year  or  tv 
When  it  does,  develops 
will  be  able  to  modify 
to  create  their  own  St 
ond  Life-like  sites  a; 
build  connections  so  tl 
a  store  or  other  applic 
tion  in  one  virtual  s  ■ 
could  interact  with  the 
in  others,  says  Cory  0 
drejka.  Linden  Lab's  ch  , 
technology  officer.  T  j 
company  has  not  decid  i 
whether  it  will  hand  t 
code  to  a  standards  bo 
to  oversee  or  will  write 
get  it  working,  and  ho 
to  set  a  de  facto  standa 
the  way  Microsoft  Corp 
Windows  trounced  Ap{ 
Inc.'s  platform  by  ope 
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ip  in  the  1980s. 

ithin  18  months,  one  of  the  stan- 
s  groups,  the  WebSD  Consortium, 
:s  to  launch  an  avatar  that  can  jump 
een  sites,  says  Rita  Turkowski,  the 
p's  executive  director.  The  consor- 

comprises  big  companies  like  Sun 
■Qsystems  Inc.  and  smaller  business- 
lat  do  3D  modeling  for  the  likes  of 

Oil  Co.  It  is  striving  to  develop  3D 
its  and  scenes  that  work  in  a  variety 
plications  through  a  shared  file  for- 
:alled  X3D.  The  interoperable  avatar 
J  will  be  approved  by  the  I.S.O.,  an 
oization  that  has  verified  technical 
lards  like  the  JPEG,  a  shareable  for- 
for  digital  images,  for  its  157  mem- 
iountries. 

G-AND-DROP  WORLDS 

3  E  VIRTUAL-WORLD  creators  already 
ii  urage  open  technologies.  The  Multi- 
ivt  Network  Inc.,  founded  by  several 
II  Netscape  employees,  has  developed 
/ars  that  can  move  from  one  world 
)  e  next.  But  people  need  to  use  the 
^nanys  "world  browser,"  which  surfs 
ti  worlds  created  using  Multiverse 
)lv'are  tools.  The  company's  business 
icel  encourages  experimentation:  It 
rv;  away  the  tools  so  that  users  can 
ul  their  worlds  for  free.  More  than 
Oi  are  in  the  works.  If  those  worlds 


generate  a  profit  on  digital  sales,  the 
company  collects  10%.  Qwaq,  a  com- 
pany based  in  Palo  Alto,  Calif,  has  also 
developed  tools  to  build  virtual  worlds, 
for  customers  such  as  Intel  Corp.  and 
BP  PLC.  Different  companies,  such  as  a 
vendor  or  a  supplier,  can  connect  their 
virtual  spaces  and  drag-and-drop  any 
document,  spreadsheet,  or  Powerpoint 
presentation  from  their  desktop  into  the 
"world"  to  share  with  others. 

Researchers  have  very  different  visions 
of  what  a  3D  Internet  will  look  like.  Most 
agree  it  would  not  eliminate 
the  Web  as  we  know  it.  Rath-    "V^ii  poillH 
er,  it  will  be  possible  to  move     1  vJ  U.  CU  U-lCl 
back  and  forth  between  Web    WT'Ot'Cfl  3.  rC3.1 
sites  and  virtual  worlds,  just    -       -  ^ 
as  we  now  swatch  between     03.11  ff 3.1116 
reading  a  news  article  and  *-«-'Uf*  *         A 

watching  a  video  clip  on    WIlJI  rrlCllQS 
YouTube.  For  searching  or 
reading  text,  today's  sites 
work  fine  and  will  continue 
to  do  so.  But  a  3D  Inter-    ^^^^^^ 
net  could  make  possible  a    ^^^^^^ 
virtual  version  of  activities 
you  might  do  in  real  life  with  like-minded 
people.  You  could  buy  tickets  to  a  baseball 
game  on  a  standard  Web  site,  for  instance, 
but  then  go  to  a  stadium  in  a  separate 
virtual  world  to  meet  up  with  your  friends 
and  watch  the  game  (at  a  lower  price  than      virtual  street. 


3t3virtu3l 
st3dium 


the  real  thing,  one  hopes). 

Exploring  real  estate  or  anything  spa- 
tial is  another  area  where  3D  might 
make  sense,  says  Thomas  W.  Malone,  a 
management  professor  at  Massachusetts 
Institute  of  Technology.  Before  booking  a 
hotel  room  or  renting  an  apartment,  you 
could  walk  through  a  realistic  digital  ver- 
sion of  the  property  and  look  at  it  from 
any  perspective  you  want  or  check  out 
a  few  blocks  in  the  surrounding  neigh- 
borhood. That  should  be  a  big  improve- 
ment over  the  wide-angle  video  tours  on 
today's  hotel  and  real  estate  Web  sites. 

Still,  something  as  simple  as  taking 
your  avatar  fi-om  one  Web  site  to  another 
requires  the  back-end  technology  of  dif- 
ferent sites  to  communicate  in  a  lingua 
franca.  And  portable  avatars  raise  a  host 
of  legal  considerations  about  who  owns 
them  once  they're  on  the  move— the  user 
or  the  companies  that  own  the  originat- 
ing site.  "It  may  make  sense  not  to  move 
the  whole  avatar,  but  just  the  important 
characteristics,"  says  Sandy  Kearney, 
IBM's  global  head  of  3D  Internet. 

Practically  speaking,  it  could  mean  that 
when  you  move  from  a  social  networking 
site  such  as  MySpace  into  a  virtual  world 
like  There.com,  your  list  of  friends  and 
your  basic  details  (gender,  age,  ethnicity) 
move,  too.  Or  it  could  mean  that  you  ap- 
pear as  a  cartoony  purple-haired  digital 
person  in  a  social  virtual  world  but  that 
your  outfit  morphs  into  a  corporate  suit 
when  you  enter  your  employer's  3D  site. 

For  now,  some  companies  are  focus- 
ing on  making  less  complicated  digital 
objects,  such  as  buildings,  "moveable" 
across  the  Web.  In  2006,  Google  acquired 
the  company  that  created  Sketch-Up,  a 
design  tool  that  lets  the  masses  create 
3D  objects  and  import  them  into  applica- 
tions such  as  Google  Earth.  Google  Earth 
also  supports  a  file  format 
called  COLLADA,  originally 
developed  by  Sony  Corp.  for 
PlayStation.  Now  Google, 
Apple,    DaimlerChrysler, 
Nokia,   Intel,   and   others 
support  COLLADA,  too. 

Those  may  turn  out  to 
be  important  first  steps  to- 
ward a  broader  3D  Web. 
Google  is  already  working 
to  connect  the  250  million 
'  users  of  Google  Earth  to 

make  it  more  of  a  social 
networking  space,  says  Peter  Birch,  a 
Google  product  manager.  Today,  enthusi- 
asts chat  and  network  in  separate  discus- 
sion boards  and  blogs.  Tomorrow,  they 
may  take  that  conversation  out  into  the 
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SciTech  Pharmaceuticals 


Putting  Dru 
Back  in  the 

Efforts  to  curb  consumer  advertising  are 
growing,  but  so  far  have  met  little  success 


BY  ARLENE  WEINTRAUB 

IF  REPRESENTATIVE  HENRY  WAX- 
man  (D-Calif.)  had  his  way,  you 
might  not  get  to  see  that  little  but- 
ter%  that  has  been  fbttering  all 
over  your  TV  screen  to  advertise 
the  insomnia  remedy  Lunesta.  Wax- 
man  has  spent  much  of  the  summer 
pushing  legislation  to  limit  direct-to-con- 
sumer  advertising  of  drugs  that  have  been 
on  the  market  less  than  three  years.  His  ef- 
forts came  up  short.  Congress  considered 
the  ad  restrictions  Waxman  and  others 
were  trying  to  attach  to  a  big  drug  safety 
bill  they  passed  in  July.  But  after  a  debate 
about  drug  companies'  right  to  free  speech, 
the  ad  restrictions  were  stripped  out. 

The  mighty  drug  lobby  has  chalked  up 
another  victory— but  the  fight  over  drug 
advertising  isn't  over.  Critics  are  increas- 
ingly concerned  that  the  ads  encourage 
consumers  to  demand  drugs  they  don't 
need  and  that  may  cause  harmftil  side 
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effects  down  the  road.  A  moratorium  on 
advertising,  some  say,  would  give  the 
Food  &  Drug  Administration  and  phar- 
ma  companies  more  time  to  understand 
the  risks  before  ads  for  these  remedies 
are  plastered  all  over  the  place. 

One  watchdog,  Representative  Pete 
Stark  (D-Calif.),  has  an  intriguing  idea. 
He  recently  introduced 
a  bill  proposing  that  if  a 
drugmaker  runs  consumer 
ads  for  a  product  that  has 
been  on  the  market  less 
than  two  years,  it  cannot 
claim  them  as  a  business 
expense  on  its  taxes.  Hit- 
ting the  industry  where  it 
hurts— the  bottom  line— is 
his  attempt  to  discourage 
advertising  while  skirting 
concerns  about  freedom  of 
speech.  The  ads,  Stark  says, 
"don't  tell  the  whole  story. 


We  need  to  give  people  time  to  imdersta, 
the  pros  and  cons  of  a  drug." 

Happy  patients  raving  about  presc 
tion  drugs  on  TV  is  an  American 
nomenon.  Only  one  other  country, 
Zealand,  allows  drug  companies  to  m 
ket  their  products  directly  to  consume 
all  others  deem  it  too  dangerous.  Yet' 
the  U.S.,  targeting  consumers  has 
come  a  huge  business.  Unknown  befn 
1997,  when  the  FDA  relaxed  its  rules, 
drug  advertising  surged  to  $5.3  billi( 
in  2006,  up  14%  from  2005,  according 
New  York-based  ad  tracker  TNS  Met 
InteUigence.  Ad  spending  in  the  phan. 
sector  grew  faster  than  in  any  otl 
industry  among  the  top  10  spenders, 
eluding  autos  and  telecom.  And  the  ihr[ 
most  heavily  advertised  drugs— Lune!>, 
and  Ambien  CR  for  sleep  and  Cymba 
for  depression— were  approved  just«j 
the  past  three  years. 
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THE  STAT 


$5.3 

billion 

Amount  pharma 

companies  spent 

on  ads  in  2006,  up 

14%  from  2005 

Data:  TNS  Media  Intelligence 


NEW  YORK  REVOLT 

THE  PROSPECT  OF  losing  all  that  il 
revenue  is  enough  to  cause  executivest  „', 
a  few  heavy-hitting  industries  to  retn  t, 
for  the  heartburn  medicine.  (Perhdl  ^ 
Nexium,  the  fifth-most-heavily-advertia  ^ 
drug  last  year?)  The  revolt  against  WH  ^ 
man's  bill  was  led  by  three  members  i  ,l 
Congress  from  New  York,  home  to  mo 
of  the  major  TV  networks  and  advertj 
ing  agencies,  not  to  mention  drug  giaii  | 
Pfizer  Inc.  and  Bristol-Myers  Squibb.    ^' 

The  industry's  trade  group,  Ph; 
ceutical  Research  &  Manufacturers 
America  (PhRMA),  says  the  ads  beni 
public  health  by  encouraging  people 
see  their  doctors  about  conditions  tb 
might  not  othenvise  know  they  can 
As  for  side  effects,  "Our  feeling  is  ii 
when  a  drug  is  approved,  the  FDA  h 
already  made  an  assessment  that  it 
safe,"  says  Scott  Lassman,  PhRMA's  i 
nior  assistant  general  counsel. 

Critics  of  drug  advertising  a 
alarmed  by  the  combined  clout  i 
pharmaceutical  companies  and  mect^  *" 
giants.  "Public  policy -j 
about  capital,  not  pUf^ 
lie  interest,"  says 
Abramson,  clinical  instn* 
tor  at  Harvard  Medici 
School  and  author  oft 
book  Overdosed  Amerk 


k[ 
ft 
tor 

Si 


which  explores  the  con. 
mercialization   of  heal',  . 
care.  Abramson  adds  tli  ™" 
there  are  now  two  dn 
lobbyists  for  every  mei* 
ber  of  Congress,  up  frcrj  "J- 
one  when  his  book  w 
published  in  2004.  ■   ' 
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[teaching  old 
iigs  new  tricks 

ine  way  to  stop  the 
id  of  antibiotic-resistant 
jria  is  to  interfere  with 
ability  to  procreate.  A 
of  researchers  at  the 
irsity  of  North  Carolina 
apel  Hill  have  found  a 

0  do  that,  using  drugs 
:reat  bone  loss  from 
er  and  other  diseases, 
irugs,  known  as 
losphonates,  block  a 
nzyme,  thus  preventing 
li  bacteria  from  passing 
5  the  gene  that  makes 

1  resistant  to  antibiotics, 
icientists,  who  reported 
discovery  in  a  recent 

e  edition  of  the 
sedings  of  the  National 
emy  of  Sciences,  plan 
stthe  drugs  in  other 
Dorn  bugs,  such  as  those 
:ause  staph  infections 
)neumonia. 


fat-fighting  drug 
lit  help  kill  tumors,  too. 
itists  at  Wake  Forest 
rsity  School  of  Medicine 
nston-Salem,  N.C., 
discovered  that  the 
orlistat,  known  by  the 
d  names  Xenical  and 
Diocks  a  protein  found 
1  Dstate  cancer  cells. 
li  interaction  causes  the 
:a  erous  cells  to  die.  The 
.rem,  described  in  the  July 
i(  ine  edition  of  Nafure 
)f/  :tural  &  Molecular 
?i()gy,  is  also  active  in  other 
yfi  of  cancer. 


THE  CANCER  FRONT 

SCORPIONS  RISING 


,^^ 

> 


GREEN  FUEL 

FROM  POND 
SCUM  TO  THE 
JET TANK 

BOEING  HAS  teamed  up  with 
a  handful  of  airhnes  to 
figure  out  how  to  make  a  jet 
engine  thaf  s  efficient  and 
environmentally  friendly. 
Among  the  candidates  for  the 
biofuel  that  will  power  this 
engine:  algae. 

Turns  out  the  green  gunk 
that  coats  stagnant  ponds 
and  unkempt  aquariums 
offers  advantages  over 
other  efficient  fuels,  such 
as  ethanol  made  from  corn. 
Algae-based  fuels  may  hold 
up  better  in  the  extreme 
temperatures,  pressures,  and 
weather  conditions  at  which 
jets  operate.  What's  more, 
algae  is  abundant  and  grows 
naturally,  which  should 
make  it  cheaper  to  harvest 
than  crop-based  fuels. 
Boeing  is  working  on  the 
project  with  New  Zealand- 
based  Aquaflow  Bionomic 
and  Air  New  Zealand. 

Separately,  Boeing  is 
testing  other  types  of  biofuel 
v^ath  Virgin  AlJantic  Airways 
in  an  effort  to  convert  an 
engine  to  run  on  clean  fuel 
by  2008.  A  spokesman  says 
one  promising  candidate  is 
babassu,  a  Brazilian  fruit 
similar  to  the  coconut. 

-Tyler  Hill 


THE  BEST  WAY  to  get  rid  of 

a  cancerous  tumor  is  to  cut 
it  out.  But  surgeons  often 
leave  behind  a  few  cells, 
which  allows  the  cancer 
to  reemerge  and  spread.  A 
team  of  researchers  from 
Seattle  Children's  Hospital 
Research  Institute  and 
Fred  Hutchinson  Cancer 
Research  Center  may  have 
a  way  to  help  surgeons 
more  precisely  eliminate 
all  of  the  original  cancer 
cells,  by  "painting"  them 


with  a  protein  derived 
from  scorpions. 

The  scientists  discovered 
that  a  protein  called 
chlorotoxin,  found 
in  the  venom  of  the 
deathstalker  scorpion, 
binds  to  brain  tumor  cells 
minutes  after  if  s  injected. 
When  combined  with  a 
fluorescent  molecule,  the 
protein  lights  up  the  cancer 
cells,  allowing  surgeons  to 
see  them  in  real  time.  This 
is  particularly  useful  in 
brain  tumors,  where  about 
80%  of  cancers  recur  at 
the  edges  of  the  surgical 
site.  The  compound  has 
been  successftilly  tested 
in  mice,  and  the  scientists 
are  preparing  to  seek  Food 
&  Drug  Administration 
approval  for  human  trials. 
-Catherine  Amst 


SMART  SIGNS 

INTERSECTIONS  WITH 
BUILT-IN  BRAINS 


SCIENTISTS  AT  Technion-Israel 
Institute  of  Technology  in 
Haifa,  Israel,  are  creating 
traffic  signals  that  may  be 
smart  enough  to  prevent  car 
crashes.  The  team  connected 
computers  and  cameras  to 
"stop"  and  "yield"  signs. 
Wlien  the  cameras  spot 
two  cars  approaching  an 
intersection,  the  computer 
calculates  the  coUision  risk  and 
then  flashes  warning  Ughts  on 
the  sign  to  alert  the  drivers  to 
slow  down  or  stop.  The  system 
is  currently  being  tested  at 
two  busy  intersections  in  Tel 
Aviv,  where  limited  visibihty 
and  high  speeds  make  driving 
particularly  hazardous,  says 
David  Mahalel,  head  of 
Technion's  Transportation 
Research  Institute. 

The  team's  next  goal  is  to 
invent  a  smart  traffic  light. 
When  a  driver  doesn't  stop 
at  a  red  light,  the  system 


will  delay  the  green  light 
on  the  other  side,  so  the 
offending  driver  can  clear  the 
intersection  wdthout  causing 
a  crash.  The  same  technology 
might  be  able  to  spot  and 
report  drivers  who  violate 
traffic  laws. 
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Making  a  Case 

For  Allergy  Sufferers 

When  Gary  Goldberg's  son  had  trouble  with 
mattress  mites,  a  business  idea  was  born 


BY  MICHAEL  LOEB 

GARY  GOLDBERG'S  AHA! 
moment  came  in  the 
spring  of  2004,  when  Dr. 
Robert  Klein,  a  pedia- 
trician at  Rhode  Island 
Hospital,  told  him  how 
difficult  it  was  to  combat 
allergen-related  illnesses.  Those  conver- 
sations, coupled  with  Goldberg's  own 
8-year-old  son's  struggles  with  allergies, 
left  the  third-generation  textile  special- 
ist convinced  tliere  was  a  big  market  for 
products  to  serve  the  60  million  U.S.  al- 
lergy sufferers. 

Today,  37-year-old  Goldberg  is  pres- 
ident of  East  Providence  (R.I.)-based 
CleanBrands,  which  has  developed  a 
unique  line  of  mattress  and  pillow  cov- 
ers, called  Clean  Rest  encasements,  that 
prevents  sleepers  from  inhaling  aller- 
gens, like  dust  mites,  that  live  in  their 
beddings  naturally. 

After  two  successful  tests  in  Bed,  Bath, 
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&  Beyond  stores  from  February  through 
August,  2006,  CleanRest  products  were 
rolled  out  in  all  850  of  that  retailer's 
stores  in  September.  And  last  Novem- 
ber, Goldberg  WTapped  up  $9  million 
in  venture  funding.  In  the  first  half  of 
this  year,  the  company  had  revenues 
of  $2.9  million.  CleanRest,  _ 
which  also  protects  against  ^^^^^^ 
bedbugs,  is  the  first  encase- 
ment series  to  wan  asthma 
prevention  certification 
from  the  Asthma  &  Allergy  Foundation 
of  America.  Mike  Tringale,  director  of 
external  affairs  at  AAFA,  says  of  15-per- 
son  CleanBrands:  "They  have  trumped 
the  industry  standard." 

Early  on,  Goldberg  noticed  that  many 
existing  encasement  products  were  im- 
permeable vinyl  or  plastic  fabrics  that 
were  uncomfortable  to  sleep  on  and 
ripped  when  washed.  Other  encasements 
made  of  woven  fabrics  had  pores  that 
were  too  large,  allowing  allergens  inside 


Small  Biz 


BED  HEAD  Goldberg  the  mattress 
aims  to  extend  his  slip  through 
Clean  line  beyond  into  the  sleet 
piHowsand sheets  ^^^  Goldbe 
breath  ab 
washable  variation  is  made  ofduni 
micro -denier  polyester  adhered  to  a 
that  has  no  pore  larger  than  one-th 
sandth  of  a  millimeter  in  diameter- 
small  for  allergens  to  penetrate. 

FABRIC  COCKTAILS 

FOR  A  YEAR  and  a  half,  Goldberg  v 
through  a  trial-and-error  process  ofi 
vising  the  best  mix  of  fibers,  adhesii 
and  films  using  factories  in  South  Kw 
to  create  the  fabric  and  in  Mexicct 
sew  it  together  (in  August,  2006/ 
moved  sewing  operations  to  China)i 
Christmas,  2005,  Goldberg  develdi 
the  right  fabric  cocktail  and  approaa 
Alan  J.  Natowitz,  vice-president  and  ^ 
eral  merchandise  manager  for  Bed,  I 
&  Beyond.  Within  an  hour,  the 
agreed  in  principle  to  test  CleanRest 
30  stores. 

With  that  initial  test  looming,  G( 
berg— who  had  already  invested  na 
$750,000  of  his  own  cash  designing » 
manufacturing  the  encasements— reals 
he  needed  a  financial  partner.  So  he  tuu 
to  GiU  Broome,  a  managing  partner  r 
Northbridge  Equity  Partners,  whomt 
had  met  through  a  ftiend.  Besides  ani 
tial  $9  million  investment,  Broome,  t 
chairman  of  CleanBrands'  board,  belirf 
he  wall  pump  an  additional  $30  mill 
into  the  company  over  several  years.  "7 
is  an  example  of  a  good  story  and  a  g 
business  idea,"  says  Broome.  "We  arei 
ating  a  brand  name." 

Goldberg  says  he  functions  as  t 
face  of  the  company  while  his  empij 
ees,  most  of  whom  are  in  their  * 
30s  and  early  40s,  are  given  autonfll 
to  manage  the  day-to-day  activitieu 
product  development,  quality,  andd 
livery.  Says  Goldberg  ok 
team:  "I  want  people  to! 
press  their  individualitil| 
Good  leaders  say  [to  tl 
employees]:  'What  do 
think?'  Not,  Tell  me  what  I  think.'" 

Since  late  June,  CleanRest  has  » 
panded  its  distribution  and  can  no\i» 
found  in  150  Target  stores  in  South* 
California  and  the  Adanta  area.  Althoi 
Goldberg  hopes  someday  to  expand  i 
other  allergen  protection  goods  un 
the  Clean  banner,  rolling  out  his  ( 
rent  line  is  Job  One.  "I  know  we  ha^ 
great  product,"  he  says  of  the  CleanSi'  '•' 
series.  "The  adventure  for  me  is  to  c 
vince  the  consumer."  ■ 
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BRAD  SMITH 


SENIOR  MANAGER,  FEDEX  GROUND 
TULSA,  OKLAHOMA 


4,000  BOXES. 

120  MILES. 

AND  A  2-DAY  SHUFFLE 


FedEx  Ground  facility  learned  it  would  receive  a 
ipment  of  4,000  packages  from  a  major  retailer. 

)unds  great,  except  their  normal  volume  was  400  a  day. 

ley  definitely  needed  help. 

hen  they  asked  FedEx  Ground  Senior  Manager  Brad 
nith  for  a  hand,  he  and  his  team  gladly  accepted  the 
allenge.  It  was  something  he'd  never  done  before: 
Ck  up  thousands  of  packages  from  another  terminal 
10  miles  away  and  process  them  in  his  own  facility. 


It  went  off  without  a  hitch.  As  Brad  put  it,  "i  didn't  want 
to  give  the  customer  a  reason  to  look  anywhere  else." 

Brad  Smith  is  one  of  over  275,000  FedEx  team  members 
worldwide  dedicated  to  every  FedEx  experience. 


^:«  -► 


Ground 

To  see  more  stories  from  around  the  world,  go  to  fedexstories.com 


No  warranties  or  representations,  express  or  implied,  are  extended.  Service  and  limits  of  liability  are  governed  by  the  terms  and  conditions  in  the  FedEx  Service  Guide  at  fedex  com. 
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Marketing  The  Environment 
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suiting  firm,  but  BusinessWeek's  examh 
tion  of  Icelandic's  environmental  rape) 
reveals  that  the  company  has  not  zer; 
out  all  of  its  emissions.  More  broai 
the  reports  indicate  just  how  diflficui 
would  be  for  the  bottled  water  indusi 
which  has  soared  to  $11  billion  in  1 
sales,  to  address  consumer  anxiety  ab 
its  role  in  global  warming. 

Beyond  its  reliance  on  geothen^ 
power,  Icelandic  says  it  buys  "carbon  r 
sets"  to  abate  the  environmental  effi 
of  its  shipping  activity.  Offsets,  typia 
purchased  through  a  broker  and  incra 
ingly  popular  in  many  industries,  i 
resent  a  promise  that  some  third  pj| 
is  lowering  its  emissions  by  a  speciK 
amount.  As  they  have  proliferated,  offsl 
have  often  been  manipulated  to  exagg 
ate  emission  reductions  (BW— Mar.  2 

To  counterbalance  all  of  its  greenhcM 
gases  for  the  year  ending  in  March,  201 
Icelandic  says  it  purchased  offsets  com 
ing  552  tons  of  emissions.  But  thati 
surprisingly  modest  figure  for  a  compq 
with  global  operations.  If  s  equivah 
to  the  emissions  from  only  23  avers 
Americans  during  the  course  of  a  yi; 
How  can  diat  suffice  for  a  company  f 
ships  millions  of  botties  of  water,  wei< 
ing  eight  pounds  per  gallon,  for  distam 
up  to  4,300  miles?  i 

A  close  look  at  one  company's  claims  of  "carbon  ^^'^^  "^^^^ 

.T^,_95  •,,  11  n       ^1        •!        ^  A  BIG  PART  OF  THE  answer  is  that  I 

neutrality  pomts  to  problems  tor  the  mdustry    landic  doesn  t  count  the  distributi 

of  its  products  after  they  arrive  at  ( 
ports  of  their  destination  countriesa 
the  U.S.,  for  instance,  Icelandic  Gla«( 
arrives  via  sea  freight  in  Richmond,  1 
The  water  then  journeys  by  truck  z 
rail  to  New  York  (333  miles  away),  1, 
Angeles  (2,624  miles),  and  cities  in  n 
tween.  Trucking,  in  particular,  geiB 
ates  lots  of  carbon  for  which  Icelani 
simply  isn't  accountim 
Icelandic's  Racz  s 
it's  "not  fair"  to  say  > 
company's  markets 
stretches  the  conceptp 
carbon  neutrality,  buti 
acknowledges  that  I 
landic  hasn't  mitigated" 
emissions  related  to  disii 
bution.  He  says  IcelaM 
intends  to  do  tiiat,  butfl 
had  to  resolve  its  acco 
in  the  U.S.  with  Anheal 
One  planned  step:  mov:i 
production  of  plastic  botties  from  Euni 
to  geothermal-energy-rich  Iceland. 

"We're  very  serious  about  this,"  & 
Racz.  "The  lengths  that  we  go  to  are  > 
in  excess  of  others."  ■ 


How  'Green' 
Is  That  Water? 


BY  BEN  ELGIN 

OTTLED  WATER  IS  UNDER 
fire.  Environmental  groups 
recentiy  have  pointed  out 
that  a  flourishing  industry 
1  that  seUs  its  product  with 
"green"  images  of  snow- 
capped mountains  and 
pristine  spring  lakes  in  fact  contributes 
substantially  to  global  warming.  Making, 
filling,  and  shipping  billions  of  plastic  bot- 
ties generates  huge  amounts  of  carbon  di- 
oxide emissions:  8.4  million  tons  last  year 
in  the  U.S.  alone,  equivalent  to  2.2  million 
cars  on  the  road,  according  to  the  Pacific 
Institute,  a  research  group  in  Oakland, 
Cahf.  Separately,  some  major  brands  have 
come  in  for  criticism  because  the  water 
they  sell  is  equivalent  to  what  comes  out 
of  most  taps. 

Newcomer  Icelandic  Water  Holdings 
believes  it  has  an  answer  to  environ- 
mental concerns.  Based  near  Reykjavik, 
the  growing  company  proclaims  that 
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it  pumps  and  botties  its  Icelandic  Gla- 
cial water  using  mostiy  nonpolluting 
geothermal  power.  This  natural  energy, 
which  derives  from  Iceland's  under- 
ground volcanic  activity,  helps  bolster 
Icelandic's  claim  of  being 
entirely  "carbon  neutral," 
meaning  it  has  eliminated 
any  contribution  to  global 
warming.  "We  see  our- 
selves as  a  flag  bearer  for 
the  industry,"  says  Patrick 
Racz.  Icelandic's  chief  op- 
erating officer. 

You'll  probably  be  hear- 
ing much  more  along  those 
lines  in  coming  months.  In 
July  beer  giant  Anheuser- 
Busch  bought  a  20%  stake 
in  the  company  and  became  its  prime 
U.S.  distril  utor,  with  plans  for  more  ag- 
gressive promotions. 

Icelandic  can  point  to  a  carbon-neutral 
certification  it  obtained  from  a  paid  con- 


Icelandic  isn't 
counting 
carbon 
generated 
by  trucks 
hauling  water 
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"WE'RE  IN  THE  REMODELING  BUSINESS, 

BUT  WHEN  IT  COMES  TO  SOUTHWEST 
AIRLINES,  I  WOULDN'T  CHANGE  ATHING." 


President 
T^jsitom-  CKStoin  Palntina  ^  J/lizintenance,  inc. 
CHICA/^O,  IL-UNOI3 


"AT  RESICOM  what  started  as  a  local  business  has  expanded  significantly.  Now  we're  traveling 
a  lot  to  improve  living  and  working  environments  for  a  variety  of  clients,  and  Southwest  helps 
us  every  step  of  the  way. 

"Southwest  offers  us  a  great  schedule  with  ontime  flights,  lots  of  nonstops,  low  fares,  and  a 
great  frequent  flyer  program.  And  SWABIZ,  their  corporate  booking  tool,  makes  it  easy  to 
book  flights  and  track  all  our  travel  itineraries  in  one  place.  What  it  comes  down  to  is,  en  route 
to  creating  better  spaces  for  our  clients,  our  favorite  place  to  be  is  on  a  Southwest  plane." 

Giving  businessmen  like  John  plenty  of  reasons  to  say  such  nice  things  about  us  is  how 
we've  become  The  Official  Airline  of  Business. 
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Are  you  noticing  more  employees  aiming  higher  in  their  professional  and  personal  lives* 

With  Kaiser  Permanente's  full  product  selection  and  unique  focus  on  wellness  and  prevention,  yd 
can  help  your  workforce  achieve  good  health.  We  offer  PPO  and  POS  plans  with  a  network  of  40,00- 
doctors  to  choose  from,  in  addition  to  our  own  physicians.  Plus  Medicare  and  deductible  HMO  plan 
at  various  prices— even  HRAs  and  HSAs— can  help  you  get  the  most  out  of  your  health  care  dollar 
Your  employees  can  find  the  know-how  and  inspiration  they  need  to  take  on  healthy  new  habit  I 
^through  our  online  and  offline  tools  and  preventive  services,  and  that  will  keep  them  productive 
Trust  a  single-carrier  solution  that  helps  people  reach  their  health  goals,  no  matter  how  higl 

TheTraditional  HMO  Plan  and  the  in-Network  portion  of  the  Point-of-Service  (POS)  Plans  are  underwritten  by  Kaiser  foundation  Health  Plan,  Inc  (KFHP).  Kaiser  Permanen 
InsLii-ance  Company  (KPIC)  underwrites  the  Out-of-Network  portion  of  the  POS  Plan,  the  PPO/Out-of-Area  Benefits,  and  the  Dental  Plan.  KPIC  is  a  subsidiary  of  KFf 
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DYNAMISM  IN  DIVERSITY 

Qatar  was  catapulted  onto  the  world  stage  several  years  ago  by  a 
number  of  government  led  initiatives  to  boost  energy  output,  turning 
this  small  Gulf  country  from  a  second  tier  natural  gas  producer  into  the 
top  Liquefied  Natural  Gas  (LNG)  exporter  in  the  world. 


D~  evelopments  in  the  energy  sector  have  resultantly  bol- 

stered growth  in  the  rest  of  the  country  as  the  govern- 
ment has  embarked  on  schemes  to  make  Qatar  an  attrac- 
tive location  to  invest  visit  as  well  as  live  in. 
Indeed,  a  decade  ago  Qatar  registered  minimal  inter- 
est internationally  aside  from  energy  companies  and 
!Stors  looking  to  tap  into  a  developing  market.  In  the  interim  years 
ar  has  firmly  placed  itself  on  the  map  through  the  govemment- 
ed,  Al  Jazeera  satellite  channels,  the  creation  of  the  Qatar 
ndation,  the  Qatar  Financial  Center,  hosting  the  15th  Asian 
les,  and  spending  some  $130  billion  on  infrastructure  and  ener- 
rojects. 

say  Qatar  has  had  a  change  in  its  fortunes  would  be  missing  the 
t.  Qatar  has  had  potential  ever  since  oil  and  gas  were  discovered, 
at  was  missing  was  vision. 

iver  since  His  Highness  Sheikh  Hamad  Bin  Khalifa  Al  Thani  took 
■  the  helm  of  the  country  in  1995  the  economy  has  doubled  every 
years,"  says  Adel  Mustafawi,  the  CEO  of  Islamic  Bank  Al  Rayan. 
atar  now  tops  the  world  rankings  in  GDP  per  capita  at  $40,000,  on 
with  Luxembourg  and  Switzerland,  and  has  registered  average 
lomic  growth  of  25%  a  year  over  the  last  five  years.  Foreign  invest- 
t  has  likewise  spiked,  the  population  has  increased  by  20%  in  the 
two  years,  and  real  estate  projects  have  mushroomed  along  the 
elines.  The  economy  is  expected  to  double  again  by  2012. 
lergy  projects  have  naturally  attracted  the  lion's  share  of  invest- 
it,  with  some  $70  billion  to  be  invested  to  achieve  Qatar's  tar- 
of  providing  17  million  tones  per  annum  (mtpa)  of  LNG  by 
I,  boost  Gas-to-Liquid  (GTL)  output  and  increase  oil  produc- 
to  one  million  bpd  by  2009. 
f  we  talk  about  the  projects  in  the  pipeline  between  the  govem- 
t  and  Qatar  Petroleum  (QP),  about  $130  billion  must  be  raised. 


and  out  of  that  around  $70-80  billion  must  come  from  financial  insti- 
tutions, either  by  issuing  bonds  or  syndications,  or  Sharia  compliant 
bonds,"  says  Finance  Minister  HE  Youssef  Hussein  Kamal. 

The  vision  of  a  new  Qatar  goes  beyond  energy  developments  how- 
ever. To  build  a  sustainable  economy  away  from  energy,  which 
accounts  for  60%  of  the  country's  GDP,  Qatar  has  embarked  on  an 
ambitious  diversification  strategy. 

"We  are  trying  to  decrease  the  size  of  the  energy  sector  through 
diversification,  and  we  hope  by  2015  energy  will  represent  less  than 
20%"  of  GDP,  says  Kamal. 

Qatar  nonetheless  knows  that  such  a  target,  only  eight  years  off,  will 
present  certain  challenges. 

"We  wiU  have  to  aim  at  sub-targets,"  says  Dr  Ibrahim  B.  Ibrahim, 
the  economic  advisor  to  the  Emir  of  Qatar.  "We  definitively  want  to 
see  that  60%  going  down,  yet  we  have  to  be  realistic  as  we  have  our 
main  competitive  advantage  in  the  energy  sector" 

To  bolster  diversification,  the  Emir  backed  several  schemes  to  devel- 
op Qatar  in  parallel  with  the  energy  sector. 

Qatar  established  the  non-profit  Qatar  Foundation  for  Education, 
Science  and  Community  Development  to  train  local  talent  to  meet  the 
challenges  of  such  a  burgeoning  economy.  The  Education  City  has 
attracted  North  American  and  Australian  universities  to  turn  the 
country  into  the  Gulf's  education  hub,  and  a  Science  and  Technology 
Park  was  set  up  as  a  catalyst  for  R&D  and  technological  innovation. 

To  boost  its  international  image,  Qatar  spent  nearly  $3  billion  to  host 
the  15th  Asian  Games  last  December,  building  a  $700  million  Sports 
City  and  establishing  the  ASPIRE  Sports  Academy. 

Healthcare  is  also  at  the  top  of  Qatar's  diversification  list  in  a 
bid  to  become  the  Gulf's  private  healthcare  hub,  building  the 
$824  million  Hamad  Medical  City,  which  will  include  three  spe- 
cialized hospitals. 
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To  attract  financial  institutions  the  government  funded  the  cre- 
ation of  the  Qatar  Financial  Center  (QFC),  which  has  appealed 
to  major  players  such  as  Citi  Group,  in  part  through  an 
autonomous  Regulatory  Authority  that  can  dish  out  banking  and 
insurance  licences  independently  of 
the  Central  Bank. 

Qatar  is  to  host  the  Gulf's  first  hydro- 
carbon industry  business  center,  the 
$2.6  billion  Energy  City  Qatar  (ECQ), 
bringing  together  a  range  of  industry  and 
marketing  services,  as  well  as  an  energy 
trading  platform,  the  International 
Mercantile  Exchange. 

"We  want  to  transform  Energy  City  and 
Qatar  into  the  first  energy  business  hub 
of  its  kind  in  the  N4iddle  East,"  says 
Hesham  El  Emadi,  CEO  of  ECQ. 

Infrastructure   developments   also 
abound,  with  work  on  the  $5.5  billion 
New  Doha  International  Airport  underway,  and  a  $4  billion  port 
to  be  constructed  to  replace  the  antiquated  Doha  port. 

"All  this  growth  requires  more  financial  institutions,  more  real 
estate  development,  more  industry  and  so  on,"  says  Mustafawi. 

But  such  massive  growth  in  such  a  short  space  of  time  has 


brought  its  own  problems. 

Qatar  has  struggled  to  address  shortages  of  raw  materials 
human  resources  while  a  lack  of  accommodation  saw  the  cost  of  r 
surge.  The  government  is  working  to  address  these  issues  howe' 
"Rent  has  already  started  to  decline 
almost  10%  and  we  hope  by  the  end 
the  year  it  wiU  reach  20%,"  says  Kam 
Inflation  also  spiked  as  a  result  of  ris 
commodities,  a  population  surge  and 
Riyal  pegged  to  an  increasingly  weak  c 
lar  while  Qatar  bought  up  Yen  and  Ev 
to  trade  with  its  major  energy  buyt 
High  liquidity  also  played  its  part, 
40%  in  2006. 

"We  are  growing  very  fast  so  we  hi 
bottlenecks.  We  were  not  ready  for  t 
growth  in  airports,  ports,  and  roads.  1 
real  problem  was  that  we  were 
ready  for  inflation,"  concedes  Dr  Ibrah 
Consumer  price  inflation  reached  11.8%  last  year. 

Diversification  was  also  hit  by  a  stock  market  slump  last  year, ) 
lowing  a  promising  start,  with  investors  switching  funds  between  i 
estate  and  stocks  on  the  back  of  strong  real  estate  growth.  But  al 
the  initial  set  back,  the  stock  market  has  grown  8%  this  yeai;  with  cc 


■  Qatar  Financial  Centre 

Hitting  tlie  Ground  Running 


In  only  2  years  of  since  it  opened  for  business  in  May  2005,  the 
Qatar  Financial  Centre  has  emerged  as  a  force  to  be  reckoned  with 
in  regional  and  international  finance.  Dozens  of  licences  have  been 
issued  to  leading  global  financial  institutions  and  major  regional 
firms.  Cooperative  arrangements  have  been  put  in  place  with  spme 
of  the  world's  top  regulators.  The  foundations  have  been  laid  for  the 
development  of  a  wide  range  of  financial  ser- 
vices such  as  insurance,  wealth  management. 
Islamic  finance  and  -  of  course  -  investment 
banking.  All  are  based  on  real  business  oppor- 
tunities in  an  economy  backed  by  real  assets. 

Qatar's  appetite  for  projects  worth  more 
than  $130  billion  in  the  next  five  years  - 
much  of  which  will  be  project  financed  - 
underpinned  by  its  role  as  the  world's  top 
exporter  of  liquid  natural  gas,  helps  explain 
how  the  QFC  has  hit  the  ground  running. 

But  this  does  not  tell  the  whole  story. 
Much  more  has  been  needed  to  earn  the  con- 
fidence and  support  of  discriminating  insti- 
tutions and  prudent  regulators. 

Three  other  key  factors  have  helped  this 
small  Gulf  state  to  punch  considerably 
above  its  weight  in  attracting  some  of  the 
world's  top  financial  firms:  thie  determination 
of  the  Goveniment  to  reform,  which  includes 
enhanciig  ihe  country's  democratic  processes, 
and  a  strong  commitment  towards  trans- 
parency, good  governance  and  the  rule  of  law. 
The  confidence  instilled  by  the  firm  but  fair 
supervision  of  the  independent  Regulatory  Authority.  The  abil- 
ity of  the  QFC  Authority  to  "speak  the  same  language"  as  the  glob- 
al financial  and  support  service  institiitions  that  will  add  breadth 
and  depth  to  Qatar's,  and  the  region's,  financial  markets 

The  considered  planning  and  implementation  of  Qatar's  finan- 


cial resurgence  by  its  Emir  and  its  Finance  Minister  Yousef  Hus! 
Kamal  means  that  Qatar's  "overnight  success"  is  in  fact  built  on* 
track  record  that  has  been  carefully  nurtured  over  the  past  10  year.' 
As  a  result,  Qatar  is  well  on  the  way  to  building  a  technolog 
cal,  diversified  economy,  a  modem  infrastructure,  and  an  educate 
work  force  and  with  the  QFC  as  an  engine  of  growth  to  help  mak 
this  vision  come  true. 

At  the  heart  of  the  QFC's  approach  is  a 
enthusiasm  for  partnership  with  financi. 
institutions,  not  just  licensing  them.  Thi 
is  based  on  the  realisation  that  a  capitii 
market  will  flourish  best  if  it  draws  i 
global  instituhons  with  the  experience  an 
intellectual  capital  to  create  and  sustal. 
new  markets  such  as  insurance  and  co 
lective  investments  and  to  support  nev. 
equity  and  bond  issues  and  a  healthy  s& 
ondary  market. 

Insurance  is  a  good  example  of  th* 
change  being  brought  about  by  the  QFC  i 
Qatar's  financial  community.  Historically 
insurance  has  had  a  low  uptake  throughot 
the  Gulf,  partly  because  conventional  insui 
ance  products  did  not  comply  with  Shari' 
law.  Life  insurance  in  particular  has  bee 
notable  for  its  disproportionately  sma 
share  of  the  demand  for  insurance,  ani 
areas  such  as  captives  and  alternative  ris 
transfer  have  been  untapped. 
All  that  is  now  work  in  progress,  thanks  t 
the  arrival  of  firms  skilled  in  designing  and  distributing  new  insui 
ance  products,  including  an  increasing  number  of  Shari'a  compliar 
products,  designed  to  meet  the  requirements  of  individual  market 
Qatar's  economy  is  already  expanding  at  more  than  25  per  ceB 
a  year  -  but  with  all  this  going  on,  the  best  is  yet  to  come. 
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panies  listed  on  the  Doha  Securities  Market  posting  a  28%  increase  in 
earnings  for  the  first  quarter  compared  to  the  same  period  in  2006. 

Despite  such  blips,  the  reality  of  the  market  has  resulted  in  a  cer- 
tain amount  of  reassessment  by  the  government  on  what  sectors 
deserve  to  be  encouraged. 

"We  should  focus  on  our  industries,  such  as  hydrocarbons  and 
downstream  industries,  and  not  so  much  on  real  estate.  I  don't  think 
we  shall  follow  the  path  set  by  Dubai,"  says  Dr  Ibrahim. 

Nevertheless  huge  real  estate  projects  are  underway,  such  as  Qatari 
Diar's  $7  billion  Lusail  project,  the  United  Development  Company's 
$10  billion  residential  project  The  Pearl,  and  the  $1  billion  Al-Waab 
City  residential  and  commercial  development. 

But  rather  than  copy  Dubai,  where  the  real  estate  sector  has  become 
the  backbone  of  the  economy,  the  government  three  years  ago  estab- 
lished the  Qatar  Investment  Authority  (QIA)  to  diversify  investments 
and  make  use  of  the  country's  estimated  $70  billion  in  foreign  assets. 

Through  the  QIA's  Qatari  Diar  Real  Estate  Investment  & 


ENERGY 


A  RELIABLE  PARTNER 

With  demand  for  energy  surging  across 
the  globe,  Qatar's  oil  and  gas  resources 
are  highly  sought  after  commodities. 

Qatar  is  rising  to  the  challenge,  becoming  the  world's 
largest  liquefied  natural  gas  (LNG)  exporter  last  year, 
boosting  its  gas-to-liquid  (GTL)  potential  and  raising  oil 
exports  to  800,000  bpa.  By  2010  Qatar  is  expected  to  pro- 
duce 30%  of  the  world's  LNG,  with  an  estimated  11  million  tons 
per  annum  (mpta),  as  well  as  provide  Britain  and  America  with 
up  to  40%  of  their  domestic  LNG  needs. 

Qatar  has  embarked  on  an  aggressive  LNG  drive  in  the  last  five 
years  to  meet  the  spike  in  global  demand,  which  has  increased 
by  over  30%  in  the  five  years  to  2005.  Rising  European  and  North 
American  demand  has  driven  this  surge,  with  global  production 
capacity  expected  to  double  between  2005  and  2010  to  345  mtpa 
on  the  back  of  $73  billion  in  investment  in  liquefaction  trains. 
With  Qatar's  North  field  and  Iran's  South  Pars  field  the  largest 
known  gas  field  in  the  world,  with  estimated  gas  reserves  of 
approximately  1,300  trillion  cubic  feet,  the  Gulf  has  naturally  war- 
ranted much  of  this  investment. 

With  US  sanctions  on  Iran,  Qatar  has  been  the  focus  for  the  major 
players  working  alongside  the  state-run  LNG  companies  Qatargas 
and  the  Ras  Laffan  Company  (RasGas),  majority  owned  by  Qatar 
Petroleum  and  ExxonMobil. 

Qatar  is  investing  some  $70  billion  over  the  next  five  years  on  the 
energy  sector.  Some  $14  billion  is  being  spent  on  RasGas's  three 
LNG  trains  -  Train  5,  Train  6,  and  Train  7,  which  are  expected  to 
supply  40  mpta  by  2010.  Train  4,  supplying  Europe  with  4.7  mtpa 
came  online  in  2005,  and  a  fifth  train  came  online  earlier  this  year. 

"When  we  announce  a  project,  we  implement  it,"  says  Dr. 
Mohammad  Saleh  Al-Sada,  former  Managing  Director  of  RasGas  and 
now  Deputy  Minister  of  Energy  &  Industry.  "For  example.  Train  5 
started  off  with  very  challenging  duration  constraints  for  the  EPC 
(engineering,  procurement  and  construction)  deadline  of  30  months, 
but  we  finished  it  three  months  ahead  of  schedule." 

Such  developments  led  Qatar  to  overtake  Indonesia  last  year  as  the 
biggest  exporter  of  LNG,  according  to  a  report  by  Italy's  Eni,  export- 
ing 31.09  billion  cubic  meters  (bcm)  or  15%  of  global  LNG  exports. 

Meanwhile,  Qatar  Petroleum  (QP)  and  ExxonMobil  are  devel- 
oping a  second  plant  that  will  boast  the  two  largest  liquefaction 
trains  in  the  world,  each  with  a  capacity  of  7.8  mtpa,  which  will 


Development  Company,  Qatar  has  become  an  increasingly  ma 
investment  player  worldwide,  involved  in  $25  billion  worth  of  inv£ 
ments,  from  the  Chelsea  Barracks  in  London  to  a  potential  10%  sta 
in  the  European  Aeronautic  Defence  and  Space  Company  (EADlj 
which  recently  opened  a  center  at  the  Science  and  Technology  Pa 

Earlier  in  the  year,  the  QIA's  Delta  Two  investment  fund  increi 
its  stake  in  British  supermarket  retailer  Sainsbury's  to  25%,  while  \ 
Barwa  Real  Estate  Company,  45%  owned  by  Qatari  Diar,  bough 
Paris  convention  center  for  $542  million. 

Such  international  activities  have  improved  Qatar's  credibility,  w 
credit  agency  Moody's  upgrading  the  sovereign  long-term  rating 
Aa3  while  Standard  &  Poor's  upgraded  its  rating  to  AA-.  Meanwhi 
Qatar's  external  debt  has  dropped  relative  to  GDP,  from  58.3%  in  2C 
to  40.8%  last  year,  according  to  World  Bank  estimates. 

With  so  many  projects  and  developments  underway,  Qatar  is  on  t 
right  track  to  being  more  than  just  an  energy  hub,  but  also  a  ceni 
for  education,  science  and  finance. 


come  online  later  this  year  and  in  2008. 

"The  reason  why  we  started  Qatargas  11  is  because  the  produ* 
tion  in  the  North  Sea  has  been  waning,"  says  Muhammc: 
Ghannam,  Managing  Director  of  the  Qatar  Gas  Transpo 
Company  (Nakilat).  "If  we  go  ahead  with  our  plan  we  will  be  su] 
plying  the  UK  with  20%  of  their  gas  demands." 

QP  and  ExxonMobil  are  also  involved  in  developing  a  secon 
RasGas  plant  with  two  7.8  mpta  trains,  with  productic 
expected  in  early  2008. 

Qatar  is  ramping  up  its  gas  derivatives  through  investments  i 
GTL  and  Liquefied  Petroleum  Gas  (LPG).  The  Dolphin  Project, 
$3.5  billion  dry  gas  pipeline  supplying  the  UAE  and  eventual 
Oman,  is  also  in  operation. 

"Qatar  will  be  producing  around  14  million  tons  of  LPG  by  200 
requiring  between  30  and  35  vessels,"  says  Ghannam.  "We  ha\ 
committed  to  build  4  ships  and  in  the  long  term  we  aim  at  havir 
our  own  fleet  for  LPG."  * 

In  addition  to  energy  extraction  and  transportation  projects,  Qat; 
beat  off  regional  competition  to  host  the  Gulf's  first  hydrocarbo 
industry  business  center.  Energy  City  Qatar  (ECQ). 

Envisioned  by  Gulf  Energy,  a  global  consortium  of  energy  expert 
ECQ  aims  to  attract  the  industry  leaders  in  oil  and  gas  productioi 
international  oil  companies  (lOCs),  national  oil  companies  (NOCs 
support  services,  infrastructure  and  downstream  activities,  shippiri 
and  trading,  market  and  resource  data,  and  intellectual  propert} 

"We  want  to  transform  Energy  City  and  Qatar  into  the  first  ene 
gy  business  hub  of  its  kind  in  the  Middle  East,"  says  Hesham  1 
Emadi,  CEO  of  ECQ. 

Located  in  the  upcoming  Lusail  residential  and  commercial  dii 
trict,  the  1.2  million  square-meter,  $2.6  billion  ECQ  will  be  built  usin 
Energy  Efficient  Architecture  to  maximize  environmental  friendl 
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Capitalising  on  its  weoltti  of  proven  gas  reserves.  Qatar  is  building  a  dynamic 

With  the  careful 

in  thie  university  complex  of  Education  City  and  its  Science  &  Tectinology  Park.  Ttie  Qatar  Financial  Centre  is  at  ihe  tieart  of  this 

investment  of  $130 bn, 


development  programme.  For  ttiose  seeking  opportunities  in  project  finance. 


3te  banking. 
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asset  management  and  Islamic  finance,  ttie  QFC  provides  access,  facilities  and  an  independent 

for  business 
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regulatory  auttiorlty  operating  to  internationally  recognised  standards.  For  more  Information  contact;  stuartpearce@qfc. com, qa 
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ness.  The  city,  to  provide  offices  for  20,000  people  and  acconunodate 
a  further  10,000,  will  also  have  advanced  enterprise-level  techno- 
logical solutions  through  deals  with  Cisco  and  Microsoft. 

"Access  to  technology  will  be  a  key  business  enabler  and  driver 
at  ECQ,  and  our  association  with  Microsoft  is  a  reflection  of  our 
resolve  to  create  a  highly  advanced  technology  infrastructure  for 
this  project,"  says  Esam  Janahi,  Chairman  of  Gulf  Energy. 

To  be  fully  operation  by  2010,  ECQ  is  currently  marketing  the 


REAL  ESTATE  AND  CONSTRUCTION 


BIG  DREAMS, 
BIGGER  PROJECTS 

Qatar  is  a  country  under  construction,  with 
$130  billion  in  investment  earmarked  for  the 
next  five  years,  from  residential  buildings 
and  hotels  to  mega  projects  with  price  tags 
that  run  into  the  billions  of  dollars. 

Qatar  is  undertaking  massive  projects  to  redevelop  the  urban 
landscape  as  part  of  its  national  strategy  to  diversify  away 
from  energy  revenues  and  turn  the  country  into  a  business, 
education  and  tourism  hub. 

With  Qatar's  population  surging  by  20%  in  the  past  two  years 
to  1  rrullion  people,  and  some  estimating  the  population  could  grow 
further  to  1.3  million  by  the  year  end,  the  real  estate  sector  is  instru- 
mental to  the  country's  economic  development. 

The  government  has  spearheaded  developments,  easing  plan- 
ning permits,  altering  foreign  investment  and  residency  laws,  as 
well  as  working  to  address  raw  material  resources  shortages  that 
were  heeding  growth  and  driving  up  inflation. 

"The  government  is  now  pushing  the  public  and  private  sectors 
to  produce  more  cement  and  sand,  so  they  will  be  soon  on  the  mar- 
ket and  will  bring  the  prices  down.  Also,  the  number  of  units  avail- 
able on  the  market  is  increasing  so  rent  has  already  started  to 
decline  by  almost  10%  and  we  hope,  by  the  end  of  the  year,  it  will 
reach  20%,"  says  Finance  Minister  HE  Youssef  Hussein  Kamal. 

The  government  is  also  playing  a  leading  role  in  developing  real 
estate  through  the  state-backed  Qatar  Investment  Authority  (QIA), 
which  is  utilizing  the  country's  estimated  $70  billion  in  foreign  assets 
to  invest  in  projects  at  home  and  abroad.  Through  the  QlA's  Qatari 
Diar  Real  Estate  Investment  &  Development  Company  a  35-square 
kilometre  city  to  the  north  of  Doha  is  under  construction.  The  $7  bil- 
lion project,  a  combination  of  commercial,  residential  and  civic  facil- 
ities to  be  completed  in  stages  over  the  next  10  years,  will  be  the 
northern  expansion  of  the  capital,  housing  up  to  200,000  people. 

"To  plan  a  project  like  Lusail  is  to  create  a  well  planned  city  to 
accommodate  most  of  the  needs  and  requirements  that  you  do  not 
see  here  now,  so  it  is  being  set  up  an  example  of  how  to  reshape  the 
existing  cities  of  Qatar,"  says  Nasser  Al  Ansari,  CEO  of  Qatari  Diar. 

To  give  the  project  extra  drawing  power,  Lusail  will  include  a 
one  million-square  meter  Entertainment  City  (EC)  to  cater  to 
tourists  as  well  as  local  residents.  To  cost  $3  billion,  the  EC  will 
include  four  resorts,  a  traders  market  as  well  as  themed  housing 
and  condominiums. 

"Entertainment  City  has  a  broad  appeal  as  it  will  be  a  fusion 
of  traditional  Arabic  hospitality  and  contemporary  leisure 
lifestyles.  Sub-themes  will  revive  legends  surrounding  the  area's 
famous  traders  and  seafarers,  ancient  Arabic  castles,  forts,  cities  and 
forgotten  kingdoms,"  says  Rashad  Janahi,  CEO  of  Abu  Dhabi 


project  internationally. 

"Within  a  month  we  have  signed  commitments  to  build  up  b  I 
or  90%  of  the  total  area,  and  the  contracts  for  the  remaining  j  I 
will  be  finalized  in  the  next  two  to  three  months.  We  are  tallsi 
about  $1.1  billion,  so  that  is  a  huge  success,"  adds  El  Emadi. 

With  the  ECQ  to  also  have  an  energy  trading  platform. 
International  Mercantile  Exchange,  Qatar  is  set  to  become 
world's  hydrocarbons  hub. 


De/eioped  by  the  United  Development  Company  fUDC), 
Pearl  ;s  e/cected  to  house  35,000  to  37,000  people  once  comf: 


Investment  House  (ADIH). 

With  a  return  on  investment  of  60%  within  three  years,  the  p 
ject  is  attracting  investors. 

"We  opened  with  an  initial  fund  value  of  $500  million,  co< 
prising  some  50  million  shares  of  $10  each,  and  today  more  tH 
50%  have  been  placed,"  adds  Janahi. 

A  further  phase  of  the  Lusail  project  will  be  the  $2.6  billij 
Energy  City  Qatar,  the  region's  first  hydrocarbons  center. 

Other  landmark  projects  are  also  underway,  such  as  the  $1 U 
lion  Al-Waab  City  residential  and  commercial  development,  a; 
the  giant  $10  billion  Pearl  of  the  Gulf. 

Located  20  kilometers  from  Doha  and  connected  to  the  mainy 
via  a  350  meter-long  causeway,  the  Pearl  is  being  built  on  four  m 
lion-square  meters  of  reclaimed  land  that  will  bring  Qatar  an  adl 
tional  30  kilometers  of  coastline.  Once  completed,  the  project™ 
have  7,600  residences,  three  luxury  hotels,  and  four  marinas  wl 
berths  for  over  700  boats.  Developed  by  the  United  Developmt 
Company  (UDC),  the  Pearl  is  expected  to  house  35,000  to  37,0 
people  once  completed. 

UDC,  a  Gulf  Business  Top  100  company  is  also  involvedJ 
dredging,  district  cooling,  water  treatment,  cement  and  oversai 
real  estate  investment.  Last  year,  UDC  inked  a  business  partnersb 
with  Spain's  Ronautica  to  establish  Ronautica-Middle  East;l 
Marina  Operations  and  Management  Company. 

Other  real  estate  schemes  are  underway  in  Qatar,  with  the  Bar< 
Real  Estate  Company  involved  in  integrated  residential,  commi 
and  investment  projects  -  Barwa  city,  Al  Khor  City,  Al  Qasar  B; 
Barwa  Financial  area,  Doha  Barwa,  and  the  Barwa  housing 
gram.  One  of  the  biggest  investments  is  the  QR25  billion  Al 
Barwa  project  comprising  24  residential  components,  a  125,1 
square  meter  retail  center  and  a  golf  course  on  a  5.5  million  squ; 
meter  plot  that  is  slated  to  accommodate  62,000  people. 

With  Qatar  rolling  out  real  estate  projects  to  meet  the  rising  pc 
ulation  as  well  as  correcting  the  shortage  of  raw  materials  that  h 
stinted  developments,  the  country  is  on  its  way  to  becoming  a 
estate  agent's  dream  come  true. 


'4 


RHi  i  ii— iL- 
HOLDiriG 


p.  0.  Box  22477,  Doha  -  Qatar 
Tel.:  [+974)435  0666 
Fax:  (+974)  435  0777 
www.  aamal-holding.  com 
info@aamal-holding.  com 
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Al  Faisal  Holding 
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To  be  recognized  as  a  leader 
"ind  innovator  within  the 
ndustry  sectors  we  operate 
in:  excelling  in  service  delivery 
~nd  professionalism  to  meet 
nd  exceed  expectations 
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To  incorporate  best 
practice  standards, 
system  and  processes 
through  investment  in 
world  class  business 
resources  and  staff 
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Excellence  in  everyt 
we  do  through 
transparency,  integrity 
and  a  willingness  to 
deliver  beyond  what  is 
expected. 
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PROFILE 


AAMAL  HOLDING 

A  success  story  inked  with  hard 
work  and  immaculate  planning 


Offering  a  diversified  portfolio  of  sub-companies  belong- 
ing to  sectors  as  diverse  as  real  estate,  trading  ,  phar- 
maceutical, retails,  industries  and  services  and  with 
all  attributes  reflecting  a  bright  future  Aamal 
Holding  will  surely  be  an  investor's  delight  when  it 
gets  listed  at  the  Doha 
Securities  Market  (DSM). 

Aamal  Holding  has  already  finished 
all  the  process  of  evaluation  for  the 
Initial  Public  Offering  (IPO)  and  is  just 
waiting  for  the  right  time  to  float  the 
company.  Aamal  holding  is  formed  by 
several  of  the  profit  making  branches 
under  its  umbrella  which  were  once  a 
part  of  Al  Faisal  Holding  -  the  Qatari 
enterprise  which  is  known  not  only  in 
Doha  but  world  wide. 

The  vibrant  and  ambitious  company 
plans  to  reach  a  total  capital  of  QR  4.5 
billion  in  future.  In  the  process  of  doing 
so,  it's  committed  to  banking  on  strong 
values  it  has  imbibed  into  its  fold  over 
the  years  and  on  the  vast  pool  of  its  tal- 
ented employees  whose  caliber  match- 
es the  best  in  the  world. 

Aamal  Holding  has  only  looked 
upward  and  forward  since  it  was  reg- 
istered as  a  commercial  enterprise  in 
Qatar  in  January  2001.  Having  been 
registered  with  a  capital  of  QR  3  billion 
($825  million),  the  company  today  has 
an  annual  turnover  of  QR  420  million 
($115  million)  . 

While  a  number  of  financial  experts 
who  have  visited  Qatar  in  the  recent  months  have  emphasized 
on  the  need  for  integrating  world  standard  of  corporate  gov- 
ernance in  Qatari  companies,  Aamal  Holding  has  already  intro- 
duced features  that  makes  it  a  'benchmark  setter'  for,  in  fact,  the 
entire  Gulf  Cooperation  Council  (GCC). 

The  organization  views  corporate  standards  as  an  important 
success  factor  and  also  a  responsibility  towards  the  board, 
investors  and  local  authorities. 

The  company's  vision  and  mission  speak  volumes  of  its  ambi- 
tions. While  the  company's  vision  emphasizes  that  it  wants  to 
be  "recognized  as  a  leader  and  an  innovator  with  the  industry 
sector",  its  mission  is  "to  incorporate  best  practice  standards, 
systems  and  processes  through  investment  in  world  class  busi- 
ness resources". 

These  are  just  few  of  the  planks  that  have  guided  the  compa- 


ny to  the  stature  that  it  commands  today  from  rather  hun 
beginnings.  The  company  chairman  Sheikh  Faisal  Bin  Qassii 
Thani  began  his  business  in  1964  with  a  small  company  that  t 
ed  in  automobile  parts. 

Today,  his  organization  has  expanded  to  a  multi-million  ■ 
lar  organization  comprising  over  60  companies  employing  a  r 
ti  cultural  and  international  staff 

Every  branch  of  Aamal  Holding  has  in  fact  scripted  a  sue 
story  for  itself.  The  branches  pertaining  to  four  diverse  sec 
of  real  estate,  trading,  pharmaceutical,  retails,  industries  and  . 
vices  seem  setting  up  a  standard  for  others. 

In  Doha  the  'tangible  aspect'  of  Aamal  Holding  can  be  1 
identified  with  the  City  Center —  the  largest  retail  and  shopp 
mall  in  the  Middle  East.  The  5  floor  complex  of  City  Center  of  i 
a  range  of  items  under  one  roof.  It  i 
357  shops  offering  almost  every  thin 
from  electronic  goods  to  quality  em 
tainment  in  its  14  screen  Cineplex.  t 
not  to  forget  an  ice  skating  rink  and' 
entertainment  area  for  kids  nan 
Extreme  world  . 

In  what  is  in  tandem  with  the  ( 
porate  policies  from  across  the  wo;( 
Aamal  Holding  plans  to  undertr 
intensive  research  studies  in  areas  k 
heavy  industry,  oil,  and  gas.  It  i 
wants  to  include  the  end  products  oic 
researches  for  future  investments. 
The  company  has  instituted  the  I 
of  corporate  governance  practicesB 
ensure  smooth  functioning  and  I 
boost  the  confidence  of  share  a 
equity  holders.  It  has  chosen  Or» 
system  as  the  backbone  IT  system  i 
also  has  a  highly  competent  dep^ 
ment  that  assumes  annual  reviews* 
the  group. 

In  order  to  have  a  frank  assessmi 
of  the  company's  operations  at  inlii 
vals,  it  has  been  decided  that  whett 
the  company  is  actually  adhering  tod 
procedures  and  policies  manual  wilB| 
evaluated  periodically  by  third  parti^ 
Company  Chairman  Sheikh  Faisal  Bin  Qassim  al  Thani  remat 
deeply  involved  with  the  day  to  day  operations  of  the  compaj 
He  remains  committed  to  the  principles  of  'constant  improvema 
to  tide  and  excel  over  the  onslaught  of  constant  competition.  "AioJ 
by  our  professional  standards  and  thoroughly  tested  policies, 
shall  continue  to  move  forward  in  step  with  the  major  dew 
opments  that  are  rapidly  taking  place  at  home  and  around  H 
globe,"  he  says.  *  ' 

"Since  our  modest  beginning  in  1964,  we  have  stayed  truei 
our  mission  of  delivering  the  finest  quality  services  in  whichd 
er  sector  we  have  been  involved  with.  We  believe  the  success  a 
growth  of  our  business  can  be  attributed  to  consistency  in  ten" 
of  standards  and  policies"  he  adds. 
"Management  is  doing  things  right;  leadership  is  doing  the  right  thingn 
Peter  F.  Drucker,  American  Management  Guru 
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Energy  City  Qatar 

Bringing  the  energy  industry  together  in  one  location 


Energy  City  Qatar  is  the  region's  first  integrated  business  and  residential  hub  dedicated  to  the  hydrocarbon  industry 
providing  a  single  point  of  access  to  markets  and  expertise.  Oil  companies,  Decision  makers,  Service  companies. 
Traders,  IT  people.  Engineers,  Suppliers,  Customers  all  have  access  to  each  other  in  the  perfect  place  to  do  business. 

Unique  integrated  services  and  products:  IMEX,  eCity,  Smart  Homes,  infrastructure  and  IT  solutions  from  Microsoft  8.  Cisco. 
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ENERGY    CITY 

QATAR 


Tel  *974  436011 1     fax  *974  4360222     www.energycity.com 


access  the  energy 
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ExecutiveLife  I  Back-to-S 


Luggin, 
The  Right 
Laptop 

You're  about  to  pack  Junior  off  to 
college,  but  he'll  need  more  than 
a  pad  and  clean  socks.  Here's  what 
to  look  for  in  a  laptop. 

BY  CUFF  EDWARDS 

Most  laptops  come  with  brawny  processors,  so  we  figured 
five  other  must-haves  into  the  prices: 

•  A  HARD  DRIVE  WITH  AT  LEAST  160  GB.  That  will  allow  for  storage  of  up  to 
62,000  photos,  35,000  songs,  90  hours  of  video— and  homework,  too. 

•  AT  LEAST  1  GB  OF  MEMORY.  For  Windows  Vista  Home  Premium,  add  an 
extra  GB  to  enhance  gaming,  digital  video  editing,  and  DVD  production. 
Mac  OS  X  users  will  want  it  for  graphic  design  software. 

•  WIRED  AND  WIRELESS  NETWORKING.  They're  essential  for  connecting  to 
campus  networks  and  external  devices  such  as  digital  cameras,  printers, 
and  stereo  headphones.  Get  Bluetooth  as  well. 

•  A  LARGER-CAPACITY  BATTERY.  You  need  it  in  classrooms  or  other  spots 
where  plugs  aren't  handy. 

»  AN  NVIDIA  OR  ATI  GRAPHICS  CARD.  For  movies,  photos,  and  3D  games. 


-o. 


:( 
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Trying  to  get  a  great  price  on  a  laptop?  Your 
first  instinct  will  be  to  search  online— and 
you  should.  But  the  best  deal  could  be  at 
the  campus  bookstore  or  computer  shop. 
Selection  will  be  limited-say 
four  or  five  models  instead  of 
dozens— however  prices  are 


WHERE  TO  BUY 


usually  15%  lower  than  at  a  retailer  like 
Best  Buy  or  Circuit  City  Stores.  Better  yet, 
many  campus-based  vendors  sweeten 
deals  with  longer  warranties  and  on-site 
repairs. 

-Michael  Loeb 


Screen 
Weight 


13,3  in. 
5.11b, 


APPLE  BLACK  MACBOOK 

Consumers  are  ditching  their  PCs  in 
droves,  in  part  because  of  the  Mac's 
ease  of  use  and  the  iPod  halo  effect. 
Starting  at  $1,099,  the  MacBook 
offers  storage  for  work  and  play  and 
software  thaf  s  easy  to  learn  and  use. 
Grab  one  before  fall,  and  Apple  is 
throwing  in  a  $199  rebate  for  an 
iPod  nano. 
$1,675  I  store.apple.com 


RUNNING  IT  ALL  OFF  THE  WEB 


'   0  you've  spent  a  couple  grand  on 
a  laptop,  the  next  purchase  you'll 
'  probably  consider  is  the  student 
version  of  Microsoft  Office,  at  about  $150. 
But  if  you  have  a  fast  Internet  connection- 
and  most  colleges  do-new  Web-based 
Office-like  suites  let  you  do  everything  from 
your  browser,  usually  free  of  charge. 

The  most  fully  developed  of  the  three 
services  I  tried  was  Zoho  (zoho.com), 


which  offers  Zoho  Writer,  Zoho  Sheet  (a 
spreadsheet  tool),  and  Zoho  Show  (its 
take  on  PowerPoint).  I  spent  a  few  days  in 
Zoho  Writer  and  found  it  to  be  an  excellent 
replacement  for  Word.  Once  you're 
finished  with  a  document,  you  can  save  it 
not  only  in  the  Microsoft-compatible  .doc 
format  but  also  in  other  file  formats, 
including  Adobe  Systems'  .pdf.  You  can 
also  perform  other,  more  advanced 
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15  in. 
5.4  1b. 


12  in. 
5  1b. 


APPLE  MACBOOK  PRO 

When  money  is  no  object,  go  MacBook  Pro. 
The  extra  memory  and  horsepower  could 
come  in  handy  for  Youlbbers.  The  Intel- 
based  Macs  also  will  get  games  and  a  new 
operating  system  this  year. 
$2,500  I  store.apple.com 


2 


3 


HEWLETT-PACKARD 
PAVILION  TXIOOO 

The  screen  swivels  to  view  files  and  mov> 
and  includes  touch  technology.  Dual 
headphone  jacks  let  another  join  the  funi,  ,„ 
Buy  now  from  HP  and  get  a  15%  discouni  '^ 
$1,410  I  shopping.hp.com 


4 


i 


GATEWAY  C-120X 

A  solid  performer  for  productivity 
and  casual  gaming.  It  offers  a  built-in 
fingerprint  reader  but  lacks  a  Webcam 
and  has  only  two  USB  slots. 
$1,800  I  gateway.com 


12.1  in. 
4.8  lb. 


13.3  in 
41b. 


DELLXPSM1330 

A  snazzy  backlit  LED  screen  lowers  powe 
consumption.  Dual  headphone  jacks,  a 
2-megapixel  Webcam,  and  a  high-definite, 
connector  round  out  the  goodies. 
$2,010  I  configure.us.dell.com 


■    graphics.  Storing  documents  online  Is 
a  great  hedge  against  a  sudden  crash,  and  it 
also  makes  them  accessible  from  any  browser 
on  any  PC. 
One  other  feature  I  liked  was  the  ability 
■  cuments  I  was  working  on  at  the 
Zoho  account.  Later,  I  logged  in 
ie  and  resumed  editing. 
..  ;>pace  is  unlimited,  but  the 
company  says  it  will  eventually  be  1  gigabyte. 
nA..-,uir>  n^rc  li.  Spreadsheets (google.com) 


xess  features.  So  far  it 
offers  only  a  word  processor  and  spreadsheet 
but  a  presentation  tool  is  in  the  works.  Its 
interface  is  less  cluttered  than  Zoho's  and 
makes  such  tasks  as  inserting  an  image 
into  a  document  a  more  straightforward 
process.  Storage  space  is  limited  to  5,000 
documents  with  a  500-kilobyte  maximum 
on  each.  If  there  are  embedded  images,  each 
document's  size  is  limited  to  2  megabytes. 

The  third  Web-based  office  suite  I  tried  was 
ThinkFree  (thinkfree.com).  Its  free  package 


includes  the  programs  Write,  Calc,  and 
Show.  You  get  1 GB  of  online  storage  space. 
Having  used  the  other  two  with  no  trouble  or. 
computers  running  both  Windows  and  Mac  ( ' 
X,  I  found  ThinkFree  worked  best  with  Intwne 
Explorer  on  a  Windows  PC  and  the  Firefdr  ' 
browser  on  a  Mac.  If  you'd  rather  use  soM 
that  resides  on  your  hard  drive,  ThinkFrell  - 
a  $50  desktop  version  for  computers  runnii 
Windows,  Mac  OS,  and  Linux.  It's  not  free,  1 1 
beats  what  Microsoft  charges.  ■ 

->4r//(Hesse/d()/i' 
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Camcorders 
br  Campus 

ree  new  models  ready  for  the 
uTube  generation-without 
making  the  bank,  byjohnpeabody 


CANON ZR830 

THE  GOOD  » 

•  Simple  to  use. 

•  Gives  you  a  viewfinder 
to  look  through  when 
you  close  the  window. 

•  Can  record  short 
videos  on  memory  card. 


THE  BAD  » 

•  Uses  the  old 

Mini  DV  tape  format 
for  longer  videos. 

•  Uploading  movies 
to  the  Web  requires 
special  software  to 
convert  the  file. 

•  It's  the  largest  of 
the  three  cameras. 


THE  BOTTOM  LINE  »  This  basic,  inexpensive 
camcorder  is  easy  to  operate.  But  it  relies  on 
outmoded  tape  technology. 
$260  I  canon.com 


JYDCR-SR82 

GOOD  » 

out  as  compact  as  these 
eras  get.  It  would  fit  in  a 
e  mug. 

uchscreen  window  makes 
gat  I  on  easy. 

cords  onto  an  internal  hard 
drive  and  high-definition 
nory  card  for  simple  transfer 
PC. 

ti-shake  technology  steadies  a 
biy  hand. 

s  a  powerful  zoom  and  a  high- 
ity  Carl  Zeiss  lens, 
i-screen  timer  tells  you  how  many 
jtes  of  battery  life  remain, 

BAD» 

lesn't  work  well  with  a  Mac. 
viewfinder  to  see  subject  when 
window  is  closed. 

BOTTOM  LINE  »  This  feature 
n  camera  is  the  one  for  techies  but 
be  overkill  for  tne  average  user 
I  sonystyle.com 


SANYO  XACTI  El 

THE  GOOD  » 

•  Has  the  iPhone  effect: 
Cool  design  and  color  make 
people  want  to  hold  it  and 
play  with  it. 

•  Small  and  flat  enough  to  fit 
into  a  shirt  pocket. 

•  Incredibly  easy  to  operate. 

•  Records  on  a  high-defini- 
tion memory  card. 

•  Transfers  files  quickly  and 
smoothly  to  the  Web  using 
either  a  Mac  or  PC. 

•  Waterproof  to  a  depth  of 
five  feet. 

THE  BAD  » 

•  Unique  pistol  grip  may 
not  be  ideal  for  sustained 
recording. 

•  Some  buttons  are  too 
small  for  an  adult  thumb. 

THE  BOTTOM  LINE  »  This 
camcorder  gets  the  prize 
for  attractive  design  and 
ease  of  use.  It's  one  of  the 

few  on  the  market  you  can 

take  swimming. 

$450  I  sanyodigital.com 
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Mom,  Let's  Talk 

A  brand-new  batch  of  cell  phones  takes 
aim  at  kids  as  young  as  5.  bylouiselee 


OKAY,  IT'S  OFF  TO  FIRST 
grade.  Got  the  pencil 
case,  lunch  box,  and 
...cell  phone?  Yes,  with 
companies  marketing 
calling  plans  to  "tweens," 
ages  8  to  12,  it  was  only  a 
matter  of  time  before  cell  phones  found  a 
place  on  their  younger  brothers'  and  sis- 
ters' back-to-school  lists. 

The  handsets  are  often  brightly  col- 
ored, with  a  chunky  design  to  fit  firmly 
into  smaller  hands.  Some  are  simple,  for- 
going many  of  the  complicated  buttons 
and  keys  on  a  typical  adult  model.  And 
thanks  to  plan  features  that  let  parents 
control  whom  kids  can  call  and  when, 
little  Johnny  and  Jilly  can't  run  up  stag- 
gering bills  talking  to  friends  and  text 
messaging  around  the  clock. 


TIGGER  IS  RINGING 

ALTHOUGH  SPECIALTY  phones  are 
targeted  primarily  at  the  tween  popu- 
lation, certain  designs  will  appeal  to 
an  even  younger  crowd.  Consider  that 
some  10.5  million  tweens  are 
expected  to  carry  a  cell  phone     Tl"'c  riPVP'T 


DISNEY 
DM-SllO 

Also 
in  gray, 
this  phone 
features  a 
full  keypad, 
camera,  and 
speakerphone 

$20  I  disney.com 


by  2010,  double  the  number  in 
2005,  according  to  a  study  by 
the  Yankee  Group,  a  Boston 
researcher.  Many  will  be  using 
conventional  phones  and  min- 
utes fi-om  family  plans. 

Of  the  kiddie  models  avail- 
able, Walt  Disney's  Disney 
Mobile  phones  most  resemble  ^""^ 
typical  handsets,  but  the  com- 
pany sells  accessories  such  as  cases  deco- 
rated with  Tigger  the  tiger  from  Winnie 
the  Pooh.  The  phones  range  in  price 
from  free  (with  the  purchase  of  a  calling 
plan)  to  $200  for  a  fancy  model  with 
Bluetooth,  a  camera  with  still  and  video 
capabilities,  and  other  features. 

Disney's  calling  plans,  which  are  far 
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too  early 
to  learn 
to  screen 
calls 


more  elaborate  than  competing  services, 
start  at  $25  a  month  for  200  minutes  for 
an  individual  child.  Contracts  run  two 
years.  The  "call  control"  feature  lets  a 
parent  preselect,  by  the  day  and  time, 
when  the  child  can  make  or  receive  calls. 
That  means  you  can  disable  the  phone 
during  school  hours,  although  you  can 
select  a  few  "always-on"  numbers  that 
can  be  dialed  in  an  emergency.  The 
"family  monitor"  feature  lets 
parents  preset  how  many  text 
messages  or  dovraloads  the 
child  is  allowed  per  month. 

Other  phones,  such  as 
Modeci's  TicTalk,  look  more 
like  toys.  The  silver-gray  oval- 
shaped  handset  ($99)  replaces 
the  standard  keypad  with  a 
scrolling  wheel  to  control  a 
pull-down  menu  of  phone 
numbers.  TicTalk's  service 
are  stripped-down  compared 
with  Disney's  but  still  offer  parental 
controls.  Parents  can  prepay  for  a  bucket 
of  minutes— $100  for  400  minutes,  for 
instance— with  no  contract.  Unused  min- 
utes expire  after  90  days. 

Even  more  toylike  is  Fireffy  Mobile's 
new  $50  glowPhone,  expected  to  reach 


features 


FIREFLY 
GLOWPHONE 

One  icon 
with  a  dress 
and  one  in 
pants  make 
it  simple  for 
younger  kids 
to  place  a 
call  to  Mom 
or  Dad 

$50  I  firefly.com 


TICTALK 

A  scroll 

wheel  is  < 

used  to  / 

access  ' 

a  list  of 
phone 
numbers 
programmed 
by  parents 

$99  I  tictalk.com 

ijsLa 
lilts 
shelves  in  mid-September.  Availabb  fick 
black  or  pink  and  designed  for  kid<  dtim 
young  as  5,  the  glowPhone  has  no  )l 
pad.  Instead,  the  rectangular  unit*lofi) 
a  simple  spread  of  five  large  buttt 
including  one  marked  with  a  figupiip 
a  dress  that  can  be  set  to  dial  ^'IW! 
and  a  corresponding  key  for  Dad.  jis 
TicTalk's,  Firefly's  service  doesn't  req^  TO 
a  contract.  Calls  will  run  as  low  as  lli  *e 
minute,  with  a  35(t  daily  access  chai|i*  |le) 

As  attractive  as  these  packages  : '  *iii 
seem,  you  should  ask  yourself  wha<  pifii 
your  child  can  handle  a  cell  phone  w 
still  needing  training  wheels.  Accorc*  tet; 
to  Harv^d  University's  Center  on  M»'  fee 
and  Child  Health,  cell  phones  prcints 
yet  another  route  for  bullies,  scamn'  ii- 
and  even  sexual  predators  to  contact  I  'H" 
Calls  and  text  messages  can  be  distrac  :" 
and  interfere  with  daily  routines,  i  Sd 
cell  phones  are  convenient  and  migkl 
crucial  in  an  emergency.  At  the  very  Id  tfa 
they  offer  a  quick  math  lesson:  If  you<  tdi 
200  minutes  a  month,  how  many  mini '  ills 
on  average  can  you  talk  per  day?  ■     •  tfu 


BusinessWeek 


ONLINE:  For  a  look  at  more  cell  phones  for  kids, 
go  to  businessweek.com/extras 
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Y ROBERT  PARKER 


Malbec:  The  Grape 
That  France  Forgot 


■  MALBEC  GRAPE  was  largely  a  failure  in  France  because  vintners  could 
/er  coax  a  rich  wine  from  it.  But  malbec  flourishes  in  Mendoza,  a  region  of 
^entina  adjacent  to  the  Andes.  Characterized  by  a  spicy,  dark  fruit,  these 
Ibec  wines  can  be  complex,  intense,  and  worthy  of  aging.  In  fact,  they  can 
npete  with  Bordeaux  several  times  the  price.  Here  are  some  favorites. 


»e  2006  Malbec  Mendoza 
lints.  This  wine  has  a  dense  ruby/purple 
and  an  enticing  nose  of  plum,  black 
nt,  blueberry,  fig,  and  chocolate.  It  is 
ous,  fruit-driven,  and  medium-bodied, 
ilky  tannins  and  a  long,  heady  finish.  It 
d  drink  nicely  for  three  to  four  years.  $10 

!s  Las  Hormigas  2005  Malbec 
lints.  There's  lots  of  chocolate,  smoke, 
blackberry  jam  in  the  nose.  On  the  palate, 
edium-  to  full-bodied  and  silky-soft,  with 
espresso  roast  notes.  Enjoy  it  in  its  first 
to  four  years  of  life.  $12 

lega  Catena  2004  Zapata  Malbec 
nos 

(ints.  A  delicious  floral, 
lerry,  and  blackberry  nose 
iome  cherries  is  followed  by  a 
ty-textured,  opulent  wine  with 
:annin,  low  acidity,  and  plenty  of 
p  fruit.  Drink  it  soon.  $12 


fosta  2005  Malbec  Angel 
lucci  Vineyard 

lints.  Aromas  of  white 
3late,  black  raspberries,  and 
berries  are  found  in  this 
jm-bodied  wine.  It  should  last 
ler  five  to  six  years.  $16 

Norton  2004  Malbec 
n  de  Cuyo  Reserva 

Obints.  This  brilliant  value  has 
oerful  black  and  red  fruits 
tmixed  with  hints  of  violet, 
ccce,  smoke,  and  earth.  The  wine 


is  medium-bodied,  soft,  and  delicious  for 
drinking  over  the  next  four  to  five  years.  $18 

Luca  2004  Malbec 
90  points.  Dense  black/purple-colored  and 
bursting  with  black  fruits  and  spices,  this 
medium-bodied  wine  has  a  juicy,  succulent 
mouthfeel  and  plenty  of  richness.  It  is  a 
seamlessly  constructed  wine  that  you  should 
be  able  to  enjoy  for  the  next  five  to  seven 
years.  $35 

Yacochuya  2004  Malbec 

95  points.  Made  from  a  vineyard  located 
6,700  feet  above  sea  level,  this  wine  has  a 
big,  juicy,  corpulent  style  with  enormous 
amounts  of  flavor  and  richness.  It's  the 


WINES  WITH  ALTITUDE 

Argentina's  malbecs 
can  stand  up  to  more 
expensive  Bordeaux 


perfect  grilled-meat  sort  of  wine  that  just 
sings,  and  it  should  age  beautifully  for  10  to 
15  or  more  years.  $55 

Achavai-Ferrer  2003  Malbec 
Mendoza  Finca  Aitamira 
95  points.  Inky  black/purple  in  color,  with 
notes  of  spring  flowers,  lead  pencil  shavings, 
white  chocolate,  blackberry  blueberry  and 
coffee,  this  wine  is  full-bodied,  has  fabulous 
purity  and  length,  and  should  age  nicely  for 
another  10  to  15  years.  $85 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
ofttiousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter.  The  Wine  Advocate. 


/ii  5  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 


L 
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mance  I  Arbitration 


On  Your  ^m 


Investors'  odds  have  shrunk  in  recent  years.  Even 
if  you  win,  don't  expect  a  windfall,  by  lewis  braham 

PERHAPS  THE  THOUGHT  ran  through  your  mind  as  you 
watched  the  stock  market  plummet  and  the  value  of 
your  portfolio  melt  in  the  summer  heat.  "My  broker 
is  going  to  pay  for  this!"  Alas,  brokers  rarely  do— and 
when  there's  an  exception,  they  usually  don't  pay  much. 
J  As  a  rule,  you  cannot  sue  your  broker.  You  waived 
that  right  when  you  signed  up  for  a  brokerage  account, 
which  included  agreeing  to  take  any  disputes  to  arbitration.  It  has  al- 
ways been  tough  for  investors  to  prevail  in  these  proceedings,  and  a  re- 
cent report  suggests  it's  getting  even  tougher.  According  to  a  study  of 
14,000  arbitration  cases  from  1995  to  2004,  in  the  late  1990s  plaintiffs 


On: 


tors; 


won  59%  of  their  cases  and  recovered  38<t: 
for  every  dollar  in  damages  they  claimed. 
By  2004  only  44%  of  plaintiffs  prevailed, 
and  they  collected  22(1:  on  the  dollar.  (You 
can  view  the  study,  Mandatory  Arbitra- 
tion of  Securities  Disputes:  A  Statistical 
Analysis  of  How  Claimants  Fare,  at  slcg. 
com,  the  Web  site  of  the  Securities  Litiga- 
tion &  Consultation  Group.) 

Plaintiffs'  attorneys  such  as  Daniel 
Solin,  the  study's  co-author,  say  the 
data  show  that  the  arbitration  system  is 
flawed.  Linda  Fienberg,  who  heads  the 
dispute-  resolution  unit  at  the  Financial 
Industry  Regulatory  Authority  (FINRA), 
has  a  different  take.  She  says  the  win 
rate  was  higher  in  the  1990s  because 
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regulators  were  aggressively  pursuing 
"bucket  shops,"  and  investors  were  able 
to  take  advantage  of  that.  Now,  she  adds, 
"there  have  been  fewer  rogue  brokers, 
and  large  firms  have  been  settling  a 
larger  percentage  of  cases." 

Either  way,  you  need  to  think  hard 
before  going  to  arbitration.  Unlike  a  civil 
suit,  where  justice  is  served  by  a  jury  of 
your  peers,  in  arbitration  it's  dispensed,  in 
part,  by  members  of  the  securities  industry. 
On  a  panel  of  three  arbitrators,  one  is  an 
"industry"  arbitrator— generally  a  current 
or  former  brokerage-firm  employee.  The 
other  two  are  "public"  arbitrators,  i.e., 
professionals  who  arbitrate  for  a  living. 

Before  a  hearing,  both  sides  get  a  list 


of  eight  arbitrators  for  each  posi 
and  get  to  knock  off  four  from  eac^  j' 
Plaintiffs'  attorneys  say  brokerage*  jjes 
lawyers  tend  to  bump  those  who  n,  seca 
awarded  big  payouts  in  the  pasti'idj 
the  same  token,  says  George  Friedi^ 
executive     vice-president     of    Fr^jf^, 
investor  attorneys  can  veto  arbitr.'^  ni,, 
who  have  awarded  too  little. 

Brokers  settle  about  70%  of  cl. 
before  they  reach  arbitration.  Setdet^i 
data  are  confidential,  but  arbitration  jij. 
torneys  say  payouts  are  likely  to  be  sis 
Still,  plaintiffs'  lawyer  Solin  always  ^ 
ommends  that  his  clients  take  a  si 
ment  if  offered.  "If  you  go  to  arbitra^, 
there's  a  risk  you  get  zero,"  he  says, 

Just  because  you  lost  money  do((  ^ 
mean  the  broker  erred.  Successful  ( 
often  revolve  around  investment  suit^  ojj 
ity.  "If  I  tell  my  broker  I'm  a  conservr*  ^y 
investof,  and  he  puts  me  in  volatile 
stocks,  that's  a  good  case,"  says  arbi  \ 
tion  lawyer  Jacob  Zamansky  of  Zamat 
&  Associates  in  New  York.  Your  so] 
cation  as  an  investor  is  also  crucial,  i||(| 
the  opposition  can  argue  that  you  shii  ^ 
have  known  better.  "If  the  client  is  a^  (j.^ 
ice  who  didn't  really  understand  whaf  | 
broker  was  saying,  that  bodes  well  fon 
chances,"  he  says.  Older  and  less 
ent  investors  often  fare  better,  too. 
one  thing  if  you're  30  and  you  can 
the  money  back,"  Zamansky  adds, 
another  if  you're  retired." 

Even  if  you  have  a  good  case,  pt* 
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is  expensive.  Lawyers  often  charge 
tingency  fee  of  33%  of  winnings, 
there  are  filing  fees,  charges  for 
day  of  arbitration,  pay  for  expert 
sses,  document  recovery  and  stenog- 
r  costs,  travel,  and  loss  of  wages. 

JMENTHELL 

E  KENNEDY  OF  Center  Point,  Tex., 
her  family  spent  some  $600,000 
ling  a  $10  million  claim  against 
ion  Smith  Barney  and  its  star  telco 
st,  Jack  Grubman.  They  also  spent 
nerable  hours  reviewing  20,000 
nents.  "We  had  to  go  through 
of  account  statements,"  she  says. 
ive  any  chance  of  winning,  good 
ds  are  a  must.  Any  e-mails  your 
;r  sent  hyping  a  stock,  any  conver- 
is  you  had  where  you  took  notes, 
risk-profile  questionnaire,  evidence 
r  investing  style  and  sophistica- 
ire  invaluable. 

U,  Kennedy's  case  failed,  as  have 
»f  the  cases  against  Grubman  and 
on,  even  though  the  firm  paid  $400 
m  in  fines  in  2004,  and  Grubman 
jarred  from  the  securities  industry, 
analyst  is  not  the  broker  providing 
e,"  says  Marc  Lackritz,  CEO  of  the 
rities  &  Financial  Markets  Assn. 
se  cases  are  harder  to  win." 
bitration  also  carries  psychological 
One  of  Solin's  clients,  Mary  Jane 
'artz,  a  retired  emergency-room 
b  whose  broker  lost  two-thirds  of  her 
lUlion  nest  egg,  felt  opposing  law- 
were  particularly  invasive.  "What 
ened  to  my  account  should've  been 
)nly  thing  they  talked  about,"  she 
"But  they  put  me  on  trial,  talking 

my  divorce,  my  parents  dying. 
called  me  an  opportunist.  I've  nev- 
ne  anything  bad  in  my  life."  The  ar- 
tors  awarded  Schwartz  $5,000— and 
:ed  her  $6,825  in  "forum  fees." 
laller  cases  are  almost  always  better, 
•tors  can  file  a  simplified  arbitration 
1  for  damages  of  less  than  $25,000, 
the  forms  available  at  finra.org.  In- 
of  a  hearing,  one  public  arbitrator 
on  your  case.  The  win  rate  is  about 
ame  as  with  larger  cases,  but  the  pay- 
often  higher,  averaging  33(t  on  dol- 
laimed.  Lawyers  generally  won't  take 
e  worth  under  $100,000,  though,  so 
1  probably  be  on  your  own. 
>r  some  plaintiffs,  pursuit  of  a  claim 
be  worth  any  cost.  "I  knew  in  the 
Jle  of  the  process  that  no  matter  what 

I  couldn't  win,"  says  Schwartz. 
I  had  to  go  through  with  it.  I  said: 
y  Jane,  you'll  never  forgive  yourself  if 
et  them  get  away  vidth  it.'"  ■ 
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TRADING  SYSTEMS 


Bonds:  A  Slow  Start 


SUPPOSE  YOU  LAUNCHED  a  bond-trading 
system  and  nobody  showed  up?  Thaf  s 
essentially  what's  going  on  at  the  New 
York  Stock  Exchange.  On  Apr.  23  the 
Big  Board  opened  NYSE  Bonds,  which  it 
hoped  would  vasdy  boost  its  corporate 
bond-trading  business  and  make 
investing  in  bonds  for  individuals  more 
like  buying  and  selling  stocks.  With 
NYSE  Bonds,  those  retail  investors,  who 
account  for  only  5%  of  cash  going  into 
bonds  but  place  two-thirds  of  trades, 
need  do  little  more  than  ask  for  a  quote. 
Previously,  investors  or  their  brokers 
had  to  call  multiple  market  makers 
—the  folks  who  offer  to  buy  and  sell 
the  issues— to  figure  out  a  price. 


BENEFITS 


Now,  three  months  later,  3,000  bonds 
are  available,  with  5,000  expected  by 
yearend.  But  does  anybody  know  that? 
On  most  days,  only  five  to  10  trades  are 
placed,  most  for  fewer  than  50  bonds. 
On  July  23,  not  a  single  bond  traded. 

Everything  is  going  according 
to  plan,  says  NYSE  Euronext  Vice- 
President  John  Holman.  First,  he 
explains,  the  NYSE  is  slowly  getting 
traders  to  make  markets.  The  goal  is 
to  have  at  least  three  quotes  per  bond. 
When  that  happens— the  NYSE  hopes 
it  will  be  by  the  end  of  the  summer— 
the  exchange  will  launch  a  marketing 
blitz  to  bring  brokers  and  investors 
on  board.  -Ben  Levisohn 
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BUYING  TIME  OFF 

AS  YOUR  SUMMER  winds  down,  you  may  be  lolling  in  your  beach  chair 
wishing  you  could  just  buy  yourself  another  week  of  vacation.  Well,  some  14% 
of  large  companies  now  allow  employees  to  purchase  extra  vacation  days, 
according  to  benefits  consultant  Hewitt  Associates,  proving  that,  for  many 
workers,  lime  can  be  more  precious  than  money. 

To  avail  yourself  of  such  a  perk  if  your  company  offers  it,  you  usually  sign 
up  during  the  benefits-enrollment  period  in  the  fall.  The  cost  of  the  extra  time 
is  deducted  from  your  pay  over  the  year,  often  in  money-saving  pretax  dollars. 
Xerox  started  offering  the  benefit  for  2007,  and  about  10%  of  its  28,400 
U.S.  employees  bought  an  additional  week,  says  Lawrence  Becker,  director 
for  benefits  and  policies.  Some  of  those  employees  are  undoubtedly  enjoying 
that  extra  vacation  right  now. 
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PersonalFinance  Inside  Wall  Street 


BYGENEG.  MARCIAL 

LEAVING  BANKRUPTCY  BEHIND,  UNITED  AIRUNES  IS  CLIMBING. 
USA  TECHNOLOGIES:  CREDIT  CARDS  EVEN  AT  THE  LAUNDROMAT. 
INSULIN  FROM  SEMBIOSYS  GENETICS  MAY  BOOST  SUPPLIES. 


Ids 


United's  Smooth  Takeoff 

UNITED  AIRLINES'  parent  UAL  (UAUA)  sprang  a 
surprise  in  July  when  it  posted  second-quarter 
earnings  that  handily  beat  Street  forecasts.  Another 
surprise  was  how  the  stock  has  bounced  up  after  UAL 
emerged  from  bankruptcy  in  February,  2006— despite  high 
oil  prices,  rising  competition,  and  public  outcry  about  the 
airlines'  disruptive  flight  cancellations  and  delays.  The 
stock  climbed  from  21  in  February  to  49  on  July  23, 2007, 
the  day  before  the  market's  plunge.  Analysts  see  the  stock, 
now  at  44.44,  rising  to  52-58  on  strong  revenue  growth  and 
continued  cost  cutting.  Another  plus 
that  could  kick  up  the  stock:  private 
equity  interest. 

"We  believe  UAL  is  a  potential 
private  equity  play,  given  the  $4  billion 
we  estimate  it  can  earn  in  free  cash  flow 
over  the  next  four  years,"  says  Daniel 
McKenzie  of  Credit  Suisse  (it  has  done 
banking  for  UAL  and  owns  shares), 
who  rates  UAL  "outperform."  He  says 
such  groups  "could  take  UAL  private 
today,  collect  dividends,  and  go  public 
when  the  industry  consolidates,  thereby 
capturing  the  valuation  arbitrage."  At  the  end  of  the  second 
quarter,  UAL  had  $5.1  billion  in  cash,  matching  its  market  cap. 
Given  pressure  from  the  growth  of  low-cost  carriers  and  other 
industry  challenges,  McKenzie  sees  more  consolidation  as 
nearly  certain.  The  analyst  also  believes  UAL  may  spin  off  its 
Mileage  Plus  program  and/or  pay  a  dividend  later  this  year. 
If  the  Mileage  Plus  is  spun  off,  he  says  the  proceeds  could  be 
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used  to  pay  down  additional  debt  or  for  repurchasing  shares ;  - 
McKenzie  figures  UAL  will  earn  (fially  diluted)  $2.55  a  share  " 
2007  and  $4.30  in  2008.  His  12-month  stock  price  target  is ; 

Vincent  Carrino,  president  of  Brookhaven  Capital  }«; 

Management,  which  owns  shares,  says  UAL  brass  has         ^W^ 
expressed  interest  in  an  alliance  or  merger.  He  thinks  UAL 
is  worth  60  to  80  in  a  deal,  which  he  expects  would  be  on 
a  stock-for-stock  basis.  Another  airline,  says  Carrino,  may 
propose  a  merger  even  before  private  equity  makes  a  move 

Frank  Boroch  of  Bear  Steams  points  out  that  UAL,  whicl 
runs  3,600  flights  a  day  to  210  U.S.  destinations  and  in  28 
other  countries,  is  one  of  the  "more  vocal  proponents  of 
consolidation  among  the  airlines,  even  pointing  out  that 
[greater]  East  Coast  presence  and  a  Southern  U.S.  hub  ecu 
complement  its  existing  network." 

"Despite  the  negative  fuel  environment,  the  company 
exceeded  its  cost- reduction  targets,"  says  Ray  Neidl  of  Caly 
Securities,  who  recommends  the  stock  as  a  buy.  The  compa 
he  figures,  is  on  track  to  meet  its  goal  of  reducing  costs  by  'I 
$400  million  this  year.  A  big  advantage  to  major  carriers  is|Q|| 
that  additional  airline  capacity  is  unlikely  to  occur,  accordiiiii 
to  Standard  &  Poor's,  even  though  demand  for  air  travel  is  flfl 
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likely  to  remain  robust  in  2007. 

Vending  Machines  Are 
Learning  to  Love  Plastic 

CREDIT-CARD  COMPANIES  are  targeting  11.5  millior 
U.S.  vending  machines  in  stores,  factories,  college; 
hotels,  and  offices.  USA  Technologies  (USAT) 
is  the  largest  maker  of  the  e-port  devices  that  enable        jnolo 
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ing  machines  selling  soft  drinks,  snacks,  and  laundry 
ucts  to  accept  plastic.  So  far,  only  12,000  machines 
3t  cards.  MasterCard  Worldwide  and  Coca-Cola 
rprises,  major  distributors  of  Coca-Cola  products, 
ig  supporters  of  fitting  vending 
lines  with  e-port  devices.  In 
,  six  large  vending  companies 
d  to  install  5,000  e-ports  to 
pt  MasterCard  PayPass  in  their 
lines.  And  several  prominent 
ers,  including  Coca-Cola 
ing  Co.  and  Cadbury  Schweppes 
ricas  Beverage,  whose  brands 
de  Dr  Pepper,  7UP,  and 
iple,  have  also  signed  up. 
.C  Capital  Associates,  led  by 
inaire  trader  Steven  Cohen,  was 
ipressed  with  USAT's  e-port  devices  that  it  bought  $10 
on  worth  of  USAT  stock,  for  a  15%  slice.  Another  big 
(holder  is  Wellington  Management,  which  owns  an  8.1% 
!.  Credit-card  transactions  could  hike  vending  sales  by 
,  says  Michael  Shonstrom  of  Emerging  Growth  Equities, 
ites  the  stock  a  hold,  but  says  USAT  has  "substantial 
ie  if  major  industry  adoption  develops."  Luis  Martins 
glich  Brothers  figures  sales  wdll  rise  to  $16.2  million  in 
I,  from  $9.8  million  in  2007.  He  sees  the  stock,  now  at 
at  11  at  yearend.  CEO  George  Jensen  says  that  vending 
a  lines,  excluding  laundry  and  kiosks,  produce  cash 
a' actions  of  $46  bilhon  annually.  "We  have  only  begun  to 
n  trate  this  huge  market,"  he  says. 
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im  SemBiosys, 
lew  Kind  of  Insulin 


SULIN  FROM  SAFFLOWER?  That's  what  SemBiosys 
'Genetics,  which  trades  in  Toronto  under  the  symbol 
BS,  is  developing.  In  a  June  presentation  to  the 
[rrican  Diabetes  Assn.  in  Chicago,  the  company 
aDHStrated  that  plant-produced  insulin  is  "physically, 
rturally,  and  physiologically  indistinguishable  from 
'irmaceutical-grade  human  recombinant  insulin," 
X  rding  to  Chief  Executive  Officer  Andrew  Baum.  These 
IS  ts,  he  says,  validate  the  feasibility  of  plant  production 
c  lology  for  the  large-scale  manufacture  of  human 
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insulin,  where  capacity  is  in  short  supply.  Baum  believes 
plants  offer  unprecedented  capacity  and  flexibility  for 
low-cost  biopharmaceutical  manufacturing  and  provide 
by  far  the  most  attractive  economics  in  terms  of  capital 
and  cost  of  goods.  SemBiosys  makes  protein-based 
pharmaceuticals  and  non-pharmaceutical  products,  using 
genetic  engineering  and  a  proprietary  technology.  Baum 
sees  demand  for  insulin  rising  to  16,000  kilograms  in  2012, 
a  big  jump  from  6,000  kg  in  2006,  when  sales  were  $7.5 
billion  worldwide. 

Neil  Maruoka  of  Canacord  Capital,  who  rates  the 
stock,  now  at  3.51  Canadian  dollars,  a  buy,  with  a  target 
of  7.70  in  Canadian  dollars,  says  the  results  presented 
by  SemBiosys  at  the  American  Diabetes  meeting  were 
"incrementally  positive"  and  compare  favorably  with  U.S. 
pharmaceutical-grade  insulin.  He  expects  that  SemBiosys' 
next  move  wall  be  into  human  testing 
to  get  approval  from  the  Food  & 
Drug  Administration.  Based  on  the 
preclinical  evidence  of  functional 
equivalence,  Maruoka  anticipates  the 
company  could  file  an  investigational 
new  drug  application  with  the  FDA 
to  begin  clinical  trials  before  the  end 
of  the  year.  With  a  shortened  path 
to  commercialization  in  the  U.S., 
"we  believe  SemBiosys  recombinant 
insulin  could  be  launched  by  2010,  if 
approved,"  he  says. 

Brian  Bapty  of  Raymond  James  in  Toronto  says 
SemBiosys  has  a  diversified  pipeline  of  new  products  that 
includes  food  additives,  cosmetics,  animal  health  items, 
and  pharmaceuticals.  He  rates  the  stock  "outperform," 
with  a  target  of  6.60  ($1  U.S.  equals  964:  Canadian).  Karen 
Boodram  of  Pacific  International  Securities  says  SemBiosys 
is  weH  funded,  with  $30  million  Canadian  on  its  balance 
sheet.  She  rates  it  a  buy.  II 
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banking  or  other  financial  relationships  with  them. 
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It  reads,  "Wish  you  were  here." 


Call  your  broker,  or  visit 
hartfordinvestor.com. 
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401(k) 

Annuities 
Life  Insurance 
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PersonalFinance  Figures  of  the  Week 


STOCKS 


AUG.  JULY26-AUG.1 

1550 


s 


1465.8 

1450 


COMMENTARY 

A  last-minute  dash  by  the 
markets  couldn't  make  up  for 
the  ground  lost.  There  were  a 
few  bright  spots,  like  Ford  (up 
5.8%)  and  Cummins  (up  9.3%), 
but  little  else.  ExxonMobil  and 
Health  Management  Associates 
both  got  hit  after  profits  fell. 
Worst  off:  American  Home 
Mortgage,  which  tanked  87%, 
prompting  fears  of  a  subprime 
contagion. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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THE  WEEK  AHEAD 


PRODUCTIVITY  &  COSTS  Tuesday. 
Aug.  Z  8:30  a.m.  £DT»  Output 
per  hour  worked  is  forecast  to 
have  grown  at  an  annualized  rate 
of  2%  during  the  second  quarter, 
up  from  a  pace  of  1%  in  the  first 
quarter.  That's  the  consensus 
among  economists  surveyed  by 
Action  Economics.  In  addition, 
recent  revisions  showing  slower 
economic  growth  during  the  past 
three  years  point  to  downward 
corrections  to  prior  productivity 


U.S.  MARKETS 

AUG  1 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P500 

1465.8 

-3.4 

3.3 

15.3 

Dow  Jones  Industrials 

13.362.4 

-3.1 

72 

20.1 

NASDAQ  Composite 

2553.9 

-3.6 

5.7 

23.9 

S&PMidCap400 

8587 

-3.5 

6.7 

16.6 

S&PSmallCap600 

411.0 

-3.7 

2.7 

14.7 

DJWIIshireSOOO 
SECTORS 

14,713.0 

-3.5 

3.5 

15.8 

BusinessWeek  SO* 

846.4 

-2.6 

6.0 

18.5 

BW  Info  Tech  100" 

495.5 

-3.7 

10.7 

355 

SAP/Citigroup  Growth 

680.3 

-3.5 

4.2 

16.3 

S&P/Citigroup  Value 

783.4 

-3.4 

2.5 

14.4 

S&P  Energy 

534.0 

-5.8 

172 

20.6 

S&P  Financials 

448.6 

-3  8 

-9.4 

1.3 

S&PREIT 

171.0 

-3.1 

-14.0 

-1.9 

S&P  Transportation 

288.5 

-1.3 

9.4 

18.6 

S&P  Utilities 

197.7 

-1.3 

5.9 

13.9 

S&P  GSTI  Internet 

204.2 

-6.5 

2.2 

32.5 

PSE  Technology 

943.8 

-3.3 

78 

24.1 

:o 


•March  19. 1999=1000    "February  7.  2000=1000 


GLOBAL  MARKETS  aug  i  week 

S&P  Euro  Plus  (U.S.  Dollar)  2134.1  -2.7 

London  (FT-SE 100)  6250  5  -3.2 

Paris  (CACAO)  5654.3  -3.1 

Frankfurt  (DAX)  7473.9  -2.8 

Tokyo  (NIKKEI  225)  16,871.0  -5.5 

Hong  Kong  (Hang  Seng)  22.455.4  -3.9 

Toronto  (S&P/TSX  Composite)  13,654.7  -3.2 

Mexico  City  (IPC)  30,048.4  -3.4 

FUNDAMENTALS  julvsi 

S&P  500  Dividenil  Yield  1.86% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  16  8 

S&P  500  P/E  Ratio  (Next  12  mos.)*  14.4 

First  Call  Earnings  Surprise*  3.34% 

TECHNICAL  INDICATORS  july3i 

S&P  500  200-day  average  14493 

Stocks  above  200-day  average  43.0% 

Options:  Put/call  ratio  1.14 

Insiders:  Vickers  NYSE  Sell/buy  ratio  3.83 


YEAR  TO 
DATE 

73 

0.5 
2.0 
13.3 
-2.1 
12.5 
5.8 
13.6 

WEEK  AGO 

1.80% 

176 

15.0 

3.19% 
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WEEK  AGO 

1446.1 

55.0% 
0.92 

4.68 
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BEST-PERFORMING 
GROUPS 


LAST 

MONTH  % 


LAST12 

MONTHS  % 


WORST-PERFORMING  ^^^ 

MONTH  % 


Divsfd.  Metals  &  Mining 

8.4 

Tires  &  Rubber 

147.3 

Industrial  Gases 

8.2 

Internet  Retailers 

126.6 

Gold  Mining 

6.5 

Divsfd.  Metals  &  Mining 

952 

Semiconductor  Equip. 

6.4 

Computer  Hardware 

528 

Airlines 

5.8 

Fertilizers  &  Ag.  Chems. 

51.0 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                             %         52-WEEK  TOTAL  RHURN 
LEADERS                                                          LEADERS 

% 

Pacific/Asia  ex-Japan  Stk. 

6.4 

Pacific/Asia  ex-Japan  Stk.  66.9 

Bear  Market 
Specialty-Precious  Metals 

4,0 
3.9 

Latin  America  Stock 
Diversified  Emerging  Mkts 

59,7 
.48.5 

Diversified  Emerging  Mkts. 

LAGGARDS 

3,5 

Foreign  Small/Mid  Growth  34  7 

LAGGARDS 

Specialty-Real  Estate 

-71 

Q^ar  Market 

-as 

Small  Value 

-7,0 

Specialty-Real  Estate 

2.8 

Specialty-Financial 

-6.6 

Muni  Single  State  Short 

2.9 

Small  Blend 

-6,1 

Muni  National  Short 

3.1 

GROUPS 

Tires  &  Rubber 

Constr  Materials 
Homebuilding 
Oil  &  Gas  Refining 
Spclzd.  Cnsmr.  Serv. 


-20.9 

-15.7 
-15.2 

-14.7 
-13.4 


Homebuilding 

Agricultural  Products 
Gold  Mining 
Spclzd.  Cnsmr.  Serv. 
Coal 


52 


■|« 


INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage! 


tBanxQuc 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

DireXn.Sm.  Cap  Bear  2.5X   191 

Rydex  Ivse.  Russell  2000  2x  H  15  1 
Rydex  Ivse.  Russell  2000  2x  A  15.1 
Rydex  Ivse.  Russell  2000  2x  C  15 1 

LAGGARDS 

DireXn.Sm.  Cap  Bull  2.SX  -17.7 
iSfiares  DJ  U.S.  Home  Constr.  1 5  2 
ProRmds  UltraSm.CapSvc  -14.2 
ProFunds  UltraSm.  Cap  Inv.    14  1 


5?-WEEK  TOTAL  RETURN  % 

LEADERS 

DnXn.  LaL  Am.  BuH  2X  Inv.  116.6 
Dreyfus  Prem.  Grtr.  China  1 114  0 
Dreyfus  Prem.  Grtr.  China  A  113.4 
Dreyfus  Prem.  Grtr  China  T 112  8 

LAGGARDS 

Ameritor  Investment       -66.7 

Profds.UltSh.Enirg.Mkts.Svc-56  0 
ProHs.tJIIShEmig.MMs.lnvL  -55.5 
DireXn.  Emrg.  Mkts.  Bear  2X  -50  6 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exennpt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


lO-YR  BOND 

30-YR.B)t 

General  Obligations 

4.01% 

II 

Taxable  Equivalent 

5.73 

11 

Insured  Revenue  Bonds 

4.20 

9 

Taxable  Equivalent 

6.00 

641 

data.  Unit  labor  costs  likely  grew 
by  1.9%,  after  cooling  off  to  an 
annualized  pace  of  1.8%. 
FOMC  MEETING  Tuesday.  Aug. 
7.9  a.m.  £07  »Ttie  Federal 
Open  Market  Committee  meets 
to  discuss  monetary  policy. 
Fed  watchers  polled  by  Action 
Economics  fully  expect  the  Fed  to 
keep  interest  rates  at  5.25%. 
INSTALLMENT  CREDIT  Tuesday 
Aug.  7,3  p.m.  ED7»  Consumers 
most  likely  took  on  an  additional 


$5.7  billion  of  debt  in  June,  after  a 
$12.9  billion  jump  in  May. 
EXPORT-IMPORT  PRICES  Friday 
Aug.  10,  8:30  a.m.  EDT ))  Import 
prices  probably  grew  1.2%  in  July, 
after  a  1%  rise  in  June.  Export 
prices  likely  grew  0.3%  for  a 
second  straight  month. 
FEDERAL  BUDGET  Friday  Aug.  10. 
2  p.m.  EDT » In  July,  the  federal 
government  probably  ran  a  $32.4 
billion  deficit.  It  would  be  the 
smallest  July  shortfall  since  2002. 


The  BusinessWeek  production  in] 
edged  up  to  308.8  for  the  week  eg 
July  21  but  stood  8.3%  above  its  f 
of  a  year  ago.  Before  calculation  ( 
four-week  moving  average,  the  in 
dropped  to  309.7. 
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ompany  Index 

index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
■ence  to  a  company.  IVIost  subsidiaries  are  indexed  under  their  own 
les.  Companies  listed  only  in  tables  are  not  included. 
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ith&  Beyond 
3Y)66 
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ardier  Aerospace  44 
')46 

-Myers  Squibb 
Y)64 

Airways  (BAB)  24 
laven  Capital  86 


rySchweppes86 

1  Securities  86 

(CAJ)81 

^Fitzgerald  16 

IIQ(MHP)40 

'Group  24, 46 

)illar(CAT)36 

((CTX)26 

er(DCX)24,34 

:City(CC)79 

I  Investment  24 

■p{C)38 

rands  66 

^sia-Pacific  60 

60 

Cola  (KO)  36, 46 
SjCola  Enterprises 
(0E)86 

Dr'iix  Medical  (CONX)  14 
or  Group  46 
re  Suisse  (CS)  21, 86 
rit|Um  Engineers  30 


at  JO  46 

ai!erChrysler(DCX)62 
ar  ontainer54 
34 


Dell  (DELL)  79 
Deutsche  Bank  (DB) 
34,40 

Digg52 

DirecTV  (DTV)  52 
Dominion  Homes  (DHOM)  26 
Dow  Jones  (DJ)  20, 21, 24 
D.R.Horton(DHI)30 
Duracell40 


East  West  Invest  54 
eBay  (EBAY)  52 
EchoStar  (DISH)  52 
Electronic  Arts  (ERTS)  18 
Embraer(ERJ)44 
EmergingGrowth  Equities  86 
Energizer  Holdings  (ENR)40 
Energy  Brands  46 


F.G 

Fannie  Mae  (FNM)  16 
Fiat(FIA)46 
Firefly  Mobile  82 
Ford  (F)  24, 46, 56 
FortisHaitong60 
Fox  (NWS)  20 
Freddie  Mac  (FRE)  16 
FridsonVision34 
Frost  &  Sullivan  44 
Gannett  (GCI)  20 
Gartner  Research  (IT)  62 
Gateway  (GTW)  79 
GE(GE)36 
Ginger  Hotels  46 
GlaxoSmithKline(GSK) 

24,58 
GlobalCrossing(GLBC)38 
GM(GM)24,34 
GM090 
Goldman  Sachs  (GS) 

34,40 
Google  (GOOG)  24, 52, 

62,79 


H,l 

Hartford  Floating  Rate 

Loan  36 
HB0(TWX)9 
Hewitt  Associates  85 
Hewlett-Packard  (HPQ)  79 
Home  Depot  (HD)  40 
Honda  (HMC)  24 
IBM  (IBM)  10, 62 
Icelandic  Water  68 
Incat46 
Indian  Hotels  46 
lntel(INTC)18,52,62 


J.K 

J&J(JNJ)24 
J.D.Power(MHP)30,56 
Jaguar  Cars  (F)  46 
Japan  Airlines  44 
JetBlue  Airways  (JBLU)  38 
KBHome(KBH)26 
Korean  Air  24 


L,M 

Land  Rover  (F)  46 
Lehman  Brothers  (LEH) 

34,54 
Lennar(LEN)26,30 
Lenovo(LNVGY)18 
Liberty  Global  (LBTYA)  24 
Life  Settlement  Insights  16 
Linden  Lab  18, 62 
Lufthansa  (DLAKY)  24 
Mastercard  (MA)  86 
McClatchy(MNI)20 
McGraw-Hill  (MHP)  30, 

34,40,56 
Meditron  Asset 

Management  36 
Mendel-Blumenfeld43 
Microsoft  (MSFT)  52, 

62,79 
Mitsubishi  Heavy 

Industries  44 
Modeci82 

Moody's  (MCO)  34, 40 
Morgan  Stanley  (MS)  36 
Multiverse  Network  62 
MySpace.com  (NWS)  62 


N,0 

NBC  56 

News  Corp.  (NWS)  20, 24 
New  York  Times  (NYT)  20 
Nokia  (NOK)  52, 62 
Northbridge  Equity  66 
Northwest  Airlines 

(NWACQ)24,58 
Nu-Gro(SPC)40,42 
NVIDIA  (NVDA)  18 
NVR(NVR)30 
NYSEEuronext(NYX)85 
Oddo&Cie38 
Oppenheimer  Senior 

Floating  Rate  Fund  36 
0pteum(0PX)26 


P.Q 

Pacific  International 

Securities  86 
PayScalelO 
Penn  Financial  36 
PepsiCo  (PEP)  68 
Pfizer  (PFE)  64 
Pimco(AZ)36 
PNC  Financial  Services 

(PNC)  36 
Praecis  Pharmaceuticals 

(PRCS)58 
Prescience  54 
Pu'erTealO 
PulteHomes(PHN)26 
Qwest  (Q)  24 


R,S 

Raymond  James  (RJF)  86 
Rayovac(SPC)40,42 
Remington  (SPC)  40 
Robert  Mondavi  Winery  91 
SAC  Capital  86 
Salim  Group  46 
Samsung  56 


S&P  (MHP)  21, 26, 34, 36, 
40,86 

SanfordC.  Bernstein  (AB)  34 
Sanyo  81 

SemBiosys  Genetics  (SBS)  86 
ServiceMaster  40 
Sharper  Image  (SHRP)  57 
Shell  Oil  (RDS)  62 
Showtime  Networks  (CBS)  9 
SketchUp62 
Skype(EBAY)52 
Smith  Barney  (C)  84 
Snapple  Beverage  (CSG)  40 
Sonicbrand56 
Sony  (SNE)  44, 62, 81 
Sowood  Capital  24, 34 
Spectrum  Brands  (SPC) 

40,42 
Sprint  Nextel(S)  52 
Sukhoi  44 
Sun  Microsystems 

(SUNW)62 


T.U 

Taglich  Brothers  86 

Target  (TGT)  66 

Tata  Group  46 

Tetra  Holding  (SPC)  40 

ThinkFree79 

Thomas  H.Lee  40, 42 

Thomson  Financial  (TOC)  21 

Thomson  Learning  40 

TMNG  Global  (TMNG)  52 

T-Mobile(DT)52 

TNS  Media  Intelligence  64 

Towers  Perrin  30 

Toyota  (TM)  24, 44 

Trident  Group  54 

Tyco(TYC)46 

UAL(UAUA)58,86 

Ultrashort  Financials 

ProSharesFund36 
United  Industries  (SPC) 

40,42 
United  Pet  (SPC)  40,42 
USATechnologies(USAT)86 


V,W 

Varta(SPC)40 
Verizon  (VZ)  52 
Virgin  Atlantic  24, 65 
Virgin  Media  (VMED)  24 
VWR  International  40 
Wal-Mart  Stores  (WMT) 

38,40 
Walt  Disney  (DIS)  54, 82 
Wamer  Music  (WMG)  40 
Washington  Post  (WPO)  20 
Wellington  Management  86 
Wells  Fargo  (WFC)  62 

X  Y,  2 

Xerox  (XRX)  85 

Yahoo!  (YHOO)  52 

Yankee  Group  82 

YouTube  62 

Yukos54 

Zamansky  &  Associates  84 

Zoho79 
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Ifs  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  airing  August  4  and  5: 

Housing  Woes:  Home  prices  have 
dipped  to  a  16-year  low.  Sellers 
and  brokers  reveal  how  they're 
coping  with  the  struggle. 

RoUercoaster  Market:  How  Wall 
Street's  volatility  impacts  your 
portfolio  and  what  steps,  if  any, 
to  take. 

What  a  Freshman  W^nts:  First- 
timers  are  spending  big  bucks  on 
more  than  just  books.  What  they're 
buying  and  how  retailers  are 
cashing  in. 

College  Tech:  From  underwater 
cameras  to  the  latest  laptops,  what 
students  are  packing  up  for  school. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

View  video  clips  and  find  your  local 

station  and  airtime  by  zip  code  at 

businessweekweekend.com 
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IdeasOutsideShot 

INTERVIEW  WITH  JEREMY  GRANTHAM 


0 


1 


Life  in  a  Time  of  Bubbles 


No  matter  where  Jeremy  Grantham  travels,  it's  the  same  investment 
landscape:  overpriced  assets.  The  chairman  of  Boston  money  managemef! 
firm  GMO  (formerly  Grantham,  Mayo,  Van  Otterloo)  thinks  we're  in  the 
first-ever  global  bubble,  one  affecting  everything  from  stocks  to  real  estan 
and  antiquities.  Grantham,  whose  firm  manages  $145  billion  in  assets, 
argues  that  when  this  bubble  bursts,  the  fallout  will  be  painful  and  seven 
The  longtime  bear  recently  spoke  with  BusinessWeek  contributor  Tyler  HillS 


What's  driving  this  bubble? 

Private  equity  is  a  major  component— but  only  one  compo- 
nent—of what  I  call  the  lef  s-all-look-like-Yale  effect.  It's  a 
move  into  sexy  nevi^  areas,  such  as  private  equity,  hedge  funds, 
forestry,  emerging  equity,  emerging  debt,  and  so  on.  This 
phenomenon  is  happening  everywhere:  in  the  Singaporean 
government,  the  Norvi^egian  government,  and  just  about  every 
pension  fund  in  America. 


Are  there  any  pockets  that  haven't  been  touched 
by  the  bubble? 

One  of  my  colleagues  said:  "Not  everything  is 
expensive.  We  can  find  some  plays  on  Malay- 
sian land  that  are  attractive."  There  might  be 
one  or  two  nooks  or  crannies  around  the  world 
like  that. 

It's  been  a  while  since  anything  has  been 
cheap.  Right  now  I  would  say  that  10-year  gov- 
ernment bonds  and  TIPS  [Treasury  Inflation-Pro- 
tected Securities]  are  good. 


Money 

manager 

Grantham 

has  been 

preparing 

For  a  global 

reckoning 


Will  the  economy  be  affected  by  the  fallout? 

The  economy  is  like  the  Golden  Gate  Bridge.  You've  g| " 
series  of  bolts  that  are  very  sensitive  and  rather  flaky  and< ' 
or  two  look  like  they're  failing.  It  doesn't  mean  the  bridgf  ^ 
going  to  come  down.  You  hope  that  two  or  three  of  theia/  '* 
not  lined  up  together.  I  think  in  the  end  it's  going  to  be!!f™' 
eral  of  these  pieces  that  fail.  That  said,  I  wouldn't  bet  aga 
the  U.S.  economy.  It  is  tough,  durable,  and  resilient.  C 

two  or  three  years,  the  bubble  bursting  mlj"' 
knock  a  point  or  two  off  economic  growth, 
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What's  the  most  overvalued  asset? 

Land.  People  say  "real  estate,"  but  you  can  build 
a  house  today  for  verj'  much  the  same  price, 
adjusted  for  inflation,  as  20  years  ago.  The  land,  though,  has 
tripled  or  quadrupled  in  real  terms.  I  put  that  as  classic,  old  hat 
bubble  territory. 

Could  the  problems  in  the  credit  market  burst  this  bubble? 

I  don't  know  if  the  subprime  debacle  started  it,  but  it  was  the 
first  manifestation  of  it.  When  things  get  that  good  they  tend 
to  roll  over  and  it  happens  that  subprime  was  the  first  thing  to 
bite.  But  it  does  obviously  have  an  important  carry-over  effect. 
In  the  end  the  curtailment  of  housing  borrowdng  will  be  a  big- 
ger deal  than  subprime  itself. 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 
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If  the  bubble  is  deflating,  which  assets  are  sah^  ^ 

Cash-like  T-bills  and  money-market  fundil  'lii 
good.  Ten-year  bonds  look  pretty  good  r ' 'If 
government  bonds  look  good,  junky  bonds  1 W 
terrible.  Junky  stocks  look  even  worse.  Equitit 
general  look  a  litde  dangerous,  but  the  high-q .  - 
ity  ones  look  less  dangerous  than  the  low-quJ<  M 
ones.  So  if  you  have  to  own  equities,  make  t  ftik 
they're  blue  chips.  And  don't  be  too  proud  tool  wt 
cash  and  10-year  government  bonds  these  dalt  md 

I  esK 

How  are  you  preparing  your  portfolio?  i: 

We  are  taking  as  little  risk  as  we  have  ever  ta'  "^^' 
in  our  30-year  history  and  clutching  more  cash  and  bonds  t 
we  normally  hold.  We  do  asset  allocation  across  a  wide  vai' 
of  strategies.  But  for  example,  in  an  account  for  which  I  b 
total  discretion  and  no  constraints,  I  have  17%  in  emergi 
markets  stocks  and  a  17%  short  position  in  the  Russell  2' 
index  (U.S.  small  cap  stocks).  That  nets  out  to  zero  equity*  i] 
posure.  The  rest  of  the  money  is  in  cash  and  a  bit  of  timbew  U 
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So  you're  avoiding  all  overpriced  assets? 

I  feel  very,  very  guilty.  When  I  got  back  [from  a  recent 
around  the  world],  I  had  two  packages  waiting  for  me, 
of  which  was  Indian  art,  so  I  am  definitely  not  taking  myftf  am 
advice  on  this  one.  ■ 
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I  he  Vines  That  Bind 

OUSE  OF  MONDAVI  The  Rise  and  Fall  of  an  American  Wine  Dynasty 

ia  Flynn  Siler:  Gotham  Books;  452pp;  $28 


a  storj^eller,  the  sad  saga  of  the 
adavi  family  is  hterary  gold:  a  long, 
Bted  tale  filled  with  big  egos,  beautiful 
kdrops,  and  charismatic-yet-flawed 
"racters  who  pull  off  towering  feats 
n  then  throw  them  all  away.  In 
1  House  of  Mondavi:  The  Rise  and 
c '  of  an  American  Wine  Dynasty^ 

li  FhTin  Siler  has  crafted  from  that 
;t  laterial  a  fascinating  chronicle  of  an 
ii  grant  family's  life  and  times.  Whaf  s 
0  ,  the  book  recounts  one  of  America's 
D  underappreciated  achievements:  the 
t  :i's  evolution  from  a  maker  of  rotgut 
ic  1  to  one  of  the  world's  leading  wine 

0  icers.  More  than  anyone  else,  it  was 
e  ondavis  who  pioneered  that 
e  ocular  transformation. 
'  ;r,  a  San  Francisco-based  reporter 
r  le  Wall  Street  Journal  (and  formerly 
r  isinessWeek),  was  well- acquainted 
t  :he  Mondavi  story,  having  covered 
e  JHipan/s  implosion  as  a  reporter  for 
e  ?\vspaper.  But  this  is  no  clip  job.  The 
!t  n  has  dug  deeply  into  the  Mondavis' 
SI  T,  examining  tens  of  thousands  of  legal 
ic  orporate  documents  and  conducting 
t{  'iews  with  more  than  250  people,  including,  most 

If  rtantly,  the  quarrelsome  Mondavi  brothers  Robert  and 
t  and  Robert's  two  warring  sons,  Michael  and  Timothy, 
II  ook  over  his  business.  The  result  is  one  of  the  more 
e  jiable  recent  books  on  the  business  of  American 
o-imd  wine. 

1  e  story  begins  in  1906,  when  Cesare  Mondavi  left  a 
i;  \illage  in  the  heart  of  Italy  and  soon  moved  to  the 
si  Central  Valley  of  California,  where  he  and  his  wafe, 
W  built  a  successftil  fruit-wholesaling  business.  The 
Oilavis  became  pUlars  of  the  Lodi  community,  doing  well 
lO^h  to  send  their  two  boys,  Robert  and  Peter,  to  Stanford 
li  :isity.  By  this  time,  older  brother  Robert  was  already 

[  t  tectionist  who  was  seldom  satisfied  with  the  efforts 
f  lily  members."  He  also  showed  a  flair  for  business.  In 
4  Robert  persuaded  his  parents  to  buy  Napa  Valley's  first 
iny,  Charles  Krug.  But  before  Cesare  signed  the  papers, 
■  i  posed  one  condition  on  his  sons:  that  Robert  and  Peter 
31  together  to  build  the  winemaking  business. 
!.•  the  next  20  years,  the  brothers  kept  a  lid  on  sibling 
'ay  and  created  a  successful  winery  by  leveraging  the 
II  name.  Robert  handled  sales  and  marketing,  while  Peter 
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managed  production.  But  they  could  never  overcome  their 
com.petitiveness.  "Peter  felt  that  Robert  got  all  the  credit  for 
Krug's  success,  while  he  seemed  to  get  very  little  recognition 
for  making  the  wine,"  writes  Siler.  One  day  in  1965,  decades 
of  tension  came  to  the  fore  when  Robert  slugged  Peter  in  the 
face  after  the  latter  accused  him  of  spending  too  much  money 
on  travel  and  promotion.  The  result?  The  family  and  the  Krug 
board,  composed  of  family  and  several  prominent  outsiders, 
banished  Robert  from  the  business  even  though  the  vvdnery 
had  thrived  under  his  tyrannical  leadership. 

Seeking  the  ultimate  revenge,  Robert  rounded  up 

$200,000  in  capital  and  in  1966  launched 
Robert  Mondavi  Winery— which  raised 
American  winemaking  to  a  new  level  by 
combining  Old  World  expertise  with  New 
World  technology  and  marketing  savvy. 
Robert's  flair  for  showmanship  and  ability  to 
recruit  promising  young  winemakers  led  to 
quick  success. 

By  the  1970s  it  was  clear  the  Mondavis  were 
one  of  the  most  dysfunctional  families  in  the 
history  of  v^merican  industry,  with  the  ugliness 
extending  into  the  next  generation.  Robert 
cruelly  fomented  a  bitter  rivalry  between  his 
two  sons,  Michael  and  Timothy.  He  particularly 
seemed  to  enjoy  dressing  them  down  in  front 
of  company  employees,  ensuring  a  lifetime 
of  insecurity.  Older  brother  Michael  adopted 
the  role  of  his  father  Robert,  pushing  for  sales 
growth,  while  Timothy  recapitulated  that  of 

Robert's  abused  younger  brother, 
Peter,  defending  a  romantic 
vision  of  producing  small  batches 
of  high-end  Mane. 

Eventually  the  years  of  rancor 
and  greed  caught  up  with 
Robert's  side  of  the  family.  By 
2004,  when  growing  industry 
competition  led  to  falling  profits, 
the  Mondavi  board  fired  Michael 
and  hired  bankers  to  sell  or  break 
up  the  company.  Later  that  year, 
the  Sands  family,  maker  of 

Wild  Irish  Rose  and  other 

budget  vidnes,  bought 
Mondavi  for  $1.35  billion. 
The  House  of  Mondavi  does  not  have  a  perfect  finish.  At 
times  Siler  shows  an  annoying  tendency  to  overdramatize, 
and  the  last  third  of  the  book  gets  bogged  down  in  recounting 
too  many  of  the  family's  petty  squabbles.  But  these  are  minor 
flaws.  If  you  have  any  interest  in  American  winemaking, 
The  House  of  Mondavi  will  quench  your  thirst.  II 

-By  Spencer  E.  Ante 
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BY  JACK  AND  SUZY  WELCH 


Customer  Loyalty's  New  Rules  ■ 


At  my  old  company,  we  did  everything  to  retain  customers- 
built  dedicated  facilities,  designed  innovative  packaging, 
offered  aggressive  pricing,  and  delivered  quality  second  to 
none.  Still,  a  few  major  accounts  dumped  us.  Is  customer 
loyalty  dead? 

-Carl  Warren,  Ridgefield,  Conn. 

Not  dead,  but  different.  Time  was,  you  could  "earn"  a 
customer's  loyalty  with  tickets  to  a  big  game,  a  Disney 
World  vacation,  a  few  nice  dinners.  And  you  could  keep  that 
loyalty  with  what  used  to  be  called  belly-to-belly  selling,  or 
put  less  graphically,  relationship-building.  You'd  listen  to 
your  customers'  dreams  and  worries,  visit  them  to  see  how 
your  product  fit  their  needs,  troubleshoot  their  problems. 
In  more  competitive  situations,  you'd  add  the  sort  of  extra 
manufacturing  and  design  services  your  letter  mentions.  And 
usually,  such  partnering  was  enough  to  keep  them  in  the  fold. 

Yes,  price  mattered  in  those  halcyon  days,  sometimes  a 
lot.  We're  only  talking  about,  say,  10  years  ago.  But  it  never 
mattered  like  in  today's  fierce  economy.  The  Internet,  in 
particular,  has  made  pricing 
transparent  and  purchasing 
global.  And,  as  you  have  so 
painfully  discovered,  that  puts 
you  in  a  buyer's  world. 

But  we're  not  ready  to 
bury  customer  loyalty,  only  to 
redefine  it  from  a  transaction 
to  a  two-way  street.  With  the 
transaction  approach  to  loyalty, 
you  give  your  customers 
competitive  pricing,  high 
quality,  and  excellent  service, 

and  they  give  you  repeat  

business.  It's  a  nice  deal— until 

someone  comes  along  with 

slightly  better  pricing,  quality,  or  service.  Then  it's  square  one 

again  as  you  try  to  win  your  customer  back. 

With  the  two-way-street  approach  to  loyalty,  you  and  your 
customers  don't  have  a  deal  as  much  as  you  have  mutual 
dedication.  Because  you,  the  seller,  are  not  delivering  on  just 
price,  quality,  and  service.  You  are  demonstrating  intense 
loyalty  by  giving  him  a  comprehensive,  inimitable  way  to  win. 
Better  productivity.  Faster  throughput.  Lower  inventory.  More 
innovative  products.  You  are  delivering  something— anything— 
that  makes  you  indispensable  to  your  customer's  success.  Then, 
and  only  then,  wdll  you  get  complete  loyalty  in  return. 

You  may  well  be  thinking,  We  did  that!  We  built  dedicated 
plants.  We  designed  special  packaging.  To  which  we'd  ask: 
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Only  by 
providing 
clients  with 
new  ways  to 
win  do  you 
have  a  nope  of 
keeping  them 


But  did  those  services,  no  doubt  costly,  fundamentally  ch 
the  game  for  your  customers?  Did  you  enable  them  to  exj 
into  profitable  new  markets  or  catapult  old  rivals?  It  seen 
unlikely,  or  how  could  they  have  walked  away? 

They  couldn't  have. 

Modern  loyalty,  then,  ultimately  comes  down  to  that 
old  saying:  "What  goes  around  comes  around."  The  mop 
fervendy  committed  you  are  to  making  your  customers  w 
big  in  the  long  haul,  rather  than  just  meeting  their  immei 
demands,  the  more  fervendy  committed  they  will  be  to  yc. 
Thaf  s  a  tall  order,  of  course.  But  given  the  direction  of  thi 
ever-more-competitive  global  economy,  a  two-way  street 
approach  to  customer  loyalty  is  the  only  road  to  take. 

What  are  the  characteristics  of  a  good  company  "universit 

-Vladimir  Glazunov,  Moll 


Your  question,  of  course,  mainly  applies  to  large  companies! 
since  only  they  can  afford  the  luxury  of  an  in-house  leamini| 
center.  And  what  a  luxury  it  is,  too,  as  effective  managemen 
development  programs  can  provide  a  real  competitive  edg 
They  can  attract  the  best  kind  of  people  during  hiring  andi 
a  company's  high-potentials  into  high  performers. 

Note  the  word  "effective."  Because  corporate  universitia 
too  often  are  not.  The  most  common  reason  is  that  compa 
bring  in  outsiders  to  do  the  teaching— typically  business 
school  professors  and  consultants.  Talk  about  undermininij 
process.  You  want  your  own  managers  in  front  of  every  ( 
demonstrating  for  employees  what  success  thinks  and  ac 
in  your  organization.  That's  motivating,  and  it  can  also  pro^ 
a  heck  of  a  lot  of  growth  (not  to  mention  fun)  for  the  mana 
temporarily  donning  professorial  robes. 

In-house  universities  also  fail  for  a  second,  more  insidioJ 
reason:  They  become  warehouses— a  polite  word  for 
"dumping  grounds"— for  employees  who  can  be  spared  foi 
a  few  weeks.  Why?  Because  few  managers  like  being  partell 
from  their  best  people.  The  antidote  is  to  make  sure  managi 
get  it:  In-house  development  programs  are  a  reward  for 
superior  performance.  Only  the  best  get  selected  to  go,  andi 
company's  leaders  and  HR  people  pick  them. 

In-house  universities  are  pretty  rare,  and  well-run  ones« 
don't  come  easy.  But  when  done  right,  they  can  be  a  poten 
force  for  change.  Your  question  suggests  you  may  be  lucks 
enough  to  seize  that  opportunity.  ■ 

Jack  and  Suzy  Welch  look  forward  to  answering  your  questions  ii 
about  business,  company,  or  career  challenges.  Please  e-mail  thi<> 
at  thewelchway@businessweek.com.  For  their  weekly podcm 
go  to  businessweek.com/search/podcasting.htm.  ^ 
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state  investments  are  subject  to  special  risks,  including  interest  rateand  property  value  tludftiattons,  as  well  as  nsksTelated  to  general  and  economic 
ions.  Investments  and  services  are  offered  tliroiigh  Morgan  Stanley  &  Co.  Incorporated,  member  SIPC©  2007  Morgan  Stanley. 


lould  real  estate  be  a  part  of  your  portfolio  strategy?  Many  institutional  investors  look  to  real  estate  as  a 
rent  way  to  share  in  global  growth.  With  more  than  $60  billion  in  real  estate  assets  under  management, 
people  on  the  ground  in  22  cities  around  the  world,  Morgan  Stanley  knows  the  global  real  estate  markets. 
e  been  involved  in  real  estate  continuously  since  1969  -  longer  than  any  other  Wall  Street  firm.  If  you're 
ested  in  understanding  the  role  real  estate  can  play  in  your  portfolio,  talk  to  Morgan  Stanley. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/WORLDWISE 
or  call  866.479.1836 
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Putting  Accenture's 
research  to  work. 


KeySpan 

High-performance    rtrf 
transformation,  delivered. 

In  response  to  the  demands  of 
deregulation,  KeySpan  partnered 
with  Accenture  in  a  complete 
restructuring  of  the  utility's  operations. 
With  a  new  integrated  business 
model,  new  technologies,  a  focus 
on  a  high-performance  culture, 
and  standardized  processes,  KeySpan 
has  substantially  improved  revenues, 
successfully  created  a  platform  for 
growth,  and  achieved  the  operational 
excellence  of  a  high-performance 
business. 


Staples 

High-performance 
supply  chain  management, 
delivered. 

To  further  widen  its  competitive  lead, 
Staples  turned  to  Accenture  for  a 
state-of-the-art  supply  chain.  By 
focusing  process  improvements  to 
enable  more  synchronized  marketing, 
Accenture  helped  this  high-performance 
retailer  cut  inventories  by  15%  — 
freeing  up  more  than  $200  million  in 
working  capital  and  contributing  to 
over  $100  million  in  incremental  sales. 
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Ve  know  what  it  takes  to  be  a  Tiger. 

jc  high  performers  aren't  defined  by  what  they  do  to 
ach  the  top,  but  what  they  do  to  stay  there.  It's  what 
'  call  continuous  renewal  and  it's  one  key  finding  from 
r  proprietary  research  into  the  world's  most  successful 
mpanies.  For  an  in-depth  look  at  our  study  of  and 
perience  with  high  performers,  visit  accenture.com/research 

nsulling  •  Technology  •  Outsourcing 
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High  performance.  Delivered 


Why  mirror  the 
Denchmark  when  you 
can  mirror  the  pros? 


ntroducing  Enhanced  Index  Funds. 

Tap  into  a  strategy  professionals  have  used  for  years.  Rather  than  simply 
replicate  the  index,  we  seek  to  optimize  these  new  funds  by  overweighting 
the  stocks  that  hold  the  most  promise  -  which  gives  you  the  potential  for 
better-than-index  returns.  How's  that  for  a  professional  edge? 


Before  investing,  consider  the  funds'  investment  objectives,  risks,  charges, 
and  expenses.  Contact  Fidelity  for  a  prospectus  containing  this  information. 
Read  it  carefully. 

The  S&P  500*  Index  is  an  unmanaged  index  of  the  common  stock  prices  of  500  widely  held  U.S.  common  stocks  selected  for 

market  size,  liquidity  and  industry  group  representation. 

The  Russell  1000  Growth  Index  is  an  unmanaged  market  capitalization-weighted  index  of  those  stocks  of  the  1,000  largest  US 

domiciled  companies  that  exhibit  growth-oriented  characteristics. 

The  Russell  1000  Value  Index  is  an  unmanaged  market  capitalization-weighted  index  of  those  stocks  of  the  1,000  largest  US 

domiciled  companies  that  exhibit  value-oriented  characteristics. 

Fidelity  Brokerage  Services,  Member  NYSE,  SIPC  454291.3  J 
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3ck  values  fluctuate  in  response  to  the  activities  of  individual  companies  and  general  market  and  economic  conditions,  domestically 
d  abroad. 
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Smart  move: 


1800  FIDELITY  |  Fidelity.com/enhanced 
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mobile  security? 


lir  rtiday.  Sfcurity.  I!  ttavels  throiifjli  Wrills,  gels 
.ii  II  ss  dlrnost  anywhere.  It's  Nokia's  vision  tor 
w.iH  .ipplidnces,  smdrt  remote  mandqement 
t(i  t)est-in-clas5  security  specialists  Cliecl<  Point'"' 
:li  means  vniir  mnbile  data  is  more  seriire  than 


It's  time  to  secure  llie  air. 


www.nokiaforbusiness.com/security 
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MARIA  BARTIROMO:  FACE  TIME 

U2  A  Bolder  John  Edwards 

The  putative  No.  3  in  the  race  for 
the  Democratic  Presidential 
nomination  is  aggressively  staking 
out  left-of-center  positions.  Cases 
in  point:  He's  calling  for  higher 
capital  gains  rates  and  tax  hikes 
for  the  wealthy.  And  he's  taking 
on  Rupert  Murdoch  and  the 
credit-card  industry 
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NTRODUCING  THE  BEST 

'VARRANTY  COVERAGE 

N  THE  BUSINESS. 


:or<c:>: 


LIFE  TiltM  E 

PDWERTRAIN  WARRANTY 


Chrysler  Lifetime  Powertrain  Limited  Warranty  is 
irstto  be  offered  by  any  automaker.  Ever.  Because 
this  warranty,  you're  covered,  and  it  lasts  for  as 
as  you  own  your  vehicle. 

I  LIFETIME  POWERTRAIN  LIMITED  WARRANTY 
HE  ICING.  OUR  VEHICLES  ARE  THE  CAKE. 
big  news  is  that  this  powertrain  limited  warranty 
ies  to  the  vast  majority  of  our  great  new  Chrysler, 

and  Dodge  vehicles.*  So  if  you  always 
ted  to  leave  civilization  behind  and  explore  the 
it  outdoors  in  a  Jeep  Wrangler  or  a  Patriot,  our 


powertrain  warranty  goes  with  you.  Or  if  you  ever 
dreamed  about  cruising  around  town  in  the  unmistakable 
Chrysler  300,  relax.  You  won't  be  left  stranded  by  a 
short-term  powertrain  warranty.  Need  a  tough  Dodge 
Ram  truck  for  your  job?  You've  got  the  peace  of  mind 
of  knowing  that  our  powertrain  warranty  is  always 
there  to  keep  you  working. 

THE  NEXT  STEP  IS  SIMPLE.  GET  TO  YOUR  CHRYSLER, 
JEEP,  OR  DODGE  DEALER  TODAY  The  only  difficult 
decision  you  have  to  make  is  picking  which  great  vehicle 
you  want.  For  more  information,  visit  your  local  dealer. 


WRANGLER 


RAM 


Chrysler. com 


JeeR 


jeep.com 


dodge.com 


dealer  for  a  copy  of  limited  warranty  and  details.  Non-Transferable.  Not  available  on  SRT,  diesel  vehicles,  Sprinter.  Raoi  Chassis  Cab,  and  certain  fleet  vehicles.  On  purchases  beginning  7/26/07. 

Chrysler,  Jeep,  and  Dodge  are  registered  trademarks  of  OaimlerChrysler  Company  LLC. 


THE  WALL 
STREET  JOURNAL. 


When  it  came  to  our  tasting  of  "wliite 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS         ^ 

Hendrick's 

^0/750ml 

FlavorfuM 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


(^ 


HENDRICK'S 


-^ 


A  Most  Unusual  Gin 

HENDRICKSGIN.COM 


What's  Hot  This  Week  A 

BusinessWeeLcon 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  at 
businessvi/eek.com.  Find  links  to  tfie  online-only  highlights  below  at  businessweek.com/ 
magazine/content/07_34/online.htm. 


NFL  Commish  Roger  Goodell,  NBC  honcho  D 
Ebersol,  Tiger  Woods,  racer  Danica  Patricic 


Sports:  The  Real  Sluggers 

What  do  top  golfer  Tiger  Woods,  network  television  executivL 
Dick  Ebersol,  basketball  legend  Michael  Jordan,  and  Nationdfpe 
Football  League  Commissioner  Roger  Goodell  have  in 
common?  They're  among  the  movers  and  shakers  in  American 
sports.  But  these  are  just  a  few  of  the  true  power  brokers. 
BusinessWeek  is  ranking  the  100  most  powerful  people  in 
sports  for  the  inaugural  BusinessWeek/ESVN  Power  100.  To 
help  compile  our  list,  we  have  put  together  an  all-star  panel  ofi^fex 
25  experts  across  a  variety  of  sports,  from  Cy  Young  Award 
winners  and  Super  Bowl  champions  to  academics  and  CEOs 
Even  the  world  of  sports  financing  is  represented.  But  we  ali 
want  to  hear  from  you,  our  readers.  So  go  to  businessweek.coo 
go/07/survey  and  take  the  opportunity  to  contribute  your  owj.1  ict 
suggestions.  Our  list,  along  with  several  other  comprehensi 
features,  will  appear  in  the  Power  lOO'issue  that  debuts  on 
Sept.  27. 


^ei 


Jldc 


lah 


KiSi 


OUR  NEW  COMPANIES  CHANNEL  BusinessWeek.com's  Company  Insighit  Center 
serves  up  data  on  more  than  350.000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  financials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CUCKER  THIS  WEEKEND  FOR:  Tips  for  avoiding  foreclosure  I  The  future  of  work  Mi; 
generations  I  Wine  vacations  in  every  state  I  Babysitting  co-ops  can  save  you  money  I  Chieck  your  la 
listings  for  program  dates  and  times.  For  video  clips  go  to  businessweekweekend.com. 
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iUsinessWeek  events 
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staying  on  the  Fast  Track 

Leadership,  Innovation,  Performance 

6-7  November  2007,  China  World  Hotel,  Beijing 


T-competitive  markets  challenge  the  ability  of  any  company  to  stay  on  the  fast  track, 
performance  expectations  riding  high,  how  will  you  continue  to  deliver?  Unexpected 
»ges  in  business  environment,  customer  preferences  and  new  competitors  force  many 
panies  off  the  path  of  growth.  How  should  you  redefine  your  business  model  to  create 
ainable  competitive  advantage? 

true  that  you  cannot  outpace  change,  but  you  can  outhink  it.  So  join  us  at  The  11th 
jal  CEO  Forum  and  learn  from  business  leaders,  global  CEOs  and  policy  makers  as  they 
;  experience  and  ideas  with  you  and  your  peers.  Be  part  of  two  days  of  intense  discussion, 
)gue  and  debate  and  explore  how  to  create  the  winning  corporation  of  tomorrow. 

?sight.  Insight.  Perspective.  Live  at  The  1 1th  Annual  CEO  Forum. 


&ct  Speakers 

Yongtu,  Secretary-General,  Boao  Forum  for  Asia,  People's  Republic  of  China 

Bernardin,  chairman  and  chief  executive  officer,  Leo  Burnett  Worldwide,  United  States 

tephanie  Burns,  chairman,  president  and  chief  executive  officer,  Dow  Corning,  United  States 

ew  Ferrier,  chief  executive  officer,  Fonterra  Co-operative  Group,  New  Zealand 

jd  Abdulkarim  Julfar,  chief  operating  officer,  Etisalat,  United  Arab  Emirates 

■Joo  Kim,  chairman  and  chief  executive  officer,  Sungjoo  Group,  Republic  of  Korea 

lelmut  Panke,  former  chairman,  BMW  AG  and  member  of  the  Board,  Microsoft,  Germany 

Rosling,  executive  director,  Tata  Sons,  India 

shasayee,  managing  director,  Ashok  Leyland,  India 

g  Yue,  chairman  and  chief  executive  officer,  Broad  Air  Conditioning,  People's  Republic  of  China 


strategic  partners: 


Allianz  (ili 


AtosT,# 
Origin 

Standard  1^ 
Chartered  SS 


Supporting  organizations: 


7aT  HiU  & 


Associates 


[Mstrategies 


strategic  partnership  enquiries 

Alan  Wong  Tel  (852)  2151  8220 
Email  alan  wong@dnmstrategies  com 


Speaking  opportunities 

Priscilla  Poon,  Tel  (852)  2561  0142 
Email  priscilla.poon@dnmstrategies.com 


Participant  registration 

Karen  Lee.  Tel  (852)  2151  8215 
Email;  karen-lee@dnmstrategies  com 


For  agenda  go  to:  www.dnmstrategies.com 


Yes,  there's  an  insurance  connpany  that's  as  responsible  as  you  are. 
For  more  information  on  insuring  your  business,  go  to  libertymutual.com/business. 

Responsibility.  What's  your  policy? 


Liberty     | 
Mutual 
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©  2007  Liberty  Mutual  Group. 
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TED  BY  DEBORAH  STEAD  AND  HARDY  GREEN 


"I  am  finding  this  Fed  attitude 
of  'What,  me  worry?'  to  be  a 
bit  tiresome." 

-Jim  Capra,  head  of  Capra  Asset  Management,  as 
reported  by  The  Wall  Street  Journal. 
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3ASTER  PREVENTION 

fowto  Sense 
[npending  Doom 


MERE'S  A  SCARY 
thought:  That 
man  you  spotted 
c:  tinizing  a  bridge 
b  ugh  binoculars  may  be 

I  nsportation  inspector. 

A 1  now,  in  the  wake  of  the 
i  neapohs  disaster,  this 
n  .al  task  reHes  on  falhble 

II  an  eyes. 

lere  are  better  ways 
)  )  it.  Companies  such 
s  aterial  Technologies 
n  Physical  Acoustics  are 

0  mercializing  wireless 
eiDrs  an  inspector 
ai;lap  on  a  bridge  to 
iinose  cracks  and  stresses 
)i  before  they  become 

a  ;erous. 
ith  these  artificial  eyes 

1  ars,  inspectors  can  see 

beneath  paint  or  rust 


and  listen  to  the  groans  of  an 
ailing  bridge,  much  as  a 
physician  puts  a  stethoscope 
to  a  patienf  s  chest.  Coaster- 
sized  sensors  can  monitor 
vibration,  temperature,  and 
corrosion,  and  relay  data  to 
the  appropriate 
Transportation  Dept. 
Los  Angeles-based 
Material  Technologies  places 
sensors  between 
metal  sections 
ofa  bridge.  The 
company  then 
drives  a  heavy 
truck  over  that  area 
while  a  computer 
monitors  the 

emitted  signals,  watching  for 
that  one  crack  out  of  many 
thousands  that  could  cause 
havoc.  "In  10  minutes  we  get 


Sensors  give 
a  fast,  cheap 
way  to  assess 
a  bridge's 
condition 


a  readout  thaf  s  equivalent 
to  an  electrocardiogram  for 
your  heart,"  says  CEO  Bob 
Bernstein.  A  system  like  this 
can  test  a  typical  100-foot 
bridge  for  as  little  $8,000. 
Installing  sensors  on  just  a 
fraction  of  bridges  classified 
by  authorities  as  "deficient" 
could  save  hundreds  of 
thousands  of  dollars— and 
avert  a  catastrophe. 

Sensors  from  a  number 
of  startups  are  now  used  on 
bridges  in  over  20  states. 
Physical  Acoustics,  based 
in  Princeton,  N.J.,  offers 
a  sound-based  approach. 
For  fees  starting  at  about 
$35,000,  it  will  install  a 

sensor  to  listen  to 
creaks  from  fissures 
or  the  popping  of 
steel-cable  fibers, 
sounds  that  could 
be  heard  months 
before  any  flaws  are 
visible  to  the  man 
with  the  binoculars. 

Experts  who  can  analyze 
such  data  are  still  in  short 
supply.  But  their  ranks 


BRIDGE 
REPAIR 
MADE EASY 

Toledo's  Glass  City 
Skyway  (left)  is  quite 
a  looker,  with  its  tower 
covered  in  lights  pro- 
grammed to  change 
color  But  the  real  in- 
novation in  the  8,800- 
foot-long  cable-stay 
bridge  is  invisible  to 
nonengineers.  The 
bridge  uses  a  new  tech- 
nology that  makes  it  far 
simpler  for  inspectors 
to  determine  whether 
it's  safe.  Traditional 
cable-stay  bridges  have 
cables  that  attach  to 
the  tower  and  to  the 
roadway  on  either  side. 
The  Toledo  bridge  uses 
continuous  cables  that 
rise  from  the  roadway 
through  tower  "sleeves" 
and  down  to  the 
bridge's  other  side.  This 
makes  repair  easier 
because  the  cable 
strands,  kept  separate 
within  the  sleeves,  can 
be  slipped  out  individu- 
ally for  inspection  or 
replacement  without 
closing  the  bridge. 

-John  Peabody 


are  bound  to  grow,  if 
only  because  traditional 
inspection  techniques 
are  so  inadequate.  In  a 
2001  study  by  the  Federal 
Highway  Administration, 
visual  inspections  correctly 
identified  fatigue  cracks  only 
4%  of  the  time. 

-Aili  McConnon 
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BLOGSPOTTING 

STREETWISE 

epicureandealmaker. 
blogspot.com 

»RUN  BY  AN  anonymous, 
self-described  investment 
banker,  this  blog  is  all  about 
the  art  of  the  deal.  It  also 
made  some  early,  insightful 
calls  about  the  pain  that 
subprime  loan  defaults  and 
tighter  lending  rules  would 
inflict  on  the  stock  market. 
The  tone  here  is  both  smart 
and  snarky:  In  a  recent  post, 
the  blog's  author  displays  a 
faux  (and  profanity-riddled) 
"spreadsheet"  he  pretends 
is  a  real  document  created 
by  Blackstone  Group's 
Steve  Schwarzman  to 
track  his  company's  newly 
issued  shares.  In  another, 
he  complains  about  hedge 
fund  art  collectors  who 
throw  "ludicrous  amounts 
of  money"  at  "second-  and 
third-rate  art." 

-Karyn  McCormack 


BUNCO  SQUAD 

A  FILTER  FOR 

MORTGAGE 

FRAUD 

PATTERN-RECOGNITION 

technology  has  been 
an  important  tool  for 
law  enforcement,  from 
profiling  facial  tics  to 
flagging  credit-card  use 
that  might  indicate  a 
wallet  has  been  lifted.  The 
latest  application:  nailing 
mortgage  fraudsters. 

BasePoint  Analytics,  a 
Carlsbad  (Calif)  software 
startup,  has 
created  a  pattern- 
recognition 
model  to  rank  the 
loans  in  mortgage 
pools  by  fraud 
risk.  Bundled  by 
Wall  Street,  such 
loans  are  sold  to  investors 
and  hedge  funds. 

BasePoinf  s  model  draws 


BasePoint 
has  already 
signed  up  five 
top  Wall 
Street  banks 


on  data  from  4  million 
mortgages  and  30,000 
fraud  characteristics- 
exaggerated  income 
and  property 
values,  for  instance. 
Since  the  model 
was  launched  in 
March,  BasePoint 
has  signed  five  top 
Wall  Street  banks 
as  customers,  it  says,  and 
flagged  some  $900  million 
in  suspect  loans— $300 


million  of  which  proved 
to  be  fraudulent.  Given 
the  current  mortgage 
market  meltdown,  Wall 
Street  is  itching  for  ways 
to  unload  problem  loans. 
Says  BasePoint  CEO  Tim  o 
Grace,  a  10-year  veteran  ii 
fraud  detection  with  credi 
scoring  company  Fair  Isaa 
"I  wish  we  had  entered  tti 
industry  five  years  ago."  f 
do  a  lot  of  investors. 

-Mara  Der  Hovanesi 


THE  GLITTERATI 

HIGH-NET-WORTH  NETWORKING 


CALL  IT  Facebook  for  the  fabulous: 
an  online  social  networking  site 
with  an  invitation-only  membership 
of  just  250,000  in  200  countries. 
Launched  in  2004,  A  Small  World 
is  a  "high-end  Zagat's 
and  Monster  Jobs  rolled 
into  one,"  says  its 
founder,  former  Lehman 
Brothers  banker  (and 
Swedish  count)  Erik 
Wachtmeister.  Word  is 
still  spreading,  he  says. 
Membership  has  doubled 
over  the  past  year.  (The 
site  now  plans  to  open  a 
second  office,  in  London.) 

Among  the  site's 
members:  high-profile 
types  such  as  Ivanka 
Trump,  Naomi  Campbell, 
Tiger  Woods,  and 


Microsoft  co-founder  Paul  Allen,  along 
with  people— some  45,000— who 
identify  themselves  as  investment 
bankers,  consultants,  or  fund 
managers.  What  sort  of  networking 


goes  on?  A  visitor  given  access  to  the 
site  for  reporting  purposes  found 
a  recent  post  inviting  others  to  a 
political  fund-raising  barbecue  in  the 
Hamptons.  In  another  discussion, 
members  offered  advice  on  financing 
private-jet  venture. 

Wachtmeister  says  the  site— which' 
carries  ads  from  the  likes  of  Moet  & 
Chandon,  Tag  Heuer,  and 
Diane  von  Furstenberg— doe) 
not  solicit  members  out  of  tilt 
blue.  Invitations  to  join  musi 
'come  from  members.  Still, 
it's  not  clear  if  there's  much  f 
site  activity  behind  some 
of  the  famous  faces.  Ivanka 
Trump  has  busily  accepted 
331  "friends"  since  joining 
in  2005.  But  Tiger  Woods, 
who  signed  up  in  2004,  has 
just  one.  Woods  could  not 
be  reached  for  comment,  so 
we  asked  to  be  added  to  his 
"friend"  list.  Still  waiting 
to  hear.  -Aili  McConiu 
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ERIK  WACHTMEISTER 


1. 


You  should  be  here.  Chicago  GSB  is  more  than 
a  business  school.  We're  a  business  force.  We 
don't  rehash  business's  greatest  hits.  We  show 
you  how  market  realities  and  truths  electrify 
organizations  and  people.  So  when  those  tough 
calls  come  along,  the  decisions  you  make  aren't 
just  smart.  They're  brilliant. 


Triumph  in  your  moment  of  truth. 


E  UNIVERSITY  OF  CHICAGO  GRADUATE  SCHOOL  OF  BUSINESS    CHICAGO  LONDON  SINGAPORE    CHICAGOGSB.EDU 
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GLASS  CEILINGS 


WHERE  MORE 
WOMEN 
ARE  BOSSES 

THE  BEST  PLACE  to  find 

women  in  senior  positions, 
according  to  a  recent  study: 
Washington,  wliicti  tias  45% 
more  top  female  executives 
per  100,000  residents 
tlian  New  York  does. 
The  Greater  Washington 
initiative,  which  analyzed 
U.S.  Census  data  for  the 
study,  says  the  difference  is 
due  to  the  concentration  of 
nonprofits  and  consultants 
in  the  capital,  along  with  the 
federal  government.  While 
the  feds  employ  only  about 
10%  of  the  region's  workers, 
its  equal-opportunity 
policies  may  influence  other 

employers. 
^/  -Diane  Brady 


CAR  LOANS 

ANOTHER 
HEADACHE 
FOR  DETROIT 

BUYERS  OF  Saturn  vehicles 

beware.  If  the  authors  of  a 

new  study  have  their  way, 

banks  may  one  day  charge 

you  a  higher  interest  rate  on 

your  car  loans.  Among  the 

findings  in  the  researchers' 

sample  of  almost  7,000  loans 

from  a  single  bank:  Although  not  the  worst 

delinquents,  Saturn  buyers  are  22  times  more 

likely  to  default  on  their  loans  than  Toyota 

buyers  are.  In  fact,  owners  of  American  cars 

generally  are  more  likely  to  default  than 

owners  of  European  or  Japanese  cars. 

The  research,  in  a  forthcoming  book, 
Household  Credit  Usage,  published  by 
Palgrave  Macmillan,  shows  that  default 
probability  isn't  only  a  function  of  credit 
history.  Brent  Ambrose,  lead  author  of  the 
book  and  the  study,  says  loans  secured  for 
European  cars  are  50%  less  likely  to  go  into 
default  than  loans  for  American  cars.  And 
owners  of  Japanese  cars  are  56%  less  likely  to 
stop  paying. 

The  study  looked  at  auto  loans  made  from 


January,  1998,  to  March,  2003— a  period  wl 
Detroit  cranked  up  its  0%  financing  deals  ai 
offered  six-  and  seven-year  paydowns.  Forei 
automakers  and  their  dealers  did  far  less  of 
this  type  of  lending,  which  attracts  borrowev 
with  poor  credit  (page  34). 

Ambrose,  a  professor  at  Penn  State's  Sme» 
College  of  Business,  argues  that  loans  for 
American  cars  "should  have  significantly 
higher  interest  rates  to  compensate  for  higi| 
default  risk."  And  to  balance  the  higher  ris  ii 
carmakers,  he  says,  should  raise  prices. 

That  would  mean  that  buyers  paying  cas 
would  be  subsidizing  borrowers  with  poor 
credit.  And  the  last  thing  Detroit  needs  is  f 
its  best  customers  to  have  to  pay  a  premiui 
to  buy  American.  -David  Kil\\ 


PUPPY  LOVE 

J.CREW  GOES  TO  THE  DOGS 


AS  THE  AMOUNT  Americans 
spend  on  their  pets  reaches 
-p      r        I    r         , .  roughly  $41  billion  (BW— 

n  P  \^l?u^  tXeCUtlVeS  ^ug.  6),  preppy-clothing  king 

Per  lOOK  Residents  J.Crew  is  preparing  to  sell 

METRO  AREA t'^'^'JZ  '^°^'-  '^r^  '°"'P^"Z 

_ has  tiled  an  application  with 

'*3'='''"8*°" 274  the  Patent  &  Trademark 

San  Francisco-San  Jose         246  Office  for  Crewmutts,  the 

Atlanta  239  name  it  envisions  for  its 

Boston  232  canine  line— collars,  leashes. 

New  York  189  and  accessories  expected 

-  ..  ^  to  hit  stores  in  time  for 

Christmas.  Although  a 

^•^^S"  ^"^^  spokeswoman  downplays 

Miami  173  the  items  as  "just  a  few  fun 

Los  Angeles  162  things,"  the  application 

Philadelphia  147  '^^^^''^  sweaters,  coats,  and 

Data:  U  S  L«.u.  Bureau.  2005  ^^^'^U  foOtWCat. 

It's  familiar  territory  for 
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J.Crew  CEO  Mickey  Drexler, 
the  former  head  of  Gap, 
whose  Old  Navy  unit  has  a 
small  line  of  puppy  products, 
including  T-shirts. 

Some  on  Wall  Street  see 
real  money  in  the  tonier 
J.Crew's  going  to  the  dogs. 
Crewmutts  might  appeal 
to  upscale  customers  who 
have  an  inclination  to  deck 
out  their  pets,  notes  a 
report  issued  by  CIBC 
World  Markets.  What's 
more,  figures  CIBC 
analyst  Roxanne  Meyer: 
"Can't  you  see  your 
argyle  sweater  and  rain 
boots  on  Fido?" 

-Louise  Lee 


V  ^ 


The  vulnerability  of  your  business 

is  connected  to  the  enormity  of  your  IT  infrastructure 
is  connected  to  an  accurate  assessment  of  the  risks  involved 
is  connected  to  solutions  that  manage  security,  availability,  and  compliance 
is  connected  to  Symantec  Global  Services  for  results  that  shine 
from  assembly  line  to  the  bottom  line. 


ji?.v 


\. 


lage  IT  risk  and  cost  across  your  entire  operation  with  the  unmatched  expertise  of  Symantec. 

■irst  step  in  dealing  with  IT  risk  is  to  quantify  it  precisely.  Our  expert  assessments  quickly  give  you  the  necessary 
tto  select  the  appropriate  solution  to  fit  your  needs  and  budget.  And  once  IT  risk  is  mitigated,  the  cost  advantages 
Jghout  your  enterprise  can  be  dramatic.  Realize  the  potential  in  your  operation  with  the  help  of  the  Global  Services 
I  from  Symantec.  To  contact  a  representative  call  1-877-870-5700  or  visit  symantec.com/confidence 


Confidence  in  a  connected  world. 


^  Symantec, 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ.M.D. 


My  Boss,  the  Whippersnapper 


What  feelings  can  surface  when  you  find 
yourself  reporting  to  someone  younger?  For 
some  managers,  I  find,  it's  a  shock.  So  how 
can  you  take  it  in  stride  when  you're  older 
than  the  boss? 

FOR  THOSE  who  were  brought  up  with  the 
idea  of  respecting  their  elders,  modern 
corporate  life  can  get  complicated.  I've  known 
executives  who  feel  it  violates  the  natural 
order  of  things  to  report  to  a  younger  person. 
In  some  cases  they're  ashamed,  assuming 
that  it's  a  comment  on  their  skills.  In  other 
instances,  they  harbor-and  act  out  on- 
resentments  about  a  "kid"  surpassing  them. 

If  you're  in  such  a  position,  first  banish 
all  the  soul  searching  about  what  it  "means" 
professionally  Young  bosses  abound  these 
days.  Some  of  my  CEO  clients,  by  dint  of  being 
entrepreneurs  or  having  advanced  degrees, 
skipped  rungs  on  the  corporate  ladder.  And  a 
Capital  IQ  study  found  that  nearly  140  publicly 
held  companies  worldwide  are  led  by  CEOs  40 
or  under,  about  100  of  them— including  those  at 
tech  outtits-in  the  U.S. 

Another  pitfall  to  avoid  is  showing  off 
your  years  of  acquired  knowledge  at  every 
opportunity  or  delivering  condescension 
along  with  your  advice.  Share  your  experience 
collegially:  You'll  be  considered  a  major  resource 


rather  than  a  threat.  And  be  careful  not  to 
misinterpret  a  younger  boss's  working  methods 
(say  a  preference  for  e-mail  over  talking  in  day- 
to-day  matters)  as  a  sign  of  disrespect. 

Be  aware,  too,  that  the  unease  is  likely  to 
cut  both  ways.  Younger  bosses  sometimes  feel 
inadequate  or  guilty  when  they  have  power 
over  someone  of  their  parents'  generation. 

My  "Nobody  loves  a  tattletale"  column 
(Aug.  6)  prompted  comments  from  readers 
outraged  by  my  response  to  a  question  about 
whether  to  tell  the  boss  about  a  co-worker's 
perceived  abuse  of  days-off  policies. 


IN  REFLECTING  on  my 

answer,  I  realize  I'd  beers 
swayed  by  the  writer's 
casting  his  conflict  Intel 
of  how  he'd  be  viewed 
(as  petty  and  vindictive; 
if  he  complained  about 
the  colleague.  I  didn't  s( 
it-as  some  of  you  did^ 
an  issue  of  ethics  and 
individual  responsibility! 
Not  all  cases  of  taking  ' 
liberties  are  crimes,  anil 
I  think  it's  important  toe 
recognize  the  difference 
So  in  instances  where 
taking  extra  time  isn't  stealing-at  jobs  wh( 
the  idea  is  to  get  all  one's  work  done  rather 
than  to  be  at  the  office  to  share  the  load-! 
stick  to  my  advice  about  minding  one's  owm 
business  and  letting  the  boss  enforce  polict 
But  I  thank  my  readers  for  emphasizing  thff 
ethical  dimension.  Fear  of  confronting  a 
negligent  boss  or  being  labeled  a  snitch  ca- 
a  rationalization  for  avoiding  responsibility.t 


i 


Kerry  J.  Sulkowicz.  M.D.,  a  psychoanalyst  anti 
founder  of  the  Boswell  Group,  advises  exean 
on  psychological  aspects  of  business.  Sendii 
questions  at  analyzethis@businessweek.cai 


B-SCHOOL  NOTES 

BOP THEORY 
MAKES THE 
GRADE 

THIS  FALL  more  B-schools 
than  ever  will  offer  course 
work  in  "base  of  the 
pyramid"  theor>'— the  idea 
that  corporations  can  help 
eradicate  global  poverty 
by  turning  the  poor  into 
micro-consumers  and 
small-scale  entrepreneurs. 
According  to  Aspen 
Institute,  a  Washington 
nonprofit,  it's  a  sign  that 
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BOP  theory  has  gone  from 
buzz  to  B-school  staple. 
The  institute's  recendy 
released  biannual  survey  of 
112  business  schools  in  21 
nations  found  a  sharp  rise 
in  interest  in  the  subject. 
In  2005  about  60  schools 
offered  such  study,  up  from 
13  in  2001.  Final  numbers  for 


2006-07  aren't  in,  but  growth 
"has  been  tremendous," 
says  Rich  Leimsider,  a  senior 
program  associate  at  Aspen. 

BOP  projects  also  are 
on  the  rise.  In  rural  India, 
about  35,000  women 
sell  low-priced  soaps, 
shampoos,  and  laundry 
detergent  to  fellow  villagers 
in  a  program 
run  by  Hindustan 
Unilever,  a  unit  of 
Unilever.  In  other 
initiatives,  some 
with  backing  from 
foundations,  the 
poor  buy  and  sell 
computers  or 


reading  glasses. 

BOP  theory  has  its 
skeptics.  University 
of  Michigan  B-school 
professor  Aneel  Karnani 
says  the  economic  potentiit 
of  the  market  is  exaggeratot 
and  that  the  poor  are  helpi[ 
by  becoming  producers 
rather  than  consumers. 
But  supporters  remain 
enthusiastic.  Michigan 
B-school  student  Nina 
Henning,  who  worked  on 
Indian  project  this  summt 
says  she's  "eager  to  get  as 
much  exposure  as  possibli 
to  BOP  programs. 

-Alison  Dame 


Odyssey 


Ridgeline 


"Great  choices.  Great  deals. 
Sounds  like  a  win-win  to  me!' 


2007  Accord  LX  AT  Lease 
$inn  per  month 


^ 


199 


36  months 


$2,793  due  at  lease  signing, 

irirludes  security  deposit,  down  payment;  exdiuies 
lax  and  lirense  (for  i^'ell-qiialifieJ nistomen) 

J 


— Mr.  Opportunity 

Opportunity  knocks  only  once  a  year.  And  its  gone 
before  you  know  it.  See  your  Honda  dealer  while 
the  window  of  opportunity  is  still  wide  open. 


The  2007  Honda  Clearance 


clearance,  honda.com 


lubject  to  limited  availability.  ThrouRh  Septembef  4,  2007.  to  approved  lessees  b\  American  Honda  Finance  Corp.  C;iosed- 
:nd  lea.sc  for  2007  .\ccord  LX  Sedan  A'l'  (Model  »C;M.Sft47KW).  Kor  well-qualified  lessees.  Not  all  lessees  will  <|ualify. 
fligher  lease  rates  apply  for  lessees  with  lower  credit  ratings.  MSRI'  $21..')20  (includes  destination).  Actual  net  capitalized  cost 
H8,072.9,^.  Dealer  participation  may  affect  actual  payment.  'liixes,  license,  title  fees,  options  and  insutance  extra.  Tot; 
nonthly  payments  $7,164.  Option  to  purchase  at  lease  end  $I2.4KI.60.  Lessee  respon.sible  for  maintenance,  excessive 
rear/tear  and  l.ic/mi.  oier  12,000  miles/year  for  lehiclcs  with  MSRI'  less  than  $.>0.0(I0,  but  for  vehicles  with  MSRI'  of 
(30,000  or  more,  mileage  cost  is  20«/mi.  over  12,000  miles/year.  See  dealer  for  complete  details.  t2007  IntelliChoicc  Inc. 
^ww.intellichoice.com.  ©2007 American  I  londa  MotorClo..  inc. 
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Society  would  be  better  off 
had  that  $500  [spent  on 
a  pet]  been  given  to  an 
after-school  program  [or] 
adult  literacy  initiative...." 

-K.  Berkovich 
St.  Davids,  Pa. 


Busi!iessW( 


PET 
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THEOUT-OF-CONTROL 
PET  ECONOMY 

I  BOTH  IDENTIFIED  WITH  and  was  ap- 
palled by  some  of  the  behaviors  of  pet 
owners  described  in  "The  pet  economy" 
(Cover  Story,  Aug.  6).  Admittedly,  my 
husband  and  I  pay  up  for  our  puppy's 
premium  kibble,  but  we  rationalize  it  by 
believing  that  its  nutritional  value  will 
help  keep  her  healthy.  However,  I  was 
horrified  to  read  about  the  $500  wasted 
on  Chanel  pearls  for  an  animal  that  does 
not  realize  or  appreciate  their  value. 
We  have  become  so  alienated  from  our 
fellow  man  that  we  treat  our  pets  with 
significandy  more  kindness  and  gen- 
erosity. Society  would  be  better  off  had 
that  $500  been  given  to  an  after-school 
program,  aduk  literacy  initiative,  or  other 
cause  that  would  benefit  people. 

-K.  Berkovich 
St.  Davids,  Pa. 

THE  AUTHORS  AND  contributing  "ex- 
perts" in  your  article  paint  a  one-sided 
view  of  "projecting  human  needs  onto 
pets,"  especially  when  it  comes  to  pro- 
longing their  lives.  I  don't  disagree  with 
the  premise  that  there  should  be  moral, 
ethical,  and  financial  considerations  in 


prolonging  our  pets'  lives.  However,  if 
wife  and  I  had  followed  the  ethical 
moral  dictates  highlighted  in  your 
tide,  we  would  have  lost  27  months  of 
with  our  Lab.  At  age  5  he  was  diagno 
with  early-stage  lymphoma,  and  we 
cided  to  try  chemotherapy.  We  discus 
the  quality-of-life  issue  with  the  doct 
and  we  all  agreed  that  this  would  be 
controlling  issue  in  continuing  or  end 
his  treatment.  Yes,  it  was  an  expen; 
undertaking— a  total  of  about  $8,C 
And,  yes,  he  let  us  know  when  it 
"time."  Do  we  have  any  regrets  or  sec 
thoughts?  No.  Each  case  and  treatn 
needs  to  be  evaluated  on  its  own  m( 
and  the  quality-of-life  issue. 

-Barry  CI 
Morristown, 

AS  A  VOLUNTEER  for  a  no-kill  ani 
shelter  in  St.  Louis,  I  vdsh  that  ev{ 
small  portion  of  the  $41  billion  s] 
on  pets  was  donated  to  animal  weli 
groups  working  tirelessly  to  end 
abuse  and  neglect  that  animals  endui 
Millions  of  animals  are  euthan 
yearly  because  of  pet  overpopulat; 
Shelters  do  not  have  enough 
and  there  are  not  enough  home; 
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ReadersReport 


go  around.  The  money  could  support 
groups  that  offer  free  and  low-cost  spay 
and  neuter  programs  so  that  someday, 
perhaps,  there  would  be  no  more  home- 
less pets. 

-Connie  Davie 
St.  Louis 

GOOGLE  IN  NORTH  CAROLINA: 
THE  STATE  DID  JUST  FINE,  THANKS 

WE  APPRECIATE  the  amount  of  time 
reporter  Nanette  Byrnes  spent  investigat- 
ing what  we  believe  is  a  significant  and 
very  favorable  $600  million  investment 
that  world-renowned  technology  inno- 
vator Google  Inc.  made  in  North  Caro- 
lina ("The  high  cost  of  wooing  Google," 
Government,  July  23). 

We  would  like  to  clarify  that,  to  receive 
grant  payments  from  North  Carolina's 
Job  Development  Investment  Grant 
Qdig)  program,  the  company  was  re- 
quired to  commit  to  and  achieve  job  cre- 
ation of  210  positions  and  investment  of 
$600  million.  North  Carolina's  JDIGs  are 
not  up-front  payments:  They  are  based 
on  the  company's  performance.  Over  the 
life  of  the  12-year  grant,  North  Carolina 
estimates  that  the  project  will  generate 
a  cumulative  gross  state  product  value 


CORRECTIONS  &  CLARIFICATIONS 

"Seeking  a  safer  financial  harbor"  (News  & 
Insights,  Aug.  13)  incorrectly  said  that 
investment-grade  bank  loans  look 
appealing.  It  should  have  said  that 
senior-secured  loans  look  attractive. 

"An  easy  test  for  aspirin  resistance" 
(Up  Front,  Aug.  13)  erroneously  reported 
that  Corgenix  Medical  believes  its  new 
test  kit  will  bring  more  than  $1.2  billion  in 
annual  sales.  That  figure  is  the  company's 
estimate  of  the  global  market  potential 
for  all  aspirin-resistance  testing. 


of  approximately  $1.06  billion  and  a 
cumulative  net  state  revenue  impact  of 
$37.15  million. 

Performance-based  incentives  helped 
seal  the  deal  to  get  Google  into  North 
Carolina,  but  the  state's  other  com- 
petitive advantages— from  high-quality 
education  and  workforce  to  strong 
infrastructure  and  outstanding  quality  of 
life— also  played  an  important  role. 

-Jim  Fain 

North  Carolina  Secretary  of  Commerce 

Raleigh,  N.C. 


SOME  MEDICAL  STUDIES 
ARE  WORTHIER  THAN  OTHERS 

"WHEN  MEDICAL  STUDIES  ColU 
(News  &  Insights,  Aug.  6)  mis 
the  point  in  your  criticism  of  m 
analyses.  All  reviews  of  research,  whi 
er  meta-analytic  or  not,  can  make 
same  errors. 

The  advantage  of  meta-analysi 
that  the  statistical  analysis  can  take  ., 
account  these  factors  and  see  if  they  1 '  |[ 
any  impact  on  the  conclusion.  M 
analyses  can  weigh  the  results  of  e 
study  by  the  number  of  patients  invol 
and  they  can  examine  the  impact  of 
methodological  soundness  of  the  stu 

Finally,  meta-analysis  almost  alv 
lists  and  quantifies  every  study  revie 
so  that  readers  can  look  at  the  • 
themselves  and  do  their  own  analys 
the  raw  data. 

-David  L 
Professor  of  Psyche: 
Richard  Stockton  College  ofNewJA 
Pomona.1  , 

STUPIDITY  +  GREED  = 
THE  SUBPRIME  DISASTER 

I  READ  THROUGH  "  Let  the  blame  betf" 
(News  &  Insights,  Aug.  6),  and  oni! 


;is 
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]'.  last  two  paragraphs  does  the  writer 
t  the  blame  where  it  really  belongs:  on 
jividual  borrowers  who  don't  do  their 
I  mcial  homework. 

\lso  at  fault:  real  estate  agents  work- 
;  in  an  oversaturated  field  who,  if  they 
I't  sell,  don't  earn  commissions,  so 
y  put  these  people  into  homes  they 
,inot  afford.  The  agents'  fraud  does 
:  excuse  the  homeowners'  stupidity  in 
electing  to  get  proper,  unbiased  finan- 
1  help  in  working  out  the  numbers. 

-JudyRosner 
Elmhurst,  III. 

INEZUELA  ISN'T 
POOR  AS  IT  SEEMS 

E  OVERALL  POVERTY  rate  in  Ven- 
ela  is  much  lower  (30.4%)  than  the 
^6  stated  in  "A  love-hate  relationship 
h  Chavez"  (Global  Business,  June  25). 
ile  this  30.4%  does  come  from  the 
ernment's  statistics  institute  (INE), 
INE's  numbers  are  accepted  by  inde- 
dent  international  institutions  such 
he  World  Bank. 

"he  decline  in  poverty  noted  by  the 
:  is  what  would  be  expected  con- 
•ring  the  strong  growth  Venezuela 
j  experienced  since  2003:  17.9%  in 


2004, 9.3%  in  2005,  and  10.3%  in  2006. 
In  fact,  Venezuela's  official  poverty 
rate  underestimates  the  country's  reduc- 
tion in  poverty  over  the  past  few  years 
because  it  does  not  take  into  account 
the  widespread  access  of  poor  people  to 
expanded  health  care,  education,  and 
other  benefits. 

-Dan  Beeton 

Center  for  Economic  &  Policy  Research 

Washington 

BEGGING  TO  DIFFER 

ON  REPORTING  A  CO-WORKER 

COLUMNIST  KERRY  Sulkowitz's  re- 
sponse ("Nobody  loves  a  tattletale,"  Up 
Front,  Aug.  6)  to  the  report  of  a  co- 
worker abusing  vacation  time  was  ap- 
palling. I  experienced  this  situation, 
watching  a  co-worker  "steal"  at  least  two 
extra  weeks  of  vacation  time  each  year. 
I  didn't  report  it  to  my  boss  but  con- 
fronted the  individual  myself,  and  that 
didn't  do  a  thing. 

The  person  doing  this  act  is  nothing 
more  than  a  thief  Assume  the  worker 
makes  an  annual  $100,000  in  pay  and 
benefits.  Stealing  an  extra  two  weeks 
vacation  time  represents  a  $4,000  loss 
to  the  company.  If  this  same  individual 


took  home  five  $800  laptops  per  year, 
what  would  Kerry's  response  be?  Go  to 
your  boss  and  demand  your  fair  share  of 
laptops,  too? 

My  point  is  that  no  one  should  have 
to  work  with  blatantly  dishonest  creeps, 
and  there  should  be  better  ways  to 
report  stealing  without  being  labeled  a 
"tattletale." 

-Doug  Keough 
North  Wales,  Pa. 
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Tech&You 

BY  CLIFF  EDWARDS 


The  Mouse  that  Soars 

It  was  hard  not  to  stifle  a  yawn  last  month  when  a  Logitech  International 
spokeswoman  called  to  schedule  a  meeting  so  she  could  show  off  the 
company's  latest  mouse.  Over  the  years,  Logitech  has  delivered  plenty  off 
innovations  to  make  this  time-honored  device  more  versatile.  But  at  this ; 
late  date,  is  there  really  any  way  to  build  a  better  mouse? 


LOGITECH 
MX  AIR 


The  answer  became  clear 
a  week  later,  when  I  actually 
got  my  hands  on  Logitech's 
cordless,  rechargeable  MX  Air 
mouse.  At  $150,  it's  their  most 
expensive  model  so  far,  and  it 
really  does  change  the  definition 
of  a  product  most  of  us  use 
every  day.  More  like  an  airborne 
remote  control  than  a  traditional 
mouse,  it  eliminates  the  need 
to  make  cramped  dragging  motions  on  a  flat 
surface  next  to  your  keyboard.  Instead,  you  can 
surf  the  Web,  play  games,  and  control  a  home 
theater  PC  from  up  to  30  feet  away.  This  turns 
out  to  be  a  more  natural  way  to  interact  with 
many  devices. 

Like  the  controller  on  Nintendo's  Wii  game 
system,  the  MX  Air  stuffs  a  lot  of  advances  into  a 
litde  package.  It  has  motion-sensing  technology 
from  Hillcrest  Labs,  including  a  gyroscope  that 
senses  the  nose  of  the  mouse  angling  up  and 
dovra  or  side  to  side,  and  an  accelerometer  that  tracks  the 
device's  movement  in  any  direction  as  you  point  it  at  the 
screen.  This  mouse  always  knows  which  way  is  up,  so  you 
don't  have  to  worry  about  holding  it  perfectly  level.  And  an 
onboard  processor  is  constantly  crunching  motion  data  so  it 
can  filter  out  things  like  a  slight  shaking  of  your  hand. 

IN  THE  FEW  WEEKS  I'VE  SPENT  playing  with  the  product,  I've 
found  that  some  things  take  practice.  Positioning  the  cursor 
and  clicking  on  tiny  text  or  icons  when  standing  away  from 
the  screen  can  be  tricky.  But  I  had  no  trouble  hitting  any  of 
the  large  icons  on  the  home  screen  of  Windows  Vista  or  Mac 
OS  X.  And  as  a  lefty,  I  was  pleased  to  discover  that  the  mouse 
works  equally  well  in  either  hand.  For  PC  users,  there's 
additional  software  that  lets  you  set  different  ways  of  moving 
the  mouse  in  the  air  to  perform  tasks  using  Microsoft  Office 
applications,  Adobe  Photoshop,  ilYines,  and  WinDVD.  In  no 
time,  I  figured  out  hov/  to  wave  the  mouse  like  a  baton  to  turn 
up  die  volume  on  an  iTunes  song,  launch  YouTube  videos, 
and  flip  through  Yahoo!  news  tabs. 
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The  MX  Air 
packs  a  lot  of 
technology 
into  a  small 
package 


There's  also  a  cool-factoK 

at  play.  Wielding  the  MX 

Air  is  like  holding  a  work  o 

art.  Crafted  with  help  fromn 

Design  Partners  in  Ireland,c 

looks  a  bit  like  an  elongated 

teardrop,  wdth  an  onyx  finiai 

and  silver  trim  on  the  bottct 

When  you  move  the  mouses 

amber  lights  just  below  theh 

surface  illuminate  buttons  >'. 

play/pause,  volume,  back,  or  select.  Logitec 

also  replaced  the  ubiquitous  scroll  wheel  ww 

a  thumb-operated  swipe  pad.  It  lets  you  men 

a  page  up  or  down  on  your  PC  screen  and  en 

clicking  sounds  that  speed  up  as  you  scroll  II 

more  quickly  through  the  pages.  I  was  a  litti 

concerned  about  interference  when  I  learnei 

that  the  MX  Air  eschews  Bluetooth  wireless* 

in  favor  of  an  alternative  standard  that  rumi 

on  2.4  GHz  radio  spectrum— the  same  as  Vi^ 

Fi,  microwave  ovens,  and  other  gizmos.  BuU 

I've  had  no  trouble  so  far.  Logitech  says  that's  because 

the  mouse  senses  when  there's  interference  and  hops  too 

slightly  different  frequency  to  avoid  it. 

The  MX  Air  hints  at  the  kinds  of  things  Logitech  may  t 
planning  in  the  area  of  home  electronics.  Taking  a  page  fi 
Apple,  the  company  made  the  whole  experience  completei 
intuitive,  allowing  users  to  be  up  and  running  in  a  matten 
of  minutes.  Over  time,  I  expect  to  see  both  better  softwar* 
support  for  the  Mac  and  odier  products  that  will  really  be 
able  to  take  advantage  of  gesture-based  commands.  Give 
Logitech's  proven  ability  to  surprise,  we  may  all  soon  fine 
ourselves  fighting  over  the  mouse  instead  of  the  remote. 

Steve  Wildstrom  is  on  vaa 
E-mail:  tech&you@businesswed 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
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ig  your  own  business  can  seem  daunting.  Everything  from  the  financing  to  designing 
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BY  JON  FINE 


When  Mags  Meet  the  Reaper 

For  five  years  beginning  in  2000, 1  had  a  job  in  which  I  wrote  almost 
exclusively  about  the  magazine  business.  It  turned  out  to  be  a  fine  time 
to  watch  a  flotilla  of  famous  and  not-famous  magazines  sail  into  eternity: 
Industry  Standard^  Talk^  Mademoiselle.  I  could  go  on.  (For  a  long  time.)  I 
kept  the  last  issue  of  each  departed  title  on  my  desk,  in  a  stack  that  grew 


into  an  unmanageably  sprawling  heap  by 
the  time  I  left.  That  pile's  online  equivalent  is 
magazinedeathpool.com,  which  launched  in 
February,  2006,  with  the  cheery  greeting:  "The 
beginning  of  the  end  is  here." 

The  site  is  registered  anonymously.  It  is 
run  by  an  unidentified  but  knowledgeable 
(apparent)  insider  who  calls  himself 
or  herself  Grim  Reaper,  and  who  has 
a  good  record  at  predicting  what's 
not  long  for  this  world.  (And  who 
winningly  signs  e-mails  "Grim.") 
Among  a  subset  of  the  media- 
obsessed,  the  site  is  a  new  version 
of  the  dot-com  era's  beloved  f- — 
company.com.  Amid  the  medium's 
ongoing  remaking,  Magazine  Death 
Pool  calls  attention  to  a  macabre  parlor 
game  usually  confined  to  magazine 
circles:  Which  one's  the  next  to  go? 

CURRENTLY  THE  REAPER  IS  TAPPING  a  scythe  at,  among 
others.  Business  2.0  (whose  travails  were  previously 
reported  by  many  blogs,  including  mine,  and  by  The 
New  York  Times),  a  verdict  I  agree  with,  and  Condi  Nast 
Portfolio,  which  I  do  not.  (Conde  Nast  won't  spend 
nine  figures  on  that  launch  to  give  up  so  easily.)  A  previous 
Reaper  prediction  about  Maxim's  little  brother,  Sfuj^^— that 
it  may  die  as  a  standalone  but  live  on,  say,  as  a  section  of 
another  magazine— now  seems  likely.  (Reps  for  Sftij^^and 
Business  2.0  refiised  to  comment.) 

Thus  far,  the  site  has  forecast  virtually  all  of  this  past 
year's  major  closings— including  Life,  Premiere,  Shop  Etc., 
and  Jane.  All  had  struggled  for  ads  and  had  problems  amply 
documented  elsewhere.  But  sometimes  that  means  little, 
because  magazines  remain  a  perverse  Medium.  Privately  held 
companies  far  outnumber  public  ones,  and  the  tenor  of  the 
business  is,  perhaps  refreshingly,  ofiien  divorced  from  market 
realities.  The  No.  1  and  No. 3  players— Conde  Nast  Publications 
and  Hearst  Magazines— are  private,  as  are  many  other  biggies. 
Idiosyncratic  entrepreneurs,  like  Wenner  Media's  Jann  Wenner, 
are  still  in  place.  Nearly  all  are  concentrated  in  Manhattan's 
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DEPARTED  A  few 

of  the  magazines 
whose  demise 
was  correctly 
predicted  by 
Grim  Reaper 


tight  geographic  confir 
which,  like  other  comp 
towns  that  attract  the 
chatty  and  status- 
conscious— hello,  Los 

Angeles  and  D.C.— bre 

^^^^~  gossip  like  a  wet  baser' 

breeds  mildew.  Unlike  newspapers,  many 
magazines  die;  unlike  TV  shows,  they  tend  i 
die  slowly.  The  correct  question  is  not  who': 
behind  Magazine  Death  Pool,  but  rather  wl 
took  someone  so  long  to  do  it? 

In  other  words:  I  have  no  idea  who  Mr.  or 
Ms.  Reaper  is.  Everyone  I  thought  might  t 


III 

iles; 


behind  its  skeletal  visage  denies  it,  and— 

surprise!— Grim  won't  open  the  kimono. 

(Cloak?)  Nevertheless,  he/she  appears  to   . 

understand  what  goes  on  in  the  deep  hiddli  . ' 
plumbing  of  magazine  circulation.  (And  all , 
has  a  mordant  sense  of  humor.  Asides  hegi 
like  this:  "I  was  just  chiseling  my  naUs....")"! , , 
she  appears  to  be  well-versed  in  rock  musiQ  ' 
and  present,  but  favors  '70s-era  lyric  referen  I 
In  a  series  of  e-mails— which,  obviously,  ddf  », 
fact-checking— Grim  claimed  to  be  a  solo 


operator,  to  have  worked  "on  and  off  the  stat' 
of  major  consumer  magazine  publishers," 


itve 


though  not  Time  Inc.,  and  to  have  experience  on  magazines; 
editorial  and  business  sides.  The  site  came  about  after  the  fi  , 


lieda 
iof 


major  wave  of  Time  Inc.  layoffs  in  late  2005:  "The  writing  \.    '^ 
definitely  on  the  waU  for  where  ad  dollars  and  readers  were  < ' ..  ^ 

^°^^-'  i  to, 

Well,  yeah.  The  whys  of  what's  happening  to  lesser-tie    '"^ 


magazines  are  obvious.  Chronicling  it  in  such  a  darkly  fi 
way,  though,  is  not.  As  far  as  summertime  guessing  gami 
go,  "Who's  the  Reaper?"  isn't  exactiy  lonelygirllS.  But  II 
take  it.  And  Grim,  when  you're  ready  to  step  from  Stygia 
obscurity  into  the  light  of  day,  give  me  a  call.  ■ 


Biisitie.s!sVV('ei<  .com 


For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
businessweek.com/innovate/FineOnMedia. 
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rhe  Fed  Won't  Give 
rhe  Markets  a  Break 

Tiid  inflation  pressures,  Bernanke  isn't  ready  for  a  preemptive  rate  cut 
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There  may  come  a  day  when  Federal  Reserve 
hairman  Ben  Bernanke  faces  his  first  test  from  a  full-blown 
lancial  crisis— but  not  just  yet.  So  far,  what  is  happening  is 
ore  like  a  pop  quiz  than  a  major  exam.  Nevertheless,  all  eyes  are 
arting  to  focus  on  just  how  Bernanke  &  Go.  factor  the  current 


■noil  into  the  Fed's  policy  decisions,  especially  because 
ihe  growing  possibility  that  conditions  could  worsen 

threaten  the  health  of  the  economy, 
'he  scrutiny  began  with  the  Fed's  statement  following 
neeting  on  Aug.  7,  when  it  left  its  target  interest  rate 
hanged,  at  5.25%.  Prior  to  that  session,  investors  were 
er  to  see  what  weight  the  Fed  would  give  the  new 
elopments.  Would  it  alter  its  balance  of  worries  by 
loting  inflation  as  its  primary  concern  while  elevating 
St  about  economic  groAvth?  Would  it  go  so  far  as  to 
L  at  a  coming  rate  cut?  In  a  nutshell,  the  answers  were 
mdno. 

lOlicymakers  certainly  felt  obligated  to  acknowledge 
nt  market  volatility  and  tighter  credit  conditions 
ie  saying  the  downside  risks  to  growth  had  increased 
mewhat."  But  that  was  about  it.  Their  basic  message 
1  unchanged:  They  expect  tlie  economy  to  grow  at 
pioderate  pace,"  and  they  continue  to  see  the  threat 
iflation  as  their  "predominant  policy  concern."  The 
s  response  didn't  go  over  well  among  some  investors, 

were  looking  for  some  relief  Even  some  economists 
k  the  Fed  might  be  a  little  too  detached  from  the 
ent  problems  in  the  credit  markets. 

FED'S  STATEMENT  does  suggest  how  the 
bymakers  view  the  events  of  the  past  few  weeks.  In 
ht  years,  central  bankers— not  only  in  the  U.S.— have 
led  about  the  seeming  lack  of  risk  built  into  the 
s  of  many  financial  assets.  The  Fed  most  likely  sees 
€s  happening  as  a  long-overdue  normalization 
vestor  assessments  of  risk.  Put  another  way,  this 
nalization  helps  clear  up  the  "conundrum,"  as  Alan 
nspan  put  it,  of  why  bond  yields  remained  so  low 
stock  prices  continued  to  soar,  despite  significant 
y  tightening  by  the  Fed  and  other  central  banks, 
that's  all  it  is,  die  Fed  will  probably  stay  on  the 
ines  and  let  the  correction  in  the  stock  and  bond 
cets  run  its  course,  although  not  Avithout  some 
t-run  pain  on  Wall  Street,  a  more  prolonged  housing 
sion,  and  another  nick  out  of  economic  growth 
e  second  half  Eventually,  a  more  normal  level 
latility  will  return  to  the  financial  markets,  and 


RISK  SPREADS  HAVE 
WIDENED  FURTHER 
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investors  will  come  away  properly  chastened.  In  the 
long  run,  credit  will  be  costlier,  but  assets  will  be  more 
accurately  priced,  and  Fed  policy  moves  will  regain  some 
of  their  effectiveness. 

MOST  LIKELY,  HOWEVER,  it  won't  be  that  simple.  In 
coming  months,  the  Fed  is  going  to  be  pulled  in  opposite 
directions.  It  must  be  attentive  to  nagging  uncertainties 
in  the  inflation  outiook,  even  as  worries  persist  that  the 
market  mess  will  hammer  the  economy. 

The  newest  inflation  concern  is  a  clear  slowdown  in 
productivity  growth,  which  is  adding  upward  pressure  on 
corporate  costs  at  a  time  when  labor  markets  are  tight, 
energy  and  commodities  prices  are  up,  and  the  falling 
dollar  is  pushing  up  import  prices. 

At  the  same  time,  policymakers  have  to  be  concerned 

that  markets  wiU  not  just 
normalize,  but  overdo  it, 
as  they  often  do.  That  is, 
investor  fear  could  drive 
up  risk  premiums  on 
all  assets— not  just  the 
riskiest  ones— to  the  point 
where  even  creditworthy 
borrowers  cannot  secure 
fiands  or  financially  sound 
companies  cannot  acquire 
equity  financing  (chart). 

Thaf  s  the  point  where 
risk  normalization 
becomes  a  full-blown  credit  crunch  that  threatens  the 
functioning  of  the  entire  financial  system  and  the  stability 
of  the  economy.  Obviously,  the  Fed  doesn't  believe  that's 
whaf  s  happening  right  now.  But  despite  its  Aug.  7 
comments,  recent  developments  in  the  markets  and  the 
heightened  chances  of  a  nasty  outcome  have  significantly 
altered  the  risks  in  the  outlook  for  both  the  economy  and 
Fed  policy  over  the  coming  months. 

Whatever  economic  growth  in  the  second  half  of  the 
year  was  probable  a  few  weeks  ago,  the  pace  most  likely 
will  be  a  notch  slower  now.  Many  economists  are  already 
shaving  their  forecasts.  Shaiply  tighter  credit  conditions 
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Data:  Moody's  Investors  Service,  Federal 
Reserve,  Global  Insight  Inc. 
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in  the  mortgage  market  will  lead  to  more  foreclosures 
and  add  to  the  already  heavy  inventory  of  unsold  homes, 
putting  further  dowmward  pressure  on  prices.  That, 
plus  a  possible  negative  wealth  effect  from  falling  stock 
prices,  could  weigh  on  consumer  spending.  Outiays  by 
businesses  for  new  capital  projects  and  inventories  are 
also  in  danger  of  slowing,  given  that  credit-market  funds 
are  more  costly,  that  banks  are  likely  to  tighten  their 
lending  standards,  and  that  heightened  uncertainty  now 
pervades  the  outlook. 

Only  a  month  ago,  some  economists  expected  the  Fed 
to  hike  interest  rates  by  yearend.  That  scenario  is  out  the 
window.  Higher  rates  would  only  increase  the  chances 
of  a  credit  crunch  and  deepen  the  housing  slump.  The 
threat  of  a  crunch  wall  keep  the  Fed  on  hold  indefinitely, 
and  the  chance  of  rate  cuts  is  much  higher. 

IN  FACT,  THE  BERNANKE  FED  may  soon  face  a  crucial 
question  it  has  not  yet  had  to  deal  wath:  If  the  Fed  feels 
the  need  to  cut  rates,  will  it  act  fast  enough  and  with 
sufficient  preemption  to  avoid  a  recession?  Preemption 
was  uppermost  in  the  Greenspan  Fed's  strategy,  but  its 
role  in  Bernanke's  Fed  has  yet  to  be  defined. 

In  some  ways,  the  market  turmoil  is  playing  right  into  the 
Fed's  hands.  If  the  volatility  represents  simply  a  readjusting 
of  attitudes  toward  risk  and  nothing  more  pernicious,  then 
it  will  be  equivalent  to  a  tightening  of  monetary  poUcy, 
providing  a  deterrent  against  ftiture  inflation.  Still,  the  Fed's 
biggest  inflation  worry  stems  from  the  tightness  in  the  labor 
markets,  and  until  wage  and  price  pressiu-es  visibly  ease 
there,  inflation  vidll  remain  the  Fed's  top  concern. 
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On  the  surface,  the  Labor  Dept.'s  July  employment 
report  looked  Fed-friendly.  Pa3Tolls  grew  by  only  92,00' 
from  June,  and  the  unemployment  rate  rose  to  4.6%, 
from  4.5%,  suggesting  some  easing  in  job  market 
pressures.  But  government  jobs  fell  sharply  because 
of  a  seasonal  quirk  in  teacher  payrolls.  Do  the  math, 

and  private  sector 
employment  rose  by 
120,000  jobs,  exactiy 
equal  to  the  healthy 
monthly  pace  for  the 
entire  year. 

Also,  the  inflation 
implications  of  the  lat 
productivity  numbers 
are  hardly  upbeat. 
Labor  Dept.  revisions  > 
going  back  three 
years  show  an  even 
steeper  slowdowTi  in 
productivity  growth  in  recent  years  than  the  early  dai 
had  revealed.  They  also  show  unit  labor  costs— pay  a  ^ 
benefits  offset  by  productivity  gains— have  accelerate 
sharply,  to  the  fastest  annual  clip  in  nearly  seven  yea; 
(chart).  That  speedup  puts  added  pressure  on  busine 
to  raise  prices. 

Buffeted  by  the  crosswinds  of  credit  tightening  and 
inflation  worries,  the  Fed's  decisions  in  the  coming 
months  promise  to  be  the  most  crucial  in  Bernanke's  1 
month  tenure.  For  now,  all  the  Fed  can  do  is  wait  and  t 
to  judge  which  wind  is  blowing  the  hardest.  ■ 
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Data:  Labor  Dept..  Global  Insight  Inc. 


HOUSING  FALLOUT 


Where  Home  Prices  Drop,  Malaise  Follow 


THERE  IS  MUCH  debate  among 
economists  about  the  housing 
recession's  impact  on  consumer 
spending.  Although  the  national  data 
contain  few  signs  of  any  negative 
effect,  a  state-by-state  look  reveals 
that  spending  is  sinking  in  places 
where  the  housing  markets  have  truly 
gone  bust. 

In  May  home  prices  were  down 
from  the  previous 
year  in  15  of  the  20 
cities  covered  by  the 
Standard  &  Poor's/ 
Case-Shiller  Home 
Price  Index.  The  cities 
with  the  sharpest 
price  declines  were 
concentrated  in 
Arizona,  California, 
Florida,  and  Nevada. 
A  broader  view  of  the 
housing  market  via 
state  existing  home 


HOUSING  BUSTS 
HURT  SPENDING 

STATE  SALES-TAX 
RECEIPTS 

PERCENT  CHANGE  FROM  YEAR  AGO 
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Ql 2007 

ARIZONA 

17.7 

5.1 

CALIFORNIA 

9.1 

-0.6 

FLORIDA 

8.4 

-1.9 

HAWAII 

10.1 

3.8 

NEVADA 

10.0 

2.4 

U.S. 

6.5 

2.8 

Data:  Nelson  A,  Rockefeller  Institute  of  Government 


sales  figures  shows  yearly  double- 
digit  declines  in  the  first  quarter  of 
2007  among  the  four  states,  as  well 
as  a  25.5%  plunge  in  Hawaii. 

State  sales  tax  figures,  a  proxy  for 
spending,  are  also  much  weaker  in 
the  hardest-hit  states.  In  the  U.S., 
first-quarter  state  sales  tax  receipts 
grew  2.8%  from  a  year  ago,  according 
to  figures  from  the  Nelson  A. 

Rockefeller  Institute 
of  Government, 
the  public  policy 
research  arm  of  the 
State  University  of 
New  York.  Adjusting 
for  any  changes  in 
tax  laws,  sales  tax 
revenues  in  California 
and  Florida  declined 
over  that  period  while 
receipts  in  Nevada, 
Arizona,  and  Hawaii 
grew  much  slower. 


A  drop  in  sales  of  homebuildinj 
materials  and  equipment  is  a  fai 
But  Florida  retail  sales  figures  sho' 
a  broad  pullback,  with  falling  auto 
and  durable  goods  sales  and  a  shaj 
slowdown  in  consumer  nondurabll 
such  as  clothing.  "It's  hard  to  expli 
this  trend  if  you  don't  believe  thattj 
the  housing  bust  has  any  impact 
on  spending,"  says  Jan  Hatzius, 
Goldman  Sachs'  chief  U.S.  econoiw 

Hatzius  expects  national 
consumer  spending  data  to  show 
a  slowdowTi  as  sales  worsen  in  th(^| 
major  housing-bust  states  and 
begin  easing  in  areas  where  homt 
prices  are  now  falling.  Looking  at 
home  price  data,  the  next  batch  ol 
vulnerable  areas  appears  to  inclu( 
Illinois,  New  York,  and  Washingtt 
D.C.  Indeed,  the  sales  tax  figures 
show  consumers  may  already  be 
starting  to  stay  home.  ■ 

-By  James  Meh 
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NARDELLI  MOVES  TO  DETROIT 

Tough  job,  tough  guy.  Private  equity  firm  Cerberus  Capital  Management  astonished  the 
auto  world  on  Aug.  6  by  naming  former  Home  Depot  CEO  Robert  Nardelli  to  head  up 
newly  acquired  Chrysler.  Nardelli  was  known  as  a  turnaround  specialist  when  he  was  at 
General  Electric,  but  his  management  style  sent  insiders  fleeing  at  Home  Depot,  and  cost 
cuts  led  to  customer  service  snaflis.  The  road  won't  be  smooth  at  Chrysler,  either.  First, 
Nardelli  must  help  negotiate  retiree  health-care  concessions  fi^om  the  United  Auto  Workers. 
Then  he  needs  to  find  a  way  to  get  sales  moving  again.  And  he'll  have  to  boost  quality  and 
productivity  in  the  carmaker's  factories. 

Cerberus'  choice  has  gotten  mixed  reviews.  Retired  GE  Chairman  Jack  Welch  and  Home 
Depot  founder  Ken  Langone  both  figtire  Nardelli's  the  perfect  man  for  the  job.  But  others, 
like  ex-Chrysler  President  Thomas  Stallkamp,  say  it  will  be  hard  for  an  outsider  to  make  a 
quick  U-turn  without  knowing  anything  about  the  car  business. 
See  ""Fresh  eyes'— and  a  sharp  ax," page  35 


The  Fed  Stands  Pat  Again 

As  nearly  everyone  expected, 
the  Federal  Reserve  kept  its 
benchmark  rate  at  5.25%  on 
Aug.  7,  saying  inflation  remains 
Economic  Enemy  No.  1.  The 
stock  market  took  the  Fed's 
statement  in  stride,  steadying 
after  its  recent  wilder  than 
usual  gyrations. 
See  "The  Fed  won't  give  the 
markets  a  break, "  page  25, 
and  "The  Bemanke  agenda," 
page  30 


EEHH*  "Sorry,  Wall  Street" 
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Leaving  Fidelity 

Well,  that  didn't  take  very  long. 
Just  weeks  after  Rodger  Lawson 
was  installed  as  president  of 
FMR,  Ellyn  McColgan  quit. 
McColgan  was  widely  viewed 
as  a  contender  to  lead  the 
Boston  mutual-ftind  giant  after 
77-year-old  founder  Edward 
Johnson  III  steps  down.  She  said 


Fraud,  They  Said 

Could  this  be  a  milestone  cas 
On  Aug.  7  a  federal  court  jur) 
in  San  Francisco  convicted 
Gregory  Reyes,  former  CEO 
of  Brocade  Communications, 
of  securities  fraud  involving  ■ 
options  backdating.  It's  the  fi 
verdict  after  a  trial  and  is  like  *i 
to  bolster  a  probe  of  backdati 
at  some  140  companies— anc  , 
make  those  under  scrutiny 
exceedingly  nervous.  Reyes'  ' 
attorney  says  he'll  appeal. 
MiRliiy  "New  stock  option  few^ 
in  the  Valley" 
businessweek.com/go/tbw 
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on  Aug.  7  that  she's  exiting  "to  ' 
pursue  new  opportunities." 
Under  McColgan's  watch  as 
head  of  Fidelity's  brokerage 
unit,  the  firm's  funds  attracted 
$45  billion  last  year.  In 
April  she  took  on  added 
management  responsibilities 
at  the  company's  mutual  fund 
unit.  Fidelity  Investments. 
Now  seen  as  front-runners 
to  fill  Johnson's  shoes:  his 
daughter  Abigail,  a.k.a.  Abby, 
and  Lawson. 


p 
Illegals:  A  New  Crackdown 

Immigrant  labor  woes  have  ejsjlt 
dogged  business  for  years,  '"' 
but  the  worst  may  be  yet  to 
come.  The  Homeland  Securityi  ^ 
Dept.  will  soon  impose 
tough  enforcement  rules  on'f  "Pf 
employers,  The  New  York  ^ 
Times  reported  on  Aug.  8.  T1  srt( 
new  regs,  which  could  affecM  ipk 
8  million  workers,  will  requiiJ  liiig 
companies  to  fire  those  whoid  Kti 
names  don't  match  their  Socu  ^ 
Security  numbers— or  risktti 
of  thousands  of  dollars  in  firil  lllil 
Business  owners  predict  bigi(  ovei 
layoffs,  big  legal  headaches,s  lalr 
and  a  big  labor  shortage.  i  side 
lams, 

The  Chemistry  Is  Right  itjijerf 

After  months  of  wrangling, 
Dutch  paints  and  coatings 
giant  Akzo  Nobel  agreed  on 
Aug.  6  to  pay  $16  billion  for 
British  rival  ICI.  Buying  the 
maker  of  Dulux  paint  viall  hei 
Akzo  shore  up  operations  in 
the  U.S.  and  China,  where  i 
faces  tough  competition.  Ak 
shareholders  could  still  upe 
the  deal  if  they  balk  at  the  h 
price  tag. 


fits 
Chevron's  Coup  in  Chin* 
PetroChina  has  picked  Chevi  Auj, 
to  help  it  develop  a  natural  ■  kj., 
gas  field  in  central  China,  a 
sign  the  country  is  turning 
to  outside  expertise  to  help 


28  I  BusinessWeek  I  August  20  &  27.  2007 


\ 


ite  its  bottomless  energy 
etites.  The  U.S.  oil  major 
t  out  offers  from  Norway's 
oil,  France's  Total,  and 
;lo-Dutch  outfit  Royal  Dutch 
II,  The  Wall  Street  Journal 
)rted  on  Aug  7.  Meanwhile, 
)rices  dipped  from  record 
IS  the  previous  week, 
ing  around  $72  a  barrel 
ears  the  U.S.  economy  was 
ing. 


:aper  Xboxes 
Microsoft's  Xbox  360  get 

c  in  the  game?  Faced  with 
dvely  anemic  sales  of  its 
-def  gaming  console  this 
,  the  team  in  Redmond, 
h.,  on  Aug.  8  slashed 
Drice  of  its  most  popular 
el  by  $50,  to  $350.  It  cut 
r  versions  by  a  smaller 
unt.  Both  Microsoft  and 
,  which  lowered  prices  on  a 
mtinued  PlayStation  3  model 
V  weeks  earlier,  have 
ggled  against  the  smash 
ess  of  Nintendo's  family- 
idlyWii. 


trade  agency  ban  on  imports 
of  cell  phones  coniaining 
Qualcomm  chips  that  were 
found  to  infringe  on  Broadcom 
patents.  Some  fret  that  the 
ban  may  slow  the  advent 
of  3G  phones,  but  Verizon 
Wireless  has  already  hammered 
out  a  deal  with  Broadcom 
that  would  allow  imports  of 
the  offending  phones,  and 
Qualcomm,  which  is  appealing 
the  ban,  also  says  it  has  cooked 
up  a  "workaround." 
ECHEI*  "Qualcomm  fix  won't 
end  Broadcom  brawl" 
businessweek.com/go/tbw 


Phone  Brouhaha 

may  have  to  wait  a  bit 
er  to  get  that  cutting- 
phone  you've  been 
ting.  On  Aug.  7  the  Bush 
inistration  let  stand  a  U.S. 


Allen  Cashes  Out 

Who  would  have  guessed 
that  betting  on  Hollywood 
would  be  a  bright  spot  for 
Paul  Allen?  The  Microsoft  co- 
founder,  a  pinup  boy  for  failed 
investments  after  money- 
sopping  forays  into  cable 
TV,  is  selling  an  estimated 
$300  million  of  his  stake  in 
DreamWorks  Animation,  the 
company  said  on  Aug.  6.  That 
makes  $1  billion-plus  he  has 
taken  out  after  spending  $700 
million  in  1994  to  help  Steven 
Spielberg,  Jeffrey  Katzenberg, 
and  David  Geffen  launch  the 
company.  Allen  still  owtis  an 
estimated  $200  million  stake 
but  is  giving  up  his  board  seat. 


DWNFALLSOFTHEWEEK 

overextended  homeowners  default  on  more  mortgages, 
ualties  are  mounting  on  Wall  Street.  Warren  Spector, 
sident  and  co-chief  operating  officer  at  big  brokerage  Bear 
arns,  lost  his  job  on  Aug.  5.  The  next  day,  American  Home 
rtgage  Investment,  once  the  nation's  lOth-largest  mortgage 
der,  filed  for  bankruptcy  protection  to  wind  up  its  business. 
Both  firms  suffered  from  loss 
of  confidence  by  creditors  and 
investors.  For  Bear,  doubts  rose 
over  losses  that  it  may  be  holding 
from  two  busted  hedge  funds 
that  had  invested  in  mortgage- 
backed  securities  and  junk-grade 
corporate  loans.  Another  concern: 
potential  losses  on  $20  billion 
of  corporate  buyout  loans  it  has 
committed  to  fund.  Bear  shares 
are  down  more  than  30%  from 
l-January.  American  Home,  on  the  other  hand,  is  comatose 
tr  its  lenders  cut  off  its  credit,  leaving  the  company  unable 
fund  some  $500  million  in  promised  loans.  And  the 
^ding  continued  on  Aug.  8,  when  Luminent  Mortgage  Capital, 
Veraged  investor  in  adjustable-rate  mortgages,  said  it  had 
tived  notices  of  default  from  two  lenders. 
"Did  big  lenders  cross  the  line?" page  33 
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Log  on. 
Buckle  up. 

Plug  into  the  largest,  fastest  mobile  broadband 
network  in  the  nation,  and  you'll  get  Internet  so 
fast  you'll  want  to  paint  flames  on  your  laptop. 
That's  business  at  SprintSpeed."^  Giddyup. 


The  Sierra  Wireless  USB  AirCard"'  595U 

Requires  new  device  activation 
and  two-year  agreement, 
with  $50  instant  rebate. 
No  voice  plan  required. 

1-800-SPRINT-1     sprintcom/mobilebroadband 


"Lsfgej"  lLuiii  h.,,'.-cj  on  covered  square  miles.  "Fastest"  claim  based  on  weigtiled  national  aggregate 
ttifoughput  capability  of  mobile  broadband  networks.  Requires  Rev.  A-capable  device.  Coverage  not  avail. 
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Expires  9/30/07  or  while  supplies  laSt  Subject  to  credit  approval.  Additional  restrictions  apply.  fvlaiNn  Rebate: 
Requires  purchase  by  9/30/07  and  activation  by  10/14/07  and  two-year  agreement.  Mobile  Broadband  Card  data 
plan  required.  $36  activation  fee  and  $200  early  termination  fee  apply.  Rebates  cannot  exceed  purchase  price. 
Taxes  excluded.  Line  must  be  active  30  consecutive  days.  Allow  8-12  weeks  (or  rebate.  'P2007  Sprint  Nextel. 
All  rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  other  trademarks  are  trademarks  of  Sprint  Nextel. 
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Credit  conditk)n|^ 
became  tighter ....  ^   ^ 
Nevertheless,  the 
economy  seems  likely  to 
continue  to  expand. 

-Federal  Open  Market  Committee 
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INFLATION  FIGHTER 

THE 

BERNANKE 
AGENDA 

The  Fed  chairman  feels  the  pain  of 
subprime  borrowers  and  the  Street, 
but  he's  got  his  priorities.  BY  PETER  COY 


COOL,  CALM,  AND  COL- 
lected.  Federal  Reserve 
Chairman  Ben  S.  Ber- 
nanke  is  driving  Wall 
Street  batty.  When  traders 
scream  about  a  recession- 
ary "credit  crunch,"  the 
former  professor  acknowledges  their  con- 
cerns but  predicts  continued  economic 
growth.  When  they  plead  for  easier  mon- 
ey, Bemanke  and  his  fellow  rate-setters 
firmly  hold  the  line.  "Scandalous,"  sput- 
tered one  North  Carolina  market  strate- 
gist. Jim  Cramer,  the  TV  stockpicker,  near- 
ly melted  in  a  pool  of  his  own  sweat  on  a 
recent  program,  saying  Bemanke  must 
flood  the  system  with  money  to  stop  finan- 
cial Armageddon.  Shouted  Cramer:  "He 
has  no  idea  how  bad  it  is  out  there!" 

The  Street  may  be  dismayed  by  Ber- 
nanke's  sangfroid,  but  it  shouldn't  be 
surprised.  This  is  exactly  the  kind  of 
polic>'  that  Bemanke  has  spent  his  entire 
career  arguing  for.  At  Princeton  Univer- 
sity, where  Bemanke  taught  from  1985 
to  2002,  he  said  central  bankers  should 
avoid  getting  caught  up  in  the  gyrations 
of  the  financial  markets  and  focus  instead 
on  measures  of  the  real  economy,  such 
as  growth  and  inflation.  He  said  the  Fed 
should  set  a  target  rate  for  inflation  and 


then  steer  monetary  policy  to  hit  that 
target— an  approach  that  would  change 
central  bankers  from  financial  demigods 
into  something  more  like  engineers. 

TEST  CASE  FOR  A  PHILOSOPHY 

BERNANKE  HASN'T  talked  about  infla- 
tion targeting  much  since  he  became 
Fed  chairman  in  February,  2006,  but  the 
spirit  of  the  approach  was  evident  on 
Aug.  7  when  the  Federal  Open  Market 
Committee  announced  it  was  leaving  the 
federal  funds  rate  unchanged  at  5.25%. 
Nodding  just  slightly  to  concerns  about  a 
credit  crunch,  the  committee  said  "credit 
conditions  have  become  tighter  for  some 
households  and  businesses,  and  the  hous- 
ing correction  is  ongoing."  But  it  went 
on  to  say:  "Nevertheless,  the  economy 
seems  likely  to  continue  to  expand  at  a 
moderate  pace  over  coming  quarters." 
The  committee  even  said  it  continues  to 
regard  inflation  as  a  bigger  risk  than  an 
economic  slowdown. 

The  market's  current  craziness  is  a 
perfect  test  case  for  Bemanke's  circum- 
spect approach  because  there's  no  evi- 
dence so  far  of  a  major  systemic  crisis 
that  would  require  him  to  abandon  his 
theories  and  open  the  monetary  flood- 
gates. Yes,  stock  and  junk  bond  prices 
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have  fallen,  the  subprime  mortgage  mar- 
ket is  in  dire  straits,  and  a  few  Wall  Street 
firms,  including  Bear  Stearns,  have  taken 
a  hit.  But  elsewhere,  contagion  is  more  of 
a  future  worry  than  a  present-day  reality. 
Over  the  past  year,  there  has  been  an  in- 
finitesimal 0.1  percentage  point  increase 
in  the  yield  on  corporate  bonds  rated 
A  by  Standard  &  Poor's,  according  to  a 
Merrill  Lynch  &  Co.  index.  Even  B-rated 
bonds,  classified  as  junk,  have  seen  their 
yields  go  up  only  0.6  percentage  points 
over  the  past  year,  to  just  under  9%,  and 
rose  1.7  points  since  February,  afi:er  a 
dip  during  the  winter.  That  hurt,  but  it's 
pretty  small  compared  with  1998,  when 
markets  really  did  seize  up.  Then,  yields 
on  B-rated  bonds  leaped  3.1  points  in  five 
months,  to  over  12%.  Under  then-Chair- 
man Alan  Greenspan,  the  Fed  reacted 
by  slashing  interest  rates— creating  the 
conditions,  some  critics  say,  for  the  stock- 
market  bubble  of  1999  and  2000. 

Bemanke's  approach  recognizes  that 
the  Fed  can't  be  all  things  to  all  people.  If 
the  Fed  lowered  rates  to  rescue  subprime 
borrowers  and  their  lenders,  it  would  raise 
the  risk  of  excessive  borrowing  and  specu- 
lation in  other  sectors,  possibly  causing 
higher  inflation  and  a  stock  bubble. 

Bemanke's  approach  is  being  sup- 
ported by  many  of  his  fellow  academic 
economists.  Among  the  most  prominent  is 


Allan  H.  Meltzer,  a  Carnegie- 
Mellon  University  monetary 
economist  who  is  vmting  a 
history  of  the  Fed.  "The  peo- 
ple on  Wall  Street  are  mak- 
ing a  lot  of  noise  because 
they  don't  like  to  lose  money, 
and  we  can  all  understand 
that,"  he  says.  "But...it  would 
be  a  huge  mistake  to  change 
poUcy  to  rescue  a  bunch  of 
people  who  made  stupid  mistakes."  In 
fact,  argues  Meltzer,  losses  by  speculators 
could  clean  out  the  financial  markets  and 
make  them  healthier.  "Capitalism  without 
failure  is  like  religion  without  sin,"  Melt- 
zer says.  "It  doesn't  work." 

Wail  Streeters,  with  their  seven-  and 
eight-figure  pay,  are  hardly  sympathetic 
figures.  Unfortunately  for  millions  of  sub- 
prime  borrowers,  they,  too,  are  directly 
under  the  Fed's  interest-rate  hammer. 
Strangely  enough,  they  might  be  better 
off  if  the  subprime  problems  did  spill 
over  to  the  rest  of  the  economy,  because 
then  the  Fed  would  be  forced  to  cut  rates. 
As  it  is,  subprime  borrowers  and  other 
players  in  the  housing  market  are  bearing 
the  brunt  of  the  Fed's  inflation-fighting 
campaign.  In  fact,  the  strongest  economic 
argument  against  Bemanke's  stand  is 
that  it  harms  the  poor  and  middle  class 
when  inflation  is  actually  well  in  hand. 


Bemanke's 
focus  is 
firmly  on  the 
economy,  not 
the  markets 


The   Fed's   own   prefei 
measure,  the  price  inde> 
personal  consumption 
penditures  excluding  t 
and  energy,  rose  just  1.9' 
the  year  ended  June  20C 
But  Bemanke  fears  t 
labor  markets  could  reig  j 
inflation.    Meanwhile    |3 
alert  to  signs  of  a  gen 
credit  cmnch,  through 
eyes  and  ears  at  the  market-sawy  Fed; 
Reserve  Bank  of  New  York.  "I  don't  tli 
the  Fed  is  in  the  dark  on  what's  happi 
ing  in  the  credit  markets,"  says  Briaj 
Sack,  a  senior  economist  at  Macron 
nomic  Advisers  who  once  co-author  P 
paper  with  Bemanke. 

By  order  of  Congress,  the  Federal 
serve  has  a  dual  mandate,  to  keep  infla 
low  and  employment  high.  Those  s 
like  not  only  dual  but  dueling  goals,  s 
putting  the  screws  on  inflation  can  i 
growth.  But  since  taking  office,  Bemt 
has  argued  that  the  two  objectives  go  1" 
in  hand:  In  the  long  run,  low  infkle 
promotes  stable,  job-generating  gro>iii 
As  long  as  inflation  threatens  to  go  alt.  5  c 
the  Fed's  threshold,  Bemanke  believed  h 
No.  1  priority  is  to  keep  it  down— ev^  tli 
that  makes  some  people  unhappy.  Clee  en 
this  is  one  soft-spoken  professor     ae; 
knows  how  to  say  no.  ■  i  tnc 
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VOLATILITY  STRIKES  BACK 
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After  sailing  along  smoothly  for  the  past  couple  of  years,  the  market  is  in  choppy  waters.  Investors  should  hold  on  tightly.  When  the 
Chicago  Board  Options  Volatility  Index  (VTX),  dubbed  the  "fear  gauge,"  jumps— as  it  has  in  recent  weeks— stocks  tend  to  fall.  Vandec' 
University  professor  Robert  E.  Whaley  says  the  market  dips  0.7%  on  average  in  a  week  after  volatUity  jumps  by  one  percentage  pointil 
the  pain  can  last  much  longer.  There  will  be  up  days,  but  the  larger  trend  may  not  be  your  fiiend.  -Elizabeth  Woyke  and  Tyla(  2^ 
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After  September  11,  volatility  soared 
while  the  S&P  500  fell  5%  that  month 
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In  the  wake  of  several  corporate 
scandals,  investors  got  the  jitters, 
and  the  S&P  500  dropped  4% 
from  late  August  through  October 
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Volatility  spiked  on  back-to-back  shocks,  first  from 

the  Russian  debt  crisis  and  then  the  collapse  of 

Long-Term  Capital  Management  hedge  fund: 
the  market  sank  as  much  as  12%  at  one  point 


With  investors  fretting  over  the  subprime  saga, 
big  swings  are  increasingly  common,  although 
the  S&P  500  is  still  up  for  the  year 
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ORTGAGE  MAYHEM 


iid  big  lenders 
;ross  the  line? 

awsuits  assert  some  firms 
octored  loan  documents 


MARA  DER  HOVANESIAN 
ID  BRIAN  GROW 

^^  AHH  ARY  OVERTON  ISN'T 
^^^  ^^^H  like  most  other  trou- 
W^^  ^^^H  bled  homeowners 
jl^^^V^H  who  suddenly  found 
I  ^H^V  ^H  themselves  strug- 
I  ^^V  ^H  gling  under  the 
I  ^^V  ^H  weight  of  rising  mort- 
payments.  Sure,  like  many,  her 
nthly  biU  was  high— nearly  triple  the 
5  or  so  she  collects  from  Social  Securi- 
ler  main  source  of  income.  But  lawyers 
the  grandmother  say  her  lender, 
teriquest  Mortgage  Co.,  is  the  one  to 
•ne;  they  contend  in  a  lawsuit  that 
eriquest  crossed  the  line  from  lax  un- 
writing  to  outright  fraud. 
Jntil  now  prosecutors  and  pundits 
e  laid  much  of  the  blame  for  the  recent 
ge  in  mortgage  fraud  at  the  feet  of  the 
spendent  brokers  who  arranged  the 
is.  But  a  growing  number  of  lawsuits 
complaints  suggest  that  some  big 
[iers  may  have  also  played  a  role.  Ea- 
to  keep  up  loan  volume  and  generate 
s,  the  two  groups  allegedly  colluded 
Falsify  loan  documents  by  beefing 
income  and  lowballing  outstanding 
ts.  And  some  suits  allege  that  lenders 
jetrated  the  fraud  on  their  own,  even 
loying  teams  of  employees  that  re- 
ibled  boiler-room  ^^^^^^^^^ 
irations. 

"his  new  wrinkle  in 

subprime    saga 

r  mean  the  mort- 

;  woes  battering 

financial  markets 

d  get  worse.  It's 

that  the  problems 

eyond  risky  loans 

^d  on  poor  under- 

viing.  Tlie  FBI  says 

n  istry  fraud  hit  a  re- 

$1  billion  in  2006, 

I  insiders— brokers 

underwriters— ac- 
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counting  for  80%  of  it. 
But  given  the  spike  in 
defaults  and  foreclo- 
SLires,  the  abuse  may 
prove  to  be  far  more 
widespread.  "The  true 
level  of  fraud  [wUl  be] 
closer  to  $6  billion," 
says  Damien  Weldon, 
a  vice-president  for 
risk  analytics  at  First 
American  LoanPerfor- 
mance,  a  research 
firm. 

Thaf  s  not  hard  to  imagine  if  cases  like 
Overton's  continue  to  emerge.  Her  law- 
suit alleges  that  loan  officers  at  a  Brook- 
lyn (N.Y.)  branch  of  Ameriquest  "coerced 
Overton  into  signing  a  loan.  Unbeknownst 
to  Ms.  Overton,  Ameriquest  created  fake 
tax  returns,  employment  records,  and  a 
401(k)— to  make  it  appear  that  the  loan 
was  affordable."  According  to  other  court 
filings,  at  least  40  other  borrowers  al- 
lege Ameriquest  doctored  loan  documents 
or  increased  borrowers'  income,  charges 
Ameriquest  denies.  "Mortgage  fraud  is  an 
evolving  challenge  that  affects  every  lender. 
We  have  a  solid  record  of  working  with  law 
enforcement  to  convict  those  responsible," 
says  Chris  Orlando,  a  spokesman  for  Ame- 
riquest. "This  is  an  unfortimate  situation 
^^^^^^^^^  where  a  rogue  former 
employee  conspired 
to  take  advantage  of 
Ameriquest  and  Ms. 
Overton."  Business- 
Week could  not  iden- 
tify the  employee. 
Ameriquest  forgave 
Overton's  loan  a  year 
ago,  but  the  suit  has 
not  been  settied. 

In  some  cases  the 
lender  fraud  appears 
to  have  involved 
forged  signatures  and 
other  deceptive  prac- 


tices. Before  closing  on  her  $147,000  mort- 
gage in  July,  2006,  which  included  a  sec- 
ond loan  for  a  20%  down  payment,  Loma 
Reddy,  a  38-year-old  salesperson,  noticed 
the  interest  rate  and  payments  on  that 
second  loan  were  higher  than  the  original 
offer.  She  rescheduled  the  appointment  to 
sort  out  the  numbers.  But  a  few  days  later, 
the  Pataskala  (Ohio)  resident  claims,  she 
got  a  package  of  signed  loan  documents 
from  her  lender,  Fifth  Third  Bancorp,  that 
showed  her  annual  income  inflated  by 
$20,000,  erroneously  indicated  she  was 
married,  and  included  a  forgery  of  her  sig- 
nature. A  forensic  expert  hired  by  Reddy's 
attorney  found  that  "the  signature  and 
initials  were  not  authentic." 

Cincinnati's  Fifth  Third,  the  No.  17 
U.S.  bank  by  assets,  has  sued  Reddy  for 
$29,500,  the  amount  of  the  second  loan, 
for  not  making  payments,  according  to 
court  documents.  A  spokeswoman  for 
Fifth  Third  says  the  bank  does  not  com- 
ment on  legal  matters. 

The  most  common  ploy,  inflating  a  bor- 
rower's income,  accoimts  for  25%  of  all 
incidents  of  mortgage  fraud,  according  to 
Fannie  Mae.  Fraud  like  this  has  been  made 
easier  by  the  emergence  of  a  new  breed  of 
mortgages  called  "stated-income"  loans, 
in  which  borrowers  merely  sign  papers 
certifying  their  income,  with  banks  verify- 
ing only  the  source  of  that  income,  not  the 
amount.  These  risky  loans  caiTy  greater  in- 
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terest  rates— and  therefore  higher  poten- 
tial profits  for  the  banks  that  underwrite 
them.  An  April  study  by  the  Mortgage  As- 
set Research  Institute  found  that  60%  of 
stated-income  loans  had  exaggerated  the 
borrower's  income  by  more  than  50%. 

Elouise  Manuel's  story  shows  how 
shaky  stated-income  loans  can  be  even 
if  the  lender  doesn't  commit  fraud.  In 
March,  2004,  Manuel,  a  67-year-old  retired 
cafeteria  worker  fi-om  Adanta,  applied  for 
a  $25,000  loan  to  pay  off  some  credit-card 
debt  and  other  bills.  She  says  she  gave  her 
independent  mortgage  broker,  a  relative, 
proof  of  her  income  and  its  source.  But 
loan  documents  show  that  her  monthly 
income  was  reported  to  be  $1,100,  more 
than  twice  the  real 
amount.  A  letter  fi-om 
the  Social  Security  Ad- 
ministration served  as 
backup  documenta- 
tion, but  the  amount 
of  income  had  been 
blacked  out  A  condi- 
tional loan  approval 
letter  from  her  lender, 
Pasadena  (Calif)- 
based  IndyMac  Ban- 
^^  corp  Inc.,  notes : "  Need 

[Social  Security]  ben- 
efit letters  for  last  two 
years  with  income  blacked  out."  Now 
Manuel  says  she  can  afford  to  pay  only  the 
interest  on  her  loan,  $210  a  month. 

IndyMac  says  it  followed  standard  pro- 
cedure to  document  the  source  of  Man- 
uel's income  and  adds  it  is  not  policy  to 
verify  the  amount  of  income  in  that  type  of 
loan.  It  relies  on  the  broker  and  the  appli- 
cant, who  signs  the  document,  as  Manuel 
did,  to  submit  accurate  information.  Indy- 
Mac also  says  it  believes  Manuel  is  better 
off  now  because  the  payments  on  her  loan 
are  lower  than  those  on  her  previous  bills. 
IndyMac  remains  open  to  restructuring 
the  loan— an  offer  it  says  Manuel's  lawyer 
has  rejected.  As  for  IndyMac's  direction  to 
black  out  the  income,  company  spokes- 
man Grove  Nichols  says  it  was  the  action 
of  an  individual  underwriter  and  not  com- 
pany practice:  "It  was  an  error  of  judge- 
ment." BusinessWeek  could  not  identify 
the  employee.  Multiple  calls  to  Manuel's 
brokerage  firm  were  not  returned. 

If  s  the  ignorance  of  pertinent  informa- 
tion that  surprises  even  some  industry 
veterans.  "It  doesn't  matter  if  the  lender 
instructed  the  broker  to  black  out  the  in- 
come or  the  broker  blacked  it  out  and  the 
lender  didn't  ask  [about  it],"  says  Joseph 
Falk,  legislative  chair  of  the  National  As- 
sociation of  Mortgage  Brokers.  "Misrep- 
resenting income  is  just  wrong."  ■ 


THE  SUBPRIME  MESS 

EUROPEAN 
BANKS 
LAUGH  LAST 

Their  stricter  lending 
looks  smart  now 


BY  JACK  EWING 

FOR  YEARS,  EUROPEAN 
bankers  have  endured 
slights  from  U.S.  rivals 
about  their  stodgy  lend- 
ing habits.  Imagine:  They 
still  demand  a  20%  down- 
payment  for  a  home  loan. 
Adjustable-rate  mortgages  are  a  novelty. 
And  instead  of  packaging  loans  into  fan- 
cy derivatives  and  selling  them  to  hedge 
funds,  Europeans  keep  them  on  their 
own  books.  How  quaint. 


Now  those  Old  World  bankers  are 
looking  mighty  smart.  Although  some 
banks  have  suffered  losses  from  investing 
in  U.S.  debt,  there's  no  sign  of  a  home- 
grown subprime  crisis.  Banks  in  most  of 
Europe  have  been  slow  to  adopt  the  risky 
financial  innovations  that  are  backfiring 
in  the  U.S.  In  the  latest  sign  of  European 
banking  health,  on  Aug.  8,  Dutch  finan- 
cial-services giant  ING  Group  reported 
a  27%  rise  in  second-quarter  profits  and 
said  it  had  only  limited  exposure  to  the 
U.S.  subprime  market. 

European  lenders  tend  not  to  resell 
mortgages  with  the  same  abandon  that 
Americans  do.  The  volume  of  mortgage- 
backed  securities  and  other  vehicles  for 


offloading  loans  is  about  $1.1  trillion !  K 
big  number,  but  still  only  about  WX 
the  U.S.  volume,  according  to  the  En 
pean  Central  Bank.  Instead,  when  f  \ 
want  to  raise  funds  for  mortgage  le 
ing,  European  banks  often  sell  so-ca] 
covered  bonds,  a  $2.5  trillion  marl 
These  resemble  mortgage-backed  seci 
ties,  but  with  a  crucial  distinction:  Is]  f| 
ing  banks  must  repay  investors  if  hoi 
owners  default.  With  mortgage-bac  •  \f 
securities,  investors  assume  the  risk. 

Tradition  also  plays  a  role.  Germi 
still  typically  go  to  their  local  savi:i 
bank  or  state-supported   Landesbj^; 
for  a  loan.  The  banks  keep  some  8^ 
of  those  on  their  books  and  put 
rest  in  covered  bonds.  Big  players  si 
as  Dresdner  Bank  or  Deutsche  Baj 
which  are  more  likely  to  use  mortga 
backed  securities,  account  for  only  1 
of  the  German  mortgage  market.  J 
loans  to  low-income  borrowers  are  n 
"These    aggressive    marketing    mei 
ods— no    income    check,    interest-n  jiel 
discounts— that's  not  normal  in      tera 
rope,"  says  Stephan  Rieke,  an  econort  ,»li 
at  BHF-Bank  in  Frankfurt.  i  ion 

It  helps  that  Europe  hasn't  had  mi  1)  i 
of  a  real  estate  bubble.  Home  prri  efe 
in  Spain,  France,  i  j  ^  tl 
Britain  aren't  dim  Bge 
ing  as  quickly  as  tti  I'ti 
were  a  few  years  f  >  jt  ti 
but  they  also  havft',  ^le 
seen  a  broad  decli  [k 
"The  housing  mark^  too; 
still  a  very  safe  foraii  ka 
lending,"  Bank  of  Eft  stbi 
land  Governor  Men!  k\i 
King  told  the  Housis  til,; 
Commons  earlier  i  tn 
year.  And  most  Eurci  tlop 
ans  could  probably  j  |a 
make  their  paymw  I'j; 
even  in  the  event  ( |  or 
real  estate  shock.  /  jesi 
European  households  with  a  mortgJi)  iipp, 
debt  equals  about  60%  of  income^-j  1^; 
100%-plus  in  the  U.S.,  BHF  reports.  .  [tp 
Of  course,  there's  a  downside  to  i|  ney-i 
ropean  banking  caution:  First-t(  je 
buyers  have  trouble  breaking  into  i(  Ite; 
housing  market.  "The  self-emploji 
single  parents,  and  immigrant  W( 
ers  tend  to  be  considered  unbankabi 
says  Toni  Moss,  CEO  of  EuroCatal; 
Netherlands  think  tank.  Although 
is  a  small  but  growing  business  serv 
people  with  more  credit  risk,  lenc 
—mindful  of  the  U.S.  disaster— are  li]|ff\ 
to  proceed  much  more  carefully. 

-With  Mark  Scott  in  London  ■ ' 
Cassidy  Flanagan  in  P 
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IXING  CHRYSLER 


FRESH  EYES' 
■AND  A  SHARP  AX 

iTiy  Cerberus  picked  Bob  Nardelli 
)  overhaul  the  carmaker 


DAVID  WELCH  AND  DAVID  KILEY 

CERBERUS  CAPITAL MAN- 
agement  founder  Stephen 
A.  Feinberg  rarely  speaks 
publicly  about  his  firm's 
investments.    But    what 
a    statement    he    made 
when  he  hired  Robert  L. 
rdelli,  the  former  Home  Depot  and 
neral  Electric  executive,  to  run  Chrys- 
which  Cerberus  bought  for  $7.4  bil- 
1  on  Aug.  4. 

8y  naming  Nardelli  chairman  and 
ef  executive,  Feinberg  sent  the  mes- 
:e  that  it  will  take  gut-wrenching 
inge  to  truly  fix  Chrysler.  Cerberus 
m't  divulged  its  strategy,  but  sources 
se  to  the  private  equity  firm  and  to 
rysler  say  the  new  parent  has  identi- 
l  the  core  problems.  Nardelli  will  have 
Iboost  quality  and  increase  lagging 
iductivity  at  Chrysler's  factories.  He 
1st  bring  discipline  to  a  sales  strategy 
frequent  deep  discounts  to  move  the 
tal.  And  he's  likely  to  shake  up  man- 
iment,  adding  new  talent  in  product 
'elopment,  marketing,  and  design.  "I 
tig  a  fresh  set  of  eyes,  a  new  perspec- 
:,"  Nardelli  told  reporters  on  his  first 
r  on  the  job.  "I  can't  wait  to  roll  my 
;ves  up  and  get  to  work." 
Supporters  say  Nardelli  has 
Js  and  experience  needed  to 
Chrysler.  He  negotiated 
ney-saving  union  deals 
GE  without  labor  strife, 
1  he  clearly  knows  how  to 
i 

W  M  I  can't 
n&  wait  to 
PH  roll  my 
seeves  up  and 
|,ttowork" 


streamline  operations.  Moreover,  sources 
say,  Feinberg  is  counting  on  Nardelli 
to  negotiate  big  concessions  on  health 
care,  where  Chrysler  faces  $18  billion  in 
retiree  liabilities.  "We're  going  to  ben- 
efit big-time  from  his  track  record,"  says 
Thomas  W.  LaSorda,  who  vacated  the 
CEO  job  for  Nardelli  and  now  will  serve 
as  Chrysler's  vice-chairman  and  presi- 
dent. Retired  GE  Chairman  Jack  Welch 
says  Nardelli's  tenure  at  GE  shows  he 
isn't  just  a  cost-cutter.  Under  Nardelli, 
Welch  says,  GE's  locomotive  unit  doubled 
its  market  share,  to  70%,  in  three  years. 
And  the  power  generation  business  went 


I 


from  a  loss  in  1994— the  year  before 
Nardelli  joined— to  a  $1.7  billion  profit  in 
1999.  "He  will  make  Chrysler  more  effi- 
cient than  it  has  ever  been,"  Welch  says. 

MILITARY  MAKEOVER 

AT  CHRYSLER,  NARDELLI'S  challenge 
will  be  to  find  the  kind  of  revenue  gains 
he  made  at  GE  without  creating  the 
problems  he  caused  at  Home  Depot.  His 
military  management  style  led  to  100% 
turnover  among  his  top  170  managers 
by  the  time  he  left  the  retailer  in  January. 
His  cost-cutting  moves  replaced  expe- 
rienced salesclerks  with  low-wage  stu- 
dents, devastating  customer  service  and 
handing  market  share  to  rival  Lowe's. 
"Bringing  in  a  hatchet  man  for  Chrys- 
ler could  be  deadly,"  says  Christoph 
StiJrmer,  an  analyst  at  Global  Insight  Inc. 
"Chrysler  craves  vision  and  inspiration,  a 
real  product  guru." 

Nardelli  says  he  won't  revamp  Chrys- 
ler's fix-it  plan  but  hints  he  might  speed 
it  up:  "If  we  can  do  it  faster  and  more 
efficiently,  that's  what  we're  going  to 
do."  Chrysler  has  trimmed  nearly  13,000 
workers  and  closed  a  factory,  but  if  sales 
don't  bounce  back,  more  cuts  could  fol- 
low. Big  changes  may  be  in  store  for 
the  design  and  engineering  groups,  too. 
Chrysler  once  was  hailed  as  Detroit's 
most  innovative  automaker.  But  execu- 
tives say  chief  designer  Trevor  Creed  and 
product  development  boss  Frank  Klegon 
now  are  on  the  hot  seat.  No  wonder. 
Chrysler  scores  near  the  bottom  in  J.D. 
Power  &  Associates  Inc.'s  surveys  for 
quality  and  consumer  appeal.  "He's  go- 
ing to  have  to  change  the  whole  business 
model  at  Chrysler,  and  if  s  going  to  take 
a  tough  CEO  to  do  that,"  says  Mike  Jack- 
son, chief  executive  of  AutoNation,  the 
biggest  car  retailer  in  the  U.S. 

The  good  news  for  Nardelli  is  that 
Chrysler's     private     ownership 
means  he'll  be  able  to  restructure 
the  company  without  worrying 
about  quarterly  profit  reports. 
And  as  long  as  Chrysler  sur- 
vives, a  modest  return  on 
investment  won't  be  that 
hard  to   make.   Chrysler 
Financial  earns  $700  mil- 
lion a  year,  so  if  Nardelli 
can  get  the  car  business 
to  break  even,  Cerberus 
will  get  an  annual  return 
of  nearly  10%.  But  Cerberus 
will  want  more  tlian  10%.  And  that 
means  tearing  up  entrenched  practic- 
es without  tearing  Chrysler  apart.  ■ 
-With  Gail  Edmondson  in 
Frankfurt  and  Brian  Grow  in  Atlanta 
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INFRASTRUCTURE 


IF  THE  LEVEES  FAIL 
IN  CALIFORNIA... 

The  economic  cost  would  top  Katrina's. 
But  a  new  tool  may  prevent  catastrophe 


BY  ADAM  ASTON  &  MICHAEL  ARNDT 

IF  YOU  WERE  TO  DRAW  UP  A  LIST 
of  the  most  worrisome  infrastruc- 
ture risks  facing  America,  the  leak- 
prone  network  of  levees  that  run 
east  from  the  San  Francisco  Bay 
up  to  Sacramento  would  rank  right 
near  the  top.  This  2,600-mile-long 
system  of  berms  protects  half  a  million 
people,  4  million  acres  of  farmland,  and 
the  drinking  water  supply  for  most  of 
Southern  California.  Vulnerable  to  ei- 
ther an  earthquake  or 
flooding,  it  is  "like  a 
ticking  time  bomb," 
warns  Lester  Snow, 
director  of  the  Cali- 
fornia Water  Resourc- 
es Dept. 

The  good  news  is 
that  Califomians  have 
heard  the  warnings 
and  are  starting  to  fix 
the  levees.  Last  No- 
vember they  approved 
a  $4.9  billion  bond 
to  fiind  repairs.  But 


CALIFORNIA 


SACRAMENTO- 
SAN  JOAQUIN  DELTA 


that's  not  nearly  enough  to  fix  the  entire 
system,  and  residents  now  face  a  more 
vexing  problem:  deciding  where  the  need 
is  greatest. 

This  is  a  challenge  that  other  localities 
face  as  they  rush  to  fix  aging  bridges, 
roads,  rails,  and  power  plants  in  the 
wake  of  the  collapse  of  the  I-35W  bridge 
in  Minneapolis.  Allocating  repair  money 
intelligently  requires  assessing  risk  accu- 
rately. That  obliges  policymakers  to  make 
smart  predictions  about  weather,  demo- 
graphics, and  count- 
less other  factors. 

To  guide  their 
choices  in  the  delta, 
officials  are  rel3ang 
on  a  groundbreaking 
threat-assessment 
model  devised  by  a 
team  of  300  top  sci- 
entists and  engineers 
organized  after  Hur- 
ricane Katrina.  Ifs 
far  from  perfect,  but 
it's  the  most  sophis- 
ticated tool  of  its  kind 
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SACRAMENTO  ever  developed  a  l| 

The  berms  protect  could  one  day  1 
4  mill  ion  acres  of  come  a  template 
JjJJjJj^  guiding  infrastr 

ture  investment 
other  areas.  "We  built  a  200-pound  bi 
cle,"  says  team  leader  Ed  (Lewas  E.)  Li 
a  senior  fellow  in  civil  and  environmer 
engineering  at  the  University  of  Ma 
land.  "Each  time  it  is  used  to  measv 
risk  in  other  areas,  it  will  go  faster." 

Taking  a  spin  on  the  200-pound  b 
gives  a  sense  of  the  dizzying  array  off 
tors  to  consider  in  making  infrastructi; 
investments.  Developed  to  help  organf 
the  emergency  reconstruction  of  N' 
Orleans'  flood  defenses,  the  model  set 
to  analyze  a  wider  range  of  inforrr 
tion  than  had  gone  into  earlier  ri 
assessment  models. 


SIMULATED  STORMS 

LINK'S  GROUP  STARTED  by  walking 
Crescent  City's  350  miles  of  levees  and  fki 
walls  to  quantify  their  size,  condition, 
how  they  were  built.  It  then  loaded  in  fit 
grained  details  about  the  types  of  structui 
in  nearby  communities— their  elevati 
and  condition  as  well  as  residents'  inco 
and  age  level.  The  team  then  pluggedi 
the  data  into  what  Link  calls  "the  mobll 
of  all  spreadsheets." 

Next,  the  team  whipped  up  152  cd 
puter-simulated  storms  to  understJt; 
how  waves  and  flood  waters  woo 
swamp  a  digital  New  Orleans.  Each 
tual  hurricane  demanded  12  hours: 
supercomputing  time.  A  year  in  the  mr 
ing,  the  test  runs  are  helping  to  dee^ 
mine  which  levees  to  fix  first  and  hi 
high  to  rebuild  them. 

Many  of  the  people  who  worked 
New  Orleans  have  been  working  in  s 
on  a  risk  assessment  of  Sacramento's  di 
area.  That  wall  require  significant  cusft 
ization.  The  Golden  State  has  seven 
the  length  of  levees,  and  they're  in  wc^ 
condition.  And  rather  than  hurrici 
earthquakes  are  the  presumed  villain 
big  quake,  say  6.5  on  the  Richter  sct 
would  "liquefy"  the  levees.  In  that  c 
"the  loss  of  life  would  be  lower"  tha; 
was  for  Katrina,  says  Link.  "But  the  loi 
economic  value  could  be  much  worse, 

As  other  communities  struggle  to 
cide  what  infrastructure  to  fix  first, 
question  they  should  ask,  says  Transp 
tation  Secretary  Mary  E.  Peters,  is  "Are 
getting  the  best  return  on  investmec 
Link's  traUblazing  approach  demon: 
the  sort  of  painstaking  analysis  necei 
to  find  the  best  answers.  ■ 

-With  Tom  Sawyer  o/Engineei 
News-Record  in  New  York  andi 
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Goldfish  have  a  memory  span  of  3  seconds. 


They  can't  even  see  the  past,  much  less  the  future. 

But  you  can.  With  proven  business  intelligence  and  analytic  software  from  SAS. 

www.sas.com/goldfish 
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SOCIAL  NETWORKING 

FACEBOOK'S 
NEW  WRINKLES 

The  35-and-older  crowd  is  discovering 
its  potential  as  a  business  tool 


BY  ROBERT  D.  HOF 

AYBE  YOUVE  GOT- 
ten  one  of  them  in 
your  e-mail  in-box 
lately:  an  invitation 
to  be  a  "friend"  on 
the  social  networking 
Web  site  Facebook. 
And  you've  wondered:  Why  would  I  want 
to  join  a  bunch  of  partying  college  Idds? 
That  was  what  Bill  Swartz,  a  51-year-old 
executive  recruiter  in  Phoenix,  thought 
until  a  few  weeks  ago,  when  he  dived 
into  Facebook  after  reading  a  newspaper 
column  about  it.  To  his  surprise,  he  loves 
it— especially  the  updates  his  contacts 
post  regularly  about  their  everyday  activ- 
ities, even  things  as  mundane  as  where 
they're  vacationing  or  what  they  ate  for 
lunch.  For  Swartz,  thafs  insight  into 
the  personalities  of  potential  clients  and 
headhunting  prospects.  "My  business  is 
personality-matching,"  he  says.  "This 
can  really  help  me  find 
just  the  right  people." 

Facebook  has  a  lot  of 
newbies  these  days,  many 
of  whom  are  in  fact  old- 
ies. The  number  of  unique 
Facebook  visitors  35  and 
older  more  than  doubled 
in  June  from  a  year  ago, 
to  11.5  million,  according 
to  market  researcher  com- 
Score  Media  Metrix.  (Any- 
one going  to  the  Facebook. 
com  site  counts  as  a  visitor. 
But  to  have  a  page  or  have  friends,  you 
need  to  join.)  Most  newcomers  aren't  yet 
doing  much  real  business  there,  preferring 
more  buttoned-down  sites  like  Linkedin 
or  e-mail  for  maintaining  professional 
contacts.  But  they're  intrigued  enough 
with  the  communications  potential  of 
Facebook  that  they  now  make  up  41%  of 
the  site's  visitors.  That's  a  boost  for  pri- 
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THE  STAT 


113% 

Rise  since  June,  2006, 

in  tine  number  of 

Facebook  visitors 

over  age  35 


Data:  comScore  Media  Metrijt 


vately  held  Facebook,  whose 
widely  presumed  multibU- 
lion-doUar  valuation  is  based 
on  the  potential  appeal  to 
advertisers  seeking  big  new 
audiences  online. 

As  they  join  Facebook, 
older  users  are  tiptoeing 
into  a  new  social  landscape. 
Among  the  tough  ques- 
tions: How  much  personal 
information  should  I  reveal? 
What  does  it  mean  to  be 
a  "friend,"  and  how  many  can  I  have 
before  I'm  overwhelmed  with  requests 
and  information?  And  not  least,  whaf  s 
a  "poke"?  (Just  what  it  sounds  like:  a 
vaguely  suggestive  signal  that  someone 
wants  your  attention.)  "The  lines  between 
what's  business  and  what's  personal  have 
blurred,"  says  Facebook  co-founder  and 
CEO  Mark  Zuckerberg,  23. 


Nonetheless,  the  new  demograpl 
presages  a  sea  change  in  social  netwoi 
ing.  Even  if  younger  people  don't  feel  t 
need  to  distinguish  between  persoi 
and  professional  contacts,  anyone  o^ 
about  30  usually  does.  Facebook  alio 
people  some  control  over  what  infonr 
tion  they  reveal  to  whom,  but  if  s  ILki 
Facebooks  new  demographic  will  c 
mand  even  more  ways  to  differentiate  I 
tween  various  levels  of  "friends."  (Le 
one:  ex-dorm  buddies,  girlfriends.  Le 
two:  sales  contacts,  fantasy-league  tea 
mates.  Level  three:  anyone  who  signs 
on  your  performance  review.) 

This  influx  doesn't  thrill  all  the  1 
something  pioneers,  who  are  starti 
to  feel  inhibited  by  l 
older  folks  looking  oi 
their  shoulders.  Soi 
anti-elder  groups  hi 
emerged  on  Faceboi 
many  clearly  humorc 
but  others  with  nan 
^___  such  as  "I  hate  old  p( 

l^illpl^*'    pie"   and  "Kill  the 
A[Vy  derly."  Regardless,  '( 

."^^w  people"    are   piling 

^^         and  weaving  Facebc 
jT  into  lives  already  glu 

^  with  information  a 
relationships.  "I  do 
want  to  be  left  out,"  s 
Bernard  H.  Tenenbaui 
51-year-old  managi 
partner  of  investm<i| 
firm  China  Cat  Capita 
They're  also  findi 
real  utility.  They  c 
build  social  capital  wj 
litde  effort  just  by  not 
ing  that  a  contact  1 
posted  an  update  about  her  birthol 
today  and  wishing  her  well.  Eric  JackS' 
CEO  of  management  consultant  Jackie 
Leadership  Systems  Inc.  in  Naples,  Fi| 
who's  leading  shareholder  campaif 
to  shift  strategies  at  Yahoo!  Inc.  a 
Motorola  Inc.,  says  he  used  Facebook 
reach  some  Yahoo  employees  he  could 
otherwisfe  find. 

Some  of  those  older  people,  it  m 
be  said,  are  rather  less  social  than  tl 
appear.  Carl  Kasell,  the  73-year-old  I 
tional  Public  Radio  newscaster  and  juc 
on  the  NPR  quiz  show  Wait  Wait...  Do 
Tell  Me,  has  "friended"  dozens  of  peo{ 
Or  so  it  seemed.  It  turns  out  the  she 
23-year-old  director.  Melody  Joy  Kran 
actually  runs  his  Facebook  page.  "C 
only  looks  at  it  every  Thursday,"  f 
says.  "He  doesn't  really  use  a  compute 
Fortunately  for  Facebook,  Kasell  see 
the  exception.  ■ 


4  million  "Salamu  Aleikums"  later  and 

Saudi  Telecom's  system  is  still  running  perfectly. 

i 

|Huawei's  dedicated  people  and  a  powerful 

(Core  Network  solution  made  it  happen. 

li 

ifWhat  can  we  do  for  you?  H,  m 
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,000,000  pilgrims  calling  home  at  the  same  time  massively  overloaded  STC's 
ystem  in  Mecca.  So  they  needed  a  major  solution.  Fast. 

)thers  couldn't  do  it.  Huawei  could.  And  did. 

Our  technical  experts  mapped  out  a  cost  effective  solution  that  fitted  like  a  glove: 
ur  Core  Network  intelligently  utilized  the  existing  network  and  enabled  It  to 
ope  with  high  traffic  loads  while  preventing  collapses. 

he  results?  Saudi  Telecom's  network  has  proven  100%  reliable  during  two 
nnual  Hajj  pilgrimages. 

'Jot  forgetting  that  Huawei's  solution  added  significantly  to  their  bottom  line. 

ooking  to  realize  your  potential?  Start  at  www.huawei.com. 

ecause  with  our  exceptional  expertise  and  years  of  proven  experience  at  the 
eart  of  All  IP,  Fixed  and  Mobile  Communications,  we'll  be  the  first  to  help  you 
palize  your  potential  and  welcome  you  to  the  age  of  convergence. 

vww.huawei.com 
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Your  people  are  ready  for  a  color  printer. 
At  this  cost  from  CDW,  your  budget  is  too. 


HP  Color  LaserJet  2605dn  Printer 

•  Network-  and  duplex-ready,  workgroup  color  laser  printer 

•  Print  speed:  up  to  12  ppm  black,  10  ppm  color 

•  Print  resolution:  600  x  600  dpi  with  HP  ImageREt  2400 

•  Duty  cycle:  35,000  pages  per  month 

•  USB  2.0  and  Ethernet  ports 


m'    499 


PRINTER 
CDW  963242 


HP  Color  LaserJet  3600n  Printer 

•  Network-ready,  color  laser  printer 

•  Print  speed;  up  to  17  ppm  black  and  color 

•  Print  resolution:  600  x  600  dpi  with  HP  ImageREt  3600 

•  Duty  cycle:  50,000  pages  per  month 

•  USB  2.0  and  Ethernet  ports 


PRINTER 
CDW  844592 


HP  Color  LaserJet  CP4005n  Printer 

•  Network-ready,  color  laser  printer 

•  Print  speed:  up  to  30  ppm  black,  25  ppm  color 

•  Print  resolution:  600  x  600  dpi  with  HP  ImageREt  3600 

•  Duty  cycle:  80,000  pages  per  month 

•  USB  2.0  and  Ethernet  ports 
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PRINTER 
CDW  1059022 


We're  there  with  the  printing  solutions  you  need. 

No  matter  what  size  your  business,  there's  more  work,  tighter  timelines  and  smaller  budgets  than 
ev^, before.  New  printers,  with  more  features  and  better  reliability,  can  help.  CDW  has  a  full  line  of 
top-riaiTie  printers.  And  with  access  to  the  industry's  largest  inventories,  we're  there  to  get  you  the  right 
printers  for  your  company's  needs.  So  call  today  and  start  working  better  and  saving  more. 

CDW.com   800.399.4CDW 


Price  reHects  S125  instant  savings;  call  your  CDWUPIMipK^for  details;  offer  ends  9/15/07.  Price  reflects  $100  instant  savings;  call  your  COW  account  for 
details;  offer  ends  1 0/31/07.  Offer  subject  to  CDW's  standawtfejlwit)  conditions  of  sale,  available  at  CDW.com,  ©2007  CDW  Corporation 
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Survey  of  2,000  Americans  in  middle 
management  and  above,  25  years  and  older, 
conducted  by  Beta  Research  Corp.  of  Syosset, 
N.Y.,  for  BusinessWeek timng  June  28  to  July  5, 
2007,  using  an  online  panel.  Margin  of  sampling 
error  is  plus  or  minus  2,2%. 
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IN  A  DECADE,  the  average  person  will  have  better  v\/orking  conditions,    tf^ 
Women  and  minorities  W\\\  have  an  easier  time  getting  ahead.  And  more 
of  us  W\\\  be  on  o  first-name  basis  v\/ith  someone  in  India. That,  anyway,     ' 
is  what  we  were  told  when  we  polled  2,000  U.S.  executives  and  middle    if 
managers  this  summer.  Most  of  us,  it  seems,  are  happy  and  optimistic.  Nc 
to  mention  bursting  with  self-esteem:  an  impossible  90%  of  respondents  • 
believe  they're  in  the  top  1 0%  of  performers. 


If  we  look  at  the  answers  of  young  people,  BusinessWeeks  poll 
indicates  big  changes  are  ahead  in  tomorrow's  workplace.Young  execs  ai] 
managers  are  far  less  likely  than  their  elders  to  put  work  first  in  their  lives 
or  to  be  content  with  their  bosses,  And  what  to  make  of  this  tidbit?  People  3 
under  30  are  more  likely  to  have  accidentally  called  their  boss  Mom  or  od  t 
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.WORKING  CONDITIQNS  FOR  THE  AVERAGES  I 
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PERSON  WILL  BE  BEHER  THAN  THEY  ARE  TOD/- 

%  agreeing:  60%        %  disagreeing:  397©         No  answer;  1% 

...WHICH  WILL  BE  A  MORE  POWERFUL 
MOTIVATOR:  SELF-FULFILLMENT  OR  FEAR? 


Self-fulfillment:  82% 


Fear:  18% 


i 

:/ 


...IT  WILL  BE  EASIER  FOR  WOMEN  TO  GET        i 
AHEAD  IN  BUSINESS  ! 

%  of  men  agreeing:  83%        %  of  women  agreeing:  77% 

...IT  WILL  BE  EASIER  FOR  RACIAL  AND  ETHNIC: 
MINORITIES  TO  GET  AHEAD  IN  BUSINESS         ^ 

%  of  whites  agreeing:  81  %      %  of  nonwhites  agreeing:  68%  i 

...BOSSES  WILL  HAVE  MORE  POWER  OVER 
WORKERS  THAN  THEY  DO  NOW 


%  of  people  with  household  income  under  $75,000  agreeing:  33% 
%  of  people  with  household  income  over  $1 50,000  agreeing:  26% 
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My  computer-, 
4%        I 

My  boss 
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Wall  Street 
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ARE  you  on  a  first-name  basis  with 
sonneone  wtio  works  in  India? 


35 
28 
21 
14 
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NOW 


10  YEARS  FROM  NOW 

"Predicted 


90%  OF 

MANAGERS  THINK 
THEY'RE  AMONG 
THE  TOP  10%  OF 
PERFORMERS 
IN  THEIR 
WORKPLACE. 


6%FAYP¥OPLE" 
OT  MORE 
PNE  BEFORE 
rIE  ERA  OF 
MAIL. 


WHICH  PERSON  WOULD" 
YOU  MOST  LIKE  TO  BE  YOUR 
DIRECT  BOSS^ 


THE  BOSS  1  HAVE  NOW 

OPRAH  WINFREY 

DONALD  TRUMP 

Whites 

62%    . 

29% 

9% 

Nonwhites 

44% 

1                                             ; 

48% 

6% 

August  20  &  27.  2007  I  BusinessWeek  I  43 


MORE  THAN  1 
IN  4  WORKERS 
55  AND  OLDER 
SAY  THEY  EXPECT 
NEVER  TO  RETIRE. 
ONLY!  IN  10 
UNDER  AGE  30 
SAYS  THE  SAME. 


WHICH  OF  THESE  PLACES  WOULD 
YOU  MOST  LIKE  TO  WORK'? 


THE  PLACE  I'M 
WORKING  NOW 

O/ 


GOOGLE 
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PEOPLE  get  away  with  murder  when 
they  work  from  home. 


60 


Percentage 


48 


36 


24 
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^^1    PEOPLE  WHO  AGREE 

AGES  25-29  30-34         35  &  OLDER 


DO  YOU  LIVE 
TO  WORK 
OR 

WORK  TO 
LIVE^ 


AGES  25-34 


AGES  55  &  OLDER 


6%  OF  RESPONDEISITS 
UNDER  AGE  30 
SAID  THEY'VE 
ACCIDENTALLY 
CALLED  THEIR  BOSS 
MOM  OR  DAD 
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ARE  YOU  ONE 
OF  THE  TOP  10% 
OF  performers: 
IN  YOUR 
COMPANY^ 

Percentage  answering  yes 


WORK  FOR  COMPANY  WITH         qooi 
1,000  + EMPLOYEES  ^"^^ 
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AGE  55+ 


931* 


WORK  FOR  COMPANY  WITH        961 
UNDER  50  EMPLOYEES 


EXECUTIVE 


977 


BABY  BOOMERS  are  hogging  the  bo 
jobs  for  themselves: 


Percentage 
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AGES  25-34    35-54    55  &  OLDER 


OBALIZATIONANDTECHNOLOGY 
:  DRASTICALLY  CHANGING  HOW 
DOOURJOBS— ANDTHAT'S 
THA  PROMISE  AND  A  PROBLEM 

IICHAELMANDEL 


MANDELON 


ECONOMICS 


THE    "FUTURE 

of  Work"  is  hardly 
a  new  topic.  In  fact, 
over  the  past  quar- 
ter century,  at  least 
20  books  have  used 
that  phrase  as  part 
or  all  of  their  title. 

So  with  all  the 
words  spilled  on  this 
question  already,  why  is  BusinessWeek  ad- 
dressing it  now?  The  answer  is  simple: 
The  U.S.  and  the  global  economies  are 
coming  to  a  crossroads  that  no  one  could 
have  anticipated  just  a  few  years  ago. 
Globalization  and  technology  together 
are  creating  the  potential  for  startling 
changes  in  how  we  do  our  jobs  and  the 
offices  we  do  them  in.  Offshoring,  for 
one,  means  work  can  be  broken  into 
smaller  tasks  and  redistributed  around 
the  world.  And  the  rapid  growth  of 
broader,  richer  channels  of  communica- 
tion—including virtual  worlds— is  trans- 
forming what  it  means  to  be  "at  work." 

Yet  despite  the  technological  and 
organizational  progress,  it's  not  clear 
whether  we  should  look  ahead  to  the  fu- 
ture of  work  with  enthusiasm  or  fear.  Are 
Americans'  jobs  going  to  become  more 
interesting  and  complex  as  rote  tasks  are 


moved  offshore  or  eliminated  by  technol- 
ogy? Or  vidll  managers  and  workers  be 
ground  down  by  competitive  pressures 
that  leave  little  time  or  room  for  creativ- 
ity and  innovation? 

Truth  is,  the  trends  prevailing  in  to- 
day's workplace  provide  ammunition  for 
optimists  and  pessimists  alike. 


ON  THE  positive  side,  employers  are 
hiring  workers  with  higher  and  higher 
levels  of  education,  and  jobs  are  de- 
manding ever  more  sophistication.  Ac- 
cording to  the  Bureau  of  Labor  Statistics, 
34%  of  adult  workers  in  the  U.S.  now 
have  a  bachelor's  degree  or  better,  up 
from  29%  10  years  ago.  What's  more,  the 
modern  workplace  no  longer  resembles 
the  factory  assembly  line  but  rather  the 
design  studio,  where  the  core  values  are 
collaboration  and  innovation,  not  mind- 
less repetition.  Talented  people  are  still 
in  high  demand,  and  there's  no  evidence 
yet  that  work  has  become  less  interesting 
because  of  outsourcing.  "On  balance, 
I  don't  think  that  jobs  are  being  frag- 
mented," says  Paul  Osterman,  a  labor 
economist  at  the  Massachusetts  Institute 
of  Technology. 

Fully  60%  of  respondents  to  a  Busi- 
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MIXED  PICTURE  Work  requires  more 
ed  jcation  but  yields  stagnant  pay 


Percent 


29 
27' 


PERCENTAGE  OF  ADULT  U.S.  WORKERS 
WITH  AT  LEAST  A  BACHELOR'S  DEGREE 


70 


92        '95                 '00                 '05     '07* 
Thousands  of  2006  dollars  


50 


REAL  MEAN  ANNUAL  EARNINGS 

FOR  U.S.  WORKERS  WITH  AT  LEAST 

A  BACHELOR'S  DEGREE" 


'00 


05     '07* 


'92        '95 

'Second  quorter 
"Esfimale  for  2006  and  2007  bosed  on  chonge  m  medion 

weekly  earnings 

Data:  Bureau  of  Labor  Statistics,  Census  Bureou,  BusinessWeek 


KNOWS  HOW 
THE  NEW  WORK 
STRUCTURES  WILL 
REACT  IF  THE 
ECONOMY  HITS 
A  ROCKY  PATCH 
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nessWeek  poll  expect  working  conditions 
for  the  average  person  to  be  better  in  10 
years  than  they  are  now.  That's  according 
to  an  online  survey  of  2,000  U.S.  execu- 
tives and  managers  done  in  late  June  and 
early  July.  And  in  the  same  poll,  82%  of 
respondents  said  that  self-fulfillment  will 
be  a  more  powerful  motivator  than  fear  if 
we  look  10  years  out. 

Then  again,  there  are  persistent  signs 
that  the  gloomier  oudook  is  gaining 
traction  as  well.  Job  satisfaction  in  the 
U.S.  plummeted  in  2006  to  a  record 
low.  That's  according  to  a  survey  of 
5,000  households  done  for  the  Confer- 
ence Board.  Only  47%  of  workers  were 
satisfied  with  their  jobs  in  2006,  down 
from  59%  in  1995.  "The  demands  in 
the  workplace  have  increased  tremen- 
dously," says  Lynn  Franco,  director  of 
consumer  research  for  the  Conference 
Board,  especially  as  technology  has  made 
it  ever  harder  to  get  away  from  the  job. 


EVEN  MORE  disturbing,  two  de- 
cades of  rising  incomes  for  educated 
workers  seem  to  have  come  to  a  halt, 
at  least  temporarily.  When  adjusted  for 
inflation,  the  real  wages  and  salaries  of 
U.S.  workers  with  at  least  a  bachelor's 
degree  are  barely  higher  than  they  were 
in  2000,  an  unpleasant  surprise  in  a 
world  in  which  education  is  seen  as  the 
route  to  success. 

The  wage  stagnation,  combined  with 
the  60%  rise  in  college  tuitions  since 
2000,  seems  to  be  discouraging  many 
young  Americans  from  getting  a  col- 
lege education.  The  percentage  of  25- 
29-year-olds  with  at  least  a  bachelor's 
degree  has  actually  fallen  during  this  de- 
cade. This  raises  the  real  possibility  that 
this  generation  of  young  Americans  may 
actually  be  less  educated  than  the  previ- 
ous one,  creating  a  growing  gap  between 
the  kinds  of  people  companies  need  and 
the  workers  who  are  actually  available. 

What  can  you  do?  Whether  you  are  a 
manager  or  worker,  this  Special  Report 
provides  the  intellectual  tools  and  infor- 
mation you  need  to  move  toward  the  more 
optimistic  vision.  We'll  look  at  the  future 
of  work— both  in  the  short  run  and  much 
farther  out— from  the  best  way  to  manage 
a  global  virtual  team  to  the  pros  and  cons 
of  branding  yourself,  to  the  seemingly 
farfetched  use  of  brain  chips— yes,  brain 
chips— to  enhance  your  capabilities. 

The  first  section  examines  work  from 
the  perspective  of  managers,  focusing  in 
particular  on  how  to  get  an  organization 
full  of  people  from  different  cultures  and 


backgrounds  to  collaborate  efficiei: 
and  effectively.  That's  not  an  easy  t£ 
but  we'll  see  how  global  giants,  such 
IBM,  Nokia,  and  Dow  Chemical,  are  a 
to  accomplish  it.  Meanwhile,  success 
Indian  companies— among  them  Info 
Technologies  Ltd.  and  Satyam  Compi 
Services— demonstrate  how  they  recr 
train,  and  retain  workers  in  a  hyj] 
competitive  environment. 

The  next  section  peeks  into  the  fiiti 
from  the  perspective  of  workers.  W 
explain  how  to  avoid  being  "Bangalorn 
or  '•'Shanghaied"— that  is,  having  pie^ 
of  your  job  sent  overseas.  Our  repO' 
reassuring  message:  "The  oflfshon 
trend  is  moving  with  the  speed  of  a  pr 
paver  rather  than  a  hot  rod,  so  thee 
time  for  alert  Americans  and  Europe* 
to  scramble  out  of  the  way."  That  me< 
moving  up  the  value  chain  to  take 
vantage  of  new  opportunities.  It  also 
mean  literally  moving  from  one  coum 
to  another,  as  we  describe  how  Euro] 
mobile  labor  force  easily  crosses  natio( 
borders,  perhaps  giving  a  glimpse* 
where  the  rest  of  the  world  is  heading] 

Finally,  the  third  section  of  the  Spef 
Report  considers  the  impact  of  techii 
ogy  on  the  workplace,  ranging  from  i 
proved  telecommuting  to  new  techniqc 
that  help  sleep -deprived  workers,  a  Si 
ous  problem  in  many  occupations.* 
the  future,  advances  in  communicate 
could  enable  new  forms  of  workpj) 
organization  and  mass  collaboration 
an  unprecedented  sort. 

Beyond  that,  we  ask:  Will  this  be| 
invigorating  "new  world  of  empowei 
individuals  encased  in  a  bubble  of  tin 
saving  technologies?  Or  will  it  be  a  bo 
new  world  of  virtual  sweatshops . . .  ?" 
example,  Wikipedia,  the  tremendou 
successful  online  encyclopedia,  hanwi 
es  the  efforts  of  thousands  of  voluntil 
to  create  something  of  great  utilitjt 
society.  But  using  a  similar  innovatioir 
a  profit-making  corporation  carries  1 1 
enormous  promise  and  problems 

In  fact,  the  emerging  ways  that  t 
workplace  is  being  restructured  have^ 
yet  been  stress-tested.  They  have  evol 
in  a  period  of  rapid  global  growth, 
no  one  knows  how  they  will  reaC( 
the  world  economy  hits  a  rocky  pa« 
We  have  entered  uncharted  territo) 
and  thaf  s  why  this  special  report  of 
guideposts  rather  than  a  Google-eS' 
road  map. 

Still,  when  the  future  of  work  co: 
to  pass,  will  it  be  a  bright  or  bleak  ^ 
for  most  people?  "I'll  be  optimistic,"  (' 
MIT's  Osterman.  We  are,  too.  ■ 
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WHITE  KNUCKLE,  EDGE  OF  YOUR 
SPILL-THE-POPCORN  PROFIT. 


PRODUCTION  COSTS 


MARKETING  COSTS 


PARTICIPATIONS/RESIDUALS 


CULT  FOLLOWING 


Numbers  never  tell  the  whole  story.  Which  is  why  CIT  looked  at  Joel  Silver  and  focused  on  his 
ability  to  turn  out  profitable  filnns  like  Gothika  and  Romeo  Must  Die,  and  blockbuster  franchises 
like  Lethal  Weapon,  Die  Hard  and  The  Matrix  Trilogy.  To  help  maintain  his  streak  we  structured 
and  underwrote  $220  million  in  financing  -  a  deal  that  gave  him  empowerment  to  greenlight 
his  own  projects  and  maintain  ownership  over  his  films  through  Dark  Castle  Entertainment. 
How  did  we  do  it?  By  bringing  together  a  group  of  true,  movie-savvy  financial  backers  who 
saw  the  same  potential  in  Dark  Castle  that  we  did.  The  fact  is,  that's  our  specialty  at  CIT,  seeing 
potential  and  creating  partnerships,  relationships  and  customized  financial  solutions  that  ensure 
success.  To  find  out  more,  visit  cit.com. 
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ONE  OFTHE  GREAT  CHALLENGES 
FOR  A  MULTINATIONAL  IS  LEARNING 
HOWTO  BUILD  A  PRODUCTIVE 
GLOBALTEAM 

byPETEENGARDIO 


WILLY  CHIU  was  parked  outside 
a  Palo  Alto  (Calif.)  convenience  store 
early  one  evening  in  January  with  his 
notebook  PC  switched  on.  Suddenly  he 
heard  the  ping  of  an  instant  message 
arriving.  It  was  the  Tokyo-based  head  of 
IBM's  Asia  operations  with  urgent  news: 
A  major  competitor  was  homing  in  on  a 
pivotal  project  IBM  had  been  chasing. 
The  job,  to  develop  a  new  IT  system  for  a 
Korean  bank,  could  be  worth  up  to  $100 
million.  Chiu,  who  runs  IBM's  worldwdde 
network  of  elite  labs,  was  needed  to  help 
develop  a  pilot  product. 

That  plea  ignited  a  flurry  of  online^ 
BlackBerry,  and  cell-phone  conversa- 
tions across  four  continents.  Within 
minutes,  Chiu  had  18  chat  windows 
open  simultaneously  on  his  laptop. 
"How  do  we  mobilize  resources  world- 
viide?"  he  typed  in  one  message  to  the 
head  of  worldwide  operations  in  San 
Jose.  "I'll  take  the  lead,"  responded 
IBM's  country  manager  in  Seoul.  Chiu 
dashed  off  a  note  asking  a  team  in  Bei- 
jing to  free  up  staff  and  quickly  received 
confirmation  that  they  were  on  the  case. 
Then  a  banking  specialist  from  England 
chimed  in:  "Our  team  can  provide  ref- 
erence cases  from  Spain."  Chiu  to  his 
administrative  assistant:  "Stella,  please 
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change  my  flight  to  a  later  time  tonight. 
Also,  looks  like  I  may  go  to  Korea  again 
in  a  few  weeks."  Chiu  to  his  wife:  "Will 
be  working  late." 


FOR  GLOBAL  corporations,  the 
borderless  world  of  Willy  Chiu  offers  a 
glimpse  of  what's  to  come.  International 
success  once  meant  having  bodies  and 
factories  on  the  ground  from  Sao  Paulo  to 
Silicon  Valley  to  Shanghai.  Coordinating 
their  activities  was  a  deliberately  planned 
effort  handled  by  headquarters. 

The  challenge  now  is  to  weld  these 
vast,  globally  dispersed  workforces  into 
superfast,  efficient  organizations.  Given 
the  conflicting  needs  of  multinational 
staff  and  the  swiftly  shifting  nature  of 
competition  brought  about  by  the  In- 
ternet, that's  an  almost  impossible  task. 
And  getting  workers  to  collaborate  in- 
stantly—not tomorrow  or  next  week, 
but  now— requires  nothing  less  than  a 
management  revolution. 

Complicating  matters  is  the  fact  that 
the  very  idea  of  a  company  is  shifting 
away  from  a  single  outfit  with  full-time 
employees  and  a  recognizable  hierarchy. 
It  is  something  much  more  fluid,  with 
a  classic  corporation  at  the  center  of  an 
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ever-shifting  network  of  suppliers  and 
outsourcers,  some  of  whom  only  join  the 
team  for  the  duration  of  a  single  project. 
To  adapt,  multinationals  are  hiring  so- 
ciologists to  unlock  the  secrets  of  team- 
work among  colleagues  who  have  never 
met.  They're  arming  staff  with  an  arsenal 
of  new  tech  tools  to  keep  them  perpetual- 
ly connected.  They  include  software  that 
helps  engineers  co-develop  3D  proto- 
types in  virtual  worlds  and  services  that 
promote  social  networking  and  that  track 
employees  and  outsiders  who  have  the 
skills  needed  to  nail  a  job.  Corporations 
are  investing  lavishly  in  posh  campuses, 


SAN  JOSE  IBMers  near  and  far 
work  as"one  virtual  team" 


crafring  leadership  training  centers,  ititi 
offering  thousands  of  online  courses'^ 
develop  pipelines  of  talent. 

To  ftinction  in  this  Age  of  DiflfusK 
businesses  are  rethinking  traditional  pr 
tices.  In  human  resources,  the  era  of  str  sun 
dardized  benefits  and  work  requiremei 
is  vanishing.  Instead,  to  keep  prized  ' 
ent,  companies  need  to  accommodati' 
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;  range  of  cultural  and  generational 
syncrasies.  In  China,  where  personal 
donships  are  paramount,  employers 
;  to  tread  carefully  with  hard-edged 
■tices  such  as  management  reshuffles 
360-degree  performance  reviews.  To 
)  valued  Indian  workers  from  jump- 
ship,  companies  are  offering  one-on- 
career  planning  and  reaching  out  to 
nts  and  spouses.  Multinationals  that 
'ed  Eastern  Europe  as  a  terrific  low- 
engineering  shop  are  finding  that  if 

don't  give  the  local  scientists  a  crack 
!al  innovation,  they  soon  are  coping 

a  brain  drain. 

ow  Chemical  is  trying  to  navigate 
complex  new  territory.  Dow  expects 

of  its  20,000  workers  to  retire  in  the 

five  years.  Meanwhile,  enrollment 
.S.  chemical  engineering  schools  is 
ining,  forcing  Dow  to  fight  against 
i-pocketed  oil  and  gas  companies 
icarce  talent.  To  persuade  veterans 
ay  as  long  as  possible,  Dow  is  offer- 
fexible  hours,  three-day  workweeks, 
reminders  that  the  door  is  always 
should  they  want  to  come  back 

retirement.  But  when  recruiting 
:ge  grads,  says  Dow  human  resources 
ager  Deborah  Berg,  the  company 
ses  its  efforts  to  develop  green  tech- 
gies  and  improve  living  standards  in 
[loping  nations. 

le  hard  part  for  multinationals  is 
ng  people  to  work  well  together, 
dally  given  that  day-and-night  col- 
ration  across  the  globe  is  growdng. 

the  past  decade  many  companies 

:d  to  spread  key  functions,  such  as 
uct  development,  to  the  far  corners 
e  earth.  The  idea  was  to  save  time 
money.  But  corporations  are  finding 

running  these  new  operations  re- 
;s  much  more  effort  than  connecting 
by  phone  and  e-mail.  "One  problem 

distributing  work  is  that  you  lose 
intimacy  of  talking  things  through 
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at  a  local  cafe,"  says  Forrester  Research 
network  innovation  expert  Navi  Radjou. 
London  Business  School  management 
professor  Lynda  Gratton,  who  led  a  study 
of  52  global  teams  in  15  leading  mul- 
tinationals, spotted  the  same  problem. 
"Complex  teams  really  struggle  to  be 
productive,"  says  Gratton. 


SUCH    PRESSURES    put  a  pre 

mium  on  recruiting  staff  who  are  glob- 
ally minded  from  the  outset  rather  than 
being  mere  technicians.  Gratton  found 
that  global  marketing  and  product  devel- 
opment teams  at  Nokia  were  especially 
effective,  even  though  they  involve  scores 
of  people  working  in  several  countries. 
She  says  Nokia  is  careful  to  select  people 
who  have  a  "collaborative  mindset"  and 
carefully  includes  in  task  forces  a  range 
of  nationalities,  ages,  and  education  lev- 
els. Teams  also  are  made  up  of  people 
who  have  worked  together  in  the  past 
and  others  who  have  never  met,  Gratton 
adds.  Members  are  encouraged  to  net- 
work online  and  share  their  photographs 
and  personal  biographies. 

Training  is  essential  to  making  staflPers 
globally  minded.  Accenture,  which  spent 
$700  miUioa  on  education  last  year,  says  its 


38,000  consultants  and  most  of  its  services 
workers  take  courses  on  collaborating  with 
offshore  colleagues.  And  each  year,  Accen- 
ture puts  up  to  400  of  its  most  promising 
managers  through  a  special  leadership 
development  program.  They  are  assigned 
to  groups  that  can  include  Irish,  Chinese, 
Belgians,  and  Filipinos,  and  specialists  in 
fields  such  as  finance,  marketing,  and  tech- 
nology. Over  10  months,  teams  meet  in 
different  international  locations.  As  part  of 
the  program,  they  pick  a  project— develop- 
ing a  new  Web  page,  say— and  learn  how  to 
tap  the  company's  worldwide  talent  pool  to 
complete  it. 

IBM  aims  to  set  itself  apart  with  a 
spate  of  Web-based  services  that  make 
it  easier  for  its  360,000-member  staff 
to  "work  as  one  virtual  team,"  says  Lab 
chief  Chiu.  Big  Blue  has  launched  what 
it  calls  an  innovation  portal,  where  any 
employee  with  a  product  idea  can  use 
online  chat  boxes  to  organize  a  team,  line 
up  resources,  and  gain  access  to  market 
research.  Developers  in  IBM  labs  around 
the  world  then  can  collaborate  on  proto- 
types and  testing.  This  way,  enterprising 
staff  can  build  a  global  team  in  as  littie 
as  half  an  hour  and  cut  the  time  to  start 
a  business  from  at  least  six  months  to 
around  30  days. 

An  example:  For  a  major  U.S.  telecom 
client  that  needed  a  Web-based  tool 
to  launch  new  services  such  as  video 
streaming  for  cell  phones,  IBM  orga- 
nized a  20-member  group  including 
staff  from  Japan,  Brazil,  and  Britain. 
These  IBMers  built  a  working  prototype 
in  two  weeks  and  delivered  a  finished 
product  in  two  months. 

Since  IBM  introduced  the  portal, 
in  early  2006,  93,000  workers  have 
logged  on,  leading  to  70  businesses  and 
10  new  products. 

Creating  a  seamless  global  workforce 
is  hard.  But  certain  multinationals  arei 
slowly  figuring  out  how  to  do  it.  Ji : 


'CE  i  did  not  come  from  a 
thy  family,  becoming  a  professional 
important  to  me.  I  went  to  law 
ol,  got  a  job  at  a  firm,  and  learned 
law  wasn't  really  the  profession 
peared.  I  wasn't  a  great  lawyer, 
i  didn't  have  a  passion  for  it.  I 
about  Bill  Simon,  who  bought  a 
jany  vidth  almost  no  money.  He  put 
'X$l  million  into  Gibson  Greetings, 
vithin  a  few  months  it  was  worth 
bailhon.  I  said:  "Hey,  I  like  tiiat 
less."  I  got  a  call  from  a  friend  who 
"I  just  quit  my  job  at  Marriott  this 
aoon..Lei^,s..start  an  invesMnent 

firm."  Luck  is  important.  Had  I  not  met 
^im,  I'd  still  be  practicing  law. 

I  just  got  back  from  an  around-the- 
ivorld  trip,  which  I  do  four  or  five  times 
a  year.  I  meet  with  companies  we  might 
invest  in,  people  we  are  trying  to  recruit, 
and  employees  who  want  to  talk  to 
^e.  Private  equity  firms  are  in  a  race  to 
build  global  franchises  that  people  will 
recognize  and  put  money  into. 

If  you  go  back  through  the  history 
of  capitalism,  the  rule  of  thumb  is  that 
people  who  are  very  smart,  focused, 
and  have  their  own  money  at  risk 
generally  make-more  than-peoaple  who 

are  not.  I  don't  feel  like  I've  worked  a 
day  in  my  life.  If  you're  going  to  be  a 
success  in  life,  you  have  to  love  what 
y^ou're  doing.  I  have  a  theory— which 
doctors  don't  agree  wdth— that  I've 
aever  missed  a  day  of  work  because  my 
immune  system  doesn't  have  a  chance 
Lo  absorb  germs.  Something  happens 
when  people  retire:  They  drop  dead  of 
leart  attacks.  I  read  four  to  six  books 
a  week,  10  newspapers  a  day.  For  me, 
that's  pleasure.  This  year  I  took  my  son 
to  the  Galapagos  Islands  and  Peru.  A 
BlackBerry  works  at  the  top  of  Machu 
Pirrhn,  that  much  I  can  tell  ymi,              i 
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GETS  LOADS 
LC 


ITS  LABOR  SUPPLY  IS  NO  LONGEIt 
ENDLESS.THE  SMARTEST 
COMPANIES  LOOK  FOR  CREATIVE^ 
WAYS  TO  SATISFY  AMBITIONS 


by  PETE  ENGARDIO 


A  VISIT  to  Infosys  Technologies'  My- 
sore campus  highlights  the  extraordinary 
measures  Indian  companies  are  resorting 
to  these  days  to  attract  and  retain  top  tal- 
ent. The  334-acre  site  boasts  a  multiplex 
theater  shaped  like  a  giant  white  dome, 
four  huge  food  courts,  96  hotel-like  guest 
houses,  and  a  stylish  activity  center  with 
a  gym,  pool  hall,  and  eight-lane  bowling 
alley.  Last  year  the  outsourcing  company 
trained  20,000  recruits  in  everything 
from  software  writing  to  teamwork.  Ex- 
pansions under  way  wall  enable  Infosys 
to  train  twice  as  many.  "When  I  heard 
IBM's  presentation  at  a  job  fair,  they 
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'talked  a  lot  about  their  brand  and  in- 
novation but  not  much  about  training," 
says  Sanjay  Joshi,  22,  a  graduate  of  MS 
Ramaiah  Institute  of  Technology  in  Ban- 
galore. "That's  why  being  at  Infosys  is 
the  Indian  middle-class  dream." 

Building  showpiece  campuses  the  size 
of  many  U.S.  colleges  is  just  one  way  big 
Indian  employers  are  battling  to  hold  on  to 
budding  engineers,  designers,  and  finance 
specialists.  Not  long  ago,  India's  skilled 
labor  supply  seemed  Umidess.  Today,  com- 
panies face  high  turnover,  escalating  sala- 
ries, and  shortages  of  qualified  workers  and 
managers.  Less  than  a  quarter  of  compa- 
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hies  surveyed  in  2006  in  India  by  Mco  tki 
sey  &  Co.  said  they  were  meeting  recm\i  ferlia] 
needs.  By  2010,  McKinsey  predicts,  I  i  iioa 
will  face  a  shortfall  of  500,000  staff  capi  kn 
of  doing  work  for  multinationals.  )ii;aj 

The  scale  of  the  human-resou*  Ja 
challenge  is  dizzying.  Six  years  age*  lora 
example,  Accenture  Ltd.  had  250  vi*  ['][{ 
ers  in  India.  By  this  fall,  it  expeaJ  ngtli, 
reach  35,000.  To  keep  staffers  happyi  iocfa 
centure  assigns  each  a  career  couns!  ksi 
and  offers  some  10,000  online  coua  bstii| 
from  languages  to  Harvard  Busi-:  dij^ 
School  classes.  "People  here  are  n^ 
en,"  says  Rahul  Varma,  Accenture-I  njif 
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iFOSYS  DRAWS  recruits  with  a 
4-acre  training  campus  in  Mysore 


»r  human  resources  director  in  India. 
Satisfying  high  career  expectations  can 
tough.  Just  a  few  years  ago,  IBM,  Mi- 
soft,  Hewlett-Packard,  and  Coca-Cola 
lid  lure  all  the  top  Indian  grads  they 
:ded  on  the  strength  of  their  names, 
ow  multinationals  are  losing  talent 
tause  they  made  false  promises  about; 
eers,"  says  Soumen  Basu,  who  head^ 
'npower's  India  office.  Some  companies 
^e  grown  so  fast  that  it's  common  to 
1  25-year-olds  managing  23-year-olds 
0  are  managing  21-year-olds.  But  as  In- 
s  tech  services  industry  matures,  such 
id  advancement  can't  be  guaranteed. 


)  COMPANIES  look  for  creative 
/s  to  satisfy  ambitions.  Hyderabad- 
ed  Satyam  Computer  Services  Ltd.  has 
wn  from  9,000  to  42,000  workers  in 
r  years  while  annual  sales  have  more 
n  tripled,  to  $1.46  bilhon.  Satyam  has 
ited  1,773  business  units,  many  with 
dest  sales.  Each  is  headed  by  its  own 
af  executive,  who  bears  responsibility 
boosting  productivity,  reducing  costs, 
fostering  innovation, 
^hat  means  a  lot  to  engineers  such  asj 
thikeyan  Natarajan,  32,  who  joined 
i^am  in  2003.  Now  he  heads  a  20h 
son  group  designing  kitchen  appli-i 
es  and  aerospace  components.  Hisi 
ce  is  adorned  with  certificates  show- 
he  has  completed  international  pro- 
ms in  skills  such  as  quality  control 
global  leadership.  He  says  he  is  often 
roached  by  big  U.S.  info  tech  compa- 
5,  but  thinks  he's  better  off"  at  Satyam. 
ould  double  or  triple  my  salary  in  no 
e,"  Natarajan  says.  "But  I  could  make 
;  jump  and  stop  learning.  I  don't  want 
e  in  a  comfort  zone." 
erhaps  the  cheapest  way  for  compa- 
to  cultivate  loyalty  is  to  build  ties  with 
)loyees'  families.  Satyam  and  others 
Durage  parents  to  visit  the  workplace. 
en  a  worker  gets  recognized,  Satyam 
!  or  sends  letters  of  thanks  to  the  par- 
l  "If  U.S.  parents  received  a  phone  call 
ng  their  kid  is  doing  well,  they  would 
ihocked,"  says  Ed  Cohen,  a  Booz  Al- 
Hamilton  vet  who  now  runs  Satyam's 
ership  school.  "Here,  it  goes  a  long 
to  locking  people  into  a  firm."  In  the 
Jating  war  for  Indian  brainpower,  any 
"can be  important  ■ 
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WITH  R&DTALENT  SCARCE,  COMPANIES  LIKE  CISCO  HIRE  INEXPERIENCED 
WORKERSANDPUTTHEMTHROUGH-MANAGEMENT  KINDERGARTEN" 

by  BRUCE  EINHORN 


CISCO'S  GRONSKI  sweats  ttie 
details  to  l<eep  employees  hiappy 


yOUNG  CHINESE  engineers  like 
Chen  Yiqiu  know  what  it's  like  to  be 
wanted.  With  so  many  multinationals 
opening  or  expanding  research  and  de- 
velopment operations  in  China,  top  uni- 
versity graduates  often  get  lots  of  enticing 
offers.  As  the  25-year-old  Chen  finished 
her  master's  degree  in  telecommunica- 
tions from  Shanghai's  Fudan  University 
a  year  ago,  she  received  offers  from  Cisco 
Systems,  Intel,  and  Royal  Philips  Elec- 
tronics. Intel  and  Philips  offered  more 
money,  but  she  ended  up  choosing  Cisco, 
where  she  had  previously  worked  as  an 
intern. 

Why?  Quality  of  life  played  a  part. 
Chen  likes  to  bicycle,  and  the  Cisco  R&D 
center  is  just  a  10-minute  pedal  from  her 
home.  She  calls  it  "a  huge  convenience." 

Chen's  boss,  Jan  Gronski,  managing 
director  of  Cisco's  Shanghai  research 
center,  keeps  on  his  office  wall  a  big  city 
map  dotted  with  red  stickers.  Each  one 
represents  an  employee.  Many  of  them, 
he  says,  live  within  3  miles  of  the  office. 


jln  Shanghai,  as  in  many  other  big  Chi- 
nese cities,  the  competition  for  talent  is 
so  intense  that  executives  like  Gronski 
have  to  sweat  the  smallest  of  details  to 
keep  employees  happy.  In  Cisco's  case, 
that  means  scheduling  shuttie  buses  to 
and  from  the  nearest  subway  station,  and 
pven  providing  some  fun  on-site. 
I  Despite  China's  huge  population,  re- 
cruiters say  there's  a  crunch  for  re- 
search talent— especially  for  experienced 
English-speaking  managers.  Cisco's 
Gronski  has  managed  to  build  a  500- 
person  division  in  three  years.  But  the 
average  age  is  only  27.  And  he  predicts 
the  run  on  seasoned  managers  is  go- 
ing to  heat  up  further.  "We  see  all  these 
companies  coming  to  Shanghai,"  he  says 
to  the  sound  of  a  Ping-Pong  game  in  the 
hallway.  "The  crunch  is  inevitably  going 
to  come." 

What's  a  manager  to  do?  One  op- 
tion is  to  poach  from  the  competition. 
That's  how  Gronski  recruited  his  No.  2, 
Chris  Dong,  head  of  operations  at  the 
Shanghai  center.  But  wrestling  Dong 
away  from  Microsoft  while  fighting  off 
an  eager  Intel  took  months— and  was  a 
job  in  itself 

The  other  option  is  to  hire  talented 
but  inexperienced  youngsters  and  train 
them  internally.  This  is  Cisco's  approach. 
Gronski  and  Dong  have  opened  "Cisco 
Clubs"  at  three  Chinese  universities,  giv- 
ing students  a  chance  to  work  with 
Cisco  engineers.  For  those  on  staff,  Gron- 
ski runs  management  seminars  every 
Thursday.  He  schools  young  managers 
on  everything  from  giving  presentations 
and  decision-making  to  speaking  their 
minds.  "I  call  it  management  kindergar- 
ten class,"  he  says.  The  current  bunch 
has  no  time  to  dawdle.  In  the  year  ahead, 
Gronski  expects  to  add  as  many  as  250 
workers— most  of  them  green.  And  ex- 
perienced managers?  Gronski  says:  "We 
aie  still  thinking."  ■ _  j 
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THE  GENERAUST  CEO  WILL  GIVE 
WAYTOTHE  SPECIALIST  WHETHER 
THAT'S  A  GLOBAL  NETWORKER 
ORSOMEONEWITHAKNACKFOR 
ASSEMBUNGALL-STAR  TEAMS 

by  JENA  MCGREGOR 


m 


a  AMES  MT  Clf  RIN ,  corporate  king 
maker,  has  long  had  a  close-up  view  of 
the  leadership  demands  of  the  world's 
most  dynamic  companies.  As  founder 
of  Spencer  Stuart's  technology,  com- 
munications, and  media  practice,  the 
executive  recruiter  has  placed  165  chief 
executives,  chief  financial  officers,  and 
directors  since  1994.  Big  catches  include 
David  L.  Calhoun,  a  General  Electric  star 
he  helped  lure  to  private  equity-owned 
VNU  (now  Nielsen);  Eastman  Kodak 
CEO  Antonio  M.  Perez;  and  Motorola 
chief  Edward  J.  Zander. 

From  his  perch,  Citrin  has  watched 
CEOs  of  public  companies  fight  a  losing 
battle  against  the  spiraling  demands  on 
their  performance  and  time.  "The  job  of 
the  CEO  has  become  so  consuming  and 
complex  that  if  you  actually  list  all  the 
things  a  CEO  is  responsible  for,  no  hu- 
man being  can  do  them  all,"  he  says.  Add 
to  that  a  tightening  market  for  talent  as 
more  stars  jump  ship  to  private  equity, 
and  if  s  clear  to  him  the  model  of  the 
public-company  CEO  must  change. 

Over  the  next  five  years,  Citrin  believes 
boards  will  need  to  embrace  the  con- 
cept of  the  "specialist  CEO."  Boards  of 
directors,  he  says,  will  need  to  get  more 
realistic  about  the  rarity  of  the  perfect 
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CEO.  Rather  than  holding  out  for  leaders 
who  are  expert  at  everything,  they  should 
instead  warm  up  to  CEOs  with  deep  ex- 
pertise in  one  or  two  crucial  areas  and 
enough  knowhow  in  the  rest  to  build  a 
high-performing  supporting  cast. 

Citrin  believes  a  change  in  what 
boards  focus  on  may  prompt  a  shift  in  the 
C-suite's  structure.  More  chief  operat- 
ing officers  will  be  near-equal  partners, 
and  more  leaders  with  specific  functions, 
such  as  heads  of  human  resources  and 
marketing,  will  interact  wath  the  board. 
In  the  future,  Citrin  expects  five  specialist 
CEO  types  to  be  in  the  greatest  demand: 

THE  BRAIN  whether  they're  al- 
gorithm geniuses,  coding  prodigies,  or 
merely  credentialed  scientists  or  design- 
ers, CEOs  in  touch  with  their  inner  geeks 
will  be  a  sought-after  breed.  As  global 
competition  intensifies  the  pressure  for 
top-line  growth,  innovators-in-chief  will 
be  more  clued  in  to  the  next  break- 
through business.  Plus,  their  expertise 
will  help  them  inspire  engineering  and 
research  and  development  teams.  i 

ARCHETYPE  Arthur  D.  Levinson,  the 
CEO  of  Genentech.  Levinson  has  a  PhD 


in  biochemistry  and  is  known  for  sis,  leu 
ing  out  late  night  e-mails  to  his  reseaii  tare 
ers  on  details  in  scientific  papers.  Cl|  i^w 
also  cites  Reed  Hastings,  founder  rl  t; 
CEO  of  Netflix  and  a  former  sofb:)  i.y 
engineer,  who  Spencer  Stuart  placed  i^^ 
Microsoft's  board.  k  * 

i  Bar 

THE  AMBASSADOR  Atwo  i  nyi 

stint  in  London  may  have  counted  ^^ 
enough  international  experience  ini|  {^ 
past,  but  that  won't  be  the  case  nf| 
longer.  "More  and  more  of  our  CEO  s( 
are  calling  for  explicit  business  exa^  [^ 
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THE  51  -YEAR-OLD  CEO  OF  DARDEN 
RESTAURANTS,  OWNER  OF  OLIVE  GARI 
AND  OTHER  CHAINSJRAVELED  FROM"  L'; 
MEAN  STREETS  OF  WATTS  TO  WALL  STf  I  Hair 
—AND,  IN  TIMEJO  HIS  CURRENT  JOB.  '  k 
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in  emerging  markets,"  Citrin  says.' 
is  are  looking  for  CEOs  with  pass- 
\  showing  frequent  visits  to  China 
India,  along  with  Russia,  Brazil,  and 
i.  Ambassadors  won't  just  be  famil- 
ith  these  areas,  Citrin  says,  but  will 
access  to  local  governments,  ruling 
lies,  and  business  tycoons. 

HETYPE  Citrin  points  to  News  Corp. 

Rupert  Murdoch,  who  has  long 
d  Beijing  officials  and  launched  alli- 

with  local  companies.  Another  ex- 
le,  he  says,  is  PepsiCo  CEO  Indra  K. 
i,  who  was  bom  in  Chennai^  India. 


THE  DEALMAKER  citrin  believes 
dealmaking  specialists— those  able  to 
both  sell  off  noncore  assets  and  go  toe- 
to-toe  with  private  equity  players  on  big 
acquisitions— vrill  be  in  heavy  demand. 
Of  course,  buying  and  selling  has  always 
been  part  of  a  CEO's  brief,  but  "in- 
creasingly, these  large  strategic  transac- 
tions are  really  bet-the-company  kind  of 
deals,"  he  says. 

ARCHETYPE  Retired  AT&T  CEO  Edward 
E.  Whitacre  Jr.,  who  turned  SBC  Com- 
munications, once  the  smallest  of  the 
regional  Bells,  into  a  powerhouse  with  a 


*E  W  up  in  a  tough 
iborhood.  I  was  bom  in  '56,  and 
ots  were  in  '65. 1  can  still  see  the 
inal  Guard,  v^dth  bayonets  at  the 
f  their  rifles.  I  remember  when  I 
n  high  school  being  pulled  over 
2  police,  guns  dravra,  told  to  get 
e  ground.  But  if  you  were  bright, 
ad  a  lot  of  people  heavily  invested 
iking  sure  you  had  opportunity, 
arents  were  very  achievement- 
ted  and  believed  you  could 
ne  whatever  you  wanted  to  be.  I 
's  believed  major  companies  had 
JcanLleverage  and  thatlhey^could 


make  profound  differences.  So  if  you 
had  the  ability  to  shape  the  direction  of 
a  major  company,  then  you  could  make 
a  social  difference. 

When  I  first  interviewed  [to 
become  treasurer]  at  Darden,  I  felt, 
here's  an  organization  that  is  pretty 
multidimensional  compared  to  Wall 
iStreet.  I  liked  the  mass  appeal  of  the 
brands,  the  fact  that  they  really  were 
pervasive.  And  you've  got  this  broad 
iemployee  base  that  was  diverse  in  every 
respect,  in  an  industry  where  folks  can 
really  go  from  entry  level  to  the  top. 
And  it  was  an  organization  that  had  a^ 


JAMES  CITRIN  believes  the  era  of  the 

jack-of-all-trades  CEO  is  ending 


market  value  of  $242  billion.  Says  Citrin: 
"He's  built  the  largest  player  in  [his]  field 
from  an  unlikely  starting  position." 

THE  CONDUCTOR  Corporations' 
walls  are  only  going  to  get  more  perme- 
able, as  companies  form  alliances  vrith 
outsiders  and  tum  to  networks  of  innova- 
tors for  ideas  to  put  into  practice.  Mean- 
while, the  need  for  collaboration  among 
corporate  units  will  expand,  since  demand 
for  new  growth  areas  requires  more  cre- 
ativity across  divisions.  Orchestra  conduc- 
tors will  be  skilled  in  getting  everyone  to 
play  in  the  same  key. 

ARCHETYPE  A.G.  Lafley,  who  says  half 
of  all  new  Procter  &  Gamble  products 
should  come  from  outside  its  R&D  labs. 
Citrin  also  cites  Lafley's  integration  of 
P&G's  $57  biUion  purchase  of  Gillette  as 
proof  of  his  talent  as  a  maestro. 

i 

1"HE  CASTING  AGENT  if  you 

think  "people  are  our  greatest  asset"  is 
an  ovemsed  bromide  today,  just  wait. 
The  talent  war  is  only  expected  to  worsen 
as  boomers  begin  retiring  en  masse  and 
emerging-markets  managers  remain 
scarce.  CEOs  who  can  retain  the  best 
people  and  deploy  them  adeptly  vidll  be 
hot  commodities. 

i 
ARCHETYPE  Xerox  CEO  Anne  M. 
Mulcahy,  who  named  operating  chief  and 
heir  apparent  Ursula  M.  Bums  to  the 
presidenfs  role  in  April.  Says  Citrin: 
"She's  been  able  to  put  the  right  people 
in  the  right  jobs  to  spectacular  effect."  II 


humility  I  was  comfortable  with. 

We  have  a  strong  legacy  at  Darden 
of  diversity,  but  we  want  to  take 
diversity  to  another  level.  We're  beefing 
up  our  employee  support  networks. 
We  want  to  extend  the  diversity 
learning  experience  to  the  rest  of 
management.  But  I  don't  see  this  as 
philanthropic.  Our  diversity  initiatives 
will  position  us  to  win.  We  cannot 
achieve  the  sales  growth  we  think 
we're  capable  of  unless  we  become  the 
place  where  the  minority  groups 
grov^dng  the  fastest  feel  most 
comfbrtable^dining. 
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Wherever  your  company  and  your  employees  are  heading,  across  town,  the  country  or  around  the 
world,  we'll  be  there.  We'll  be  there  with  all  the  necessary  things  that  make  your  transition  smooth, 
effective  and  efficient. 

Everything  from  online  apartment  locating,  touring  services,  hotel  reservations  and  car  rentals,  to  the 
world's  largest  inventory  of  rental  furnishings  for  offices  and  residences. 

CORT  helps  you  stay  flexible  and  productive  in  the  constantly  changing  environment  of  today's 
business.  And  we  do  it  seamlessly,  with  single-point  accountability,  with  our  hundreds  of  local  delivery 
and  customer  service  capabilities  all  across  the  US  and  in  over  50  countries  around  the  globe. 

If  you're  reading  BusinessWeek,  chances  are  where  you're  heading  is  up.  Fast.  And  CORT  can  help 
you  get  there.  As  our  boss  Warren  Buffett  says,  "We'll  be  there." 

To  learn  more  about  CORT's  national  network,  call  the  CORTline  at  1-888-360-CORT  ( 1-888-360-2678) 
or  visit  us  at  CORT.com. 


CORT 


Wherever  you're  heading, 
we'll  be  there. 

A  Berkshire  Hathaway  Company 
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THE  ORGANIZATION  MAN    ~ 
ISN'T  EXTINCT  OR  EVEN 
ENDANGERED— BUT 
THE  ROLE  HAS  BEEN  REFINED 
OVERTHE  PAST  100  YEARS. 

by  PETER  COY 


THE  2 1ST  century  is  still  young, 
and  management  gurus  are  sounding 
positively  Aquarian.  They  proclaim  that 
the  future  of  work  lies  in  creativity,  flex- 
ibility, and  individualism— broken  molds 
and  smashed  time  clocks.  They  say  that 
organizations  of  the  future  will  have  to 
adapt  to  their  employees,  not  the  other 
way  around. 

Funny  thing,  though.  As  fresh  as  this 
message  seems,  if  s  not  new  at  all.  There 
were  people  predicting  much  the  same 
thing  a  century  ago,  foreseeing  a  day 
when  workers'  spirits  would  no  longer 
be  crushed  by  Henry  Ford's  assembly 
lines  and  Frank  and  Lillian  Gilbreth's 
time-and-motion  studies  (opposite).  Yet 
hierarchy  has  persisted,  in  one  form  or 
another,  to  the  present  day. 

Don't  expect  the  workplace  to  go 
abrupdy  New  Age  in  the  next  decade, 
either.  Yes,  there's  more  of  a  premium 
on  individualism  today.  But  relatively 
few  of  us  will  get  away  with  freelancing 
from  a  berry  patch  in  the  Adirondacks. 
Even  in  a  creative  economy,  hierarchy 
vidll  remain  indispensable  for  getting  the 
work  done.  That's  because  in  many  situ- 
ations, a  well-oiled  corporate  machine 
will  beat  a  roomful  of  free  thinkers.  "You 
still  have  to  do  what  the  boss  expects  you 
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to  do,"  says  Harold  J.  Leavitt,  a  retired 
professor  of  organizational  behavior  at 
Stanford  University's  Graduate  School 
of  Business,  who  wrote  Top  Down:  Why 
Hierarchies  Are  Here  to  Stay  and  How  to 
Manage  Them  More  Effectively.  "There's 
a  veil  of  humanism,"  Leavitt  says.  "We 
call  each  other  by  our  first  names.  But 
when  the  chips  are  down,  the  boss  says: 
'You're  fired.'" 

!  In  other  words,  the  Organization  Man 
isn't  extinct  or  even  endangered.  "I'm 
wary  of  being  carried  away  by  the  some- 
what exaggerated  and  at  times  gaseous 
swarls  of  optimism  about  a  new  and 
better  day  that  lies  just  on  the  horizon," 
says  a  leading  scholar  in  the  field,  San- 
ford  M.  Jacoby,  a  professor  of  manage- 
ment, policy  studies,  and  history  at  the 
University  of  California  at  Los  Angeles. 
Jacoby  says  that  what  he  calls  "system- 
centered  thinking"  will  remain  a  potent 
rival  to  the  "people-centered  thinking" 
that  imagines  nearly  unlimited  freedom 
to  work  as  you  wish. 

Hierarchical,  system- centered  think- 
ing, while  not  warm  or  fuzzy,  has  pro- 
duced enormous  benefits  over  the  last 
century,  and  more  gains  are  likely  to 
be  in  store.  Its  single-minded  focus  on 
maximizing  efficiency  has  driven  produc- 
tivity in  manufacturing  and  much  of  the 
service  sector  higher  and  higher.  Such 
gains  would  have  been  hard  to  achieve  if 
managers  gave  workers  free  rein. 

A  COMPANY  that  reengineers 
its  processes  won't  get  good  results  if 
it  leaves  individuals  to  define  their  own 
roles,  wrote  retired  Harvard  Graduate 
School  of  Education  professor  Chris 
Argyris  in  a  1998  Harvard  Business  Review 
article:  "Managers  love  empowerment  in 
theory,  but  the  command-and-control 
model  is  what  they  trust  and  know  best." 
Employees  are  often  ambivalent  about 


EVOLVING" 
PHILOSOPHIES 
OF  WORK 

"System-centered" 
companies  aim  for 
maximum  efficiency. 
"People-centered" 
companies  relax  the         '' 
rules  on  the  theory  that 
good  things  come  from 
self-motivated  workers. 
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1911 


1924     1926 


A 1924  Breaking  withTaylorism> 
social  worl<er  and  consultant 
Mary  Parker  Follett  stresses 
the  importance  of  employee 
participation.  She  lauds  the 
"co-management"  movement 
at  companies  such  as 
Wm.Filene'sSonsCo., 
the  Boston  department  store. 
"Coercive  power,"  she  writes, 
"is  the  curse  of  the  universe." 
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1911  Frederick  Winslow  Taylor 

roduces  "scientific  management,"  which 
ds  that  jobs  should  be  defined  in  detail 
remove  individual  discretion.  He  argues: 
ow  one  of  the  first  requirements  for  a 
an  who  is  fit  to  handle  pig  iron  is  that  he 
ail  be  so  stupid  and  so  phlegmatic  that 
more  nearly  resembles  in  his  mental 
akeup  the  ox  than  any  other  type." 


▼  1970s  McDonald's  thrives  by  bringing 
manufacturing  rigor  and  consistency  to 
the  restaurant  business.  At  many 
companies,  computerization  begins 
to  improve  efficiency  and  give  j 

managers  more  di  rect  control .     I 


^<n926  James  0. 
"Mac"  McKinsey 

founds  the 
consulting  firm 
that  becomes 
McKinsey  &  Co.  He 
foresees  the  era 
of  the  "scientific 
man"  in  business, 
stressing  executive 
education, 
planning,  and 
research. 
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1970s     1974  1980s 


T932  WorRers  in  Western  Electric's 
iwthorne  Works  plant  in  Cicero,  III., 
rform  better  when  lighting  and  other 
)rking  conditions  are  tinkered  with — 
jardless  of  what  the  change 
Researchers  realize  that  the  workers 
3  simply  responding  positively  to 
ention  from  managers.This  becomes 
own  as  the  "Hawthorne  Effect." 


'▼  1 996  Intel  completes  the  adoption 
of  its  Copy  Exactly  factory  strategy, 
which  says  that  once  a  plant  design 
is  perfected,  it  must  be  copied  exactly, 
down  to  the  plumbing. This  requires 
suppressing  engineers'  desire  to 
make  perceived  improvements. 
iProductivity  soars. 


1996 


2006 


•4  1 974  Volvo  wins  acclaim  as  a 
benevolent  employer  for  a  new  auto 
plant  in  Kalmar,  Sweden,  that  allows 
workers  to  trade  jobs  and  take  breaks 
when  they  please  as  long  as  they  meet 
the  production  schedule.A  later  plant,  in 
Uddevalla,  gets  rid  of  the  assembly  line. 


sri'980s  American  companies  such 
as  American  Airlines,  General  Electric, 
Honeywell,  and  Motorola  adopt  from 
Japan  the  idea  of  quality  circles:  voluntary 
groups  of  workers  who  develop  ideas 
for  improvements  and  present  them  to 
management.  Some  companies  go  a  step 
further,  to  self-managing  work  teams. 


August  20  &  27,  2007  I  BusinessWeek  I  59 


MANAGING 


NEW   WORKFORCE 


empowerment,  too,  he  wrote:  "It  is  great 
as  long  as  they  are  not  held  personally 
accountable." 

The  people-centered  workplace,  which 
is  seen  as  a  humanistic  alternative  to 
the  system- centered  approach,  is  actu- 
ally built  on  the  continuing  victories  of 
system  thinking.  For  example,  the  com- 
puterization of  the  workplace  has  freed 
people  from  the  drudgery  of  pushing 
paper,  leaving  them  more  time  for  cre- 
ative endeavors.  And  because  of  global- 
ization—a system-centered  project  par 
excellence— Americans  are  doing  fewer 
and  fewer  of  the  boring,  regimented  jobs 
of  the  past,  such  as  answering  phones 
and  working  on  assembly  lines. 


WHAT'S  MORE,  system  thinking 
isn't  the  crude,  man-as-ox  discipline  it 
was  a  century  ago.  It's  used  by  compa- 
nies as  enlightened  as  Intel  Corp.  Ex- 
ecutives at  the  chipmaker  welcome  indi- 
vidual initiative,  but  in  the  context  of  an 
engineering  mentality  that  emphasizes 
continuous  process  improvement.  The 
people-centered  approach  has  advanced 
as  well.  It  draws  on  the  latest  psycho- 
logical research  to  break  down  barriers 
to  collaboration  and  fresh  thinking.  "The 
sophistication  of  each  side  has  grown 
tremendously,"  says  UCLA's  Jacoby. 

But  while  times  have  changed,  the 
hammer  of  authority  remains  close  at 
hand.  If  if  s  human  nature  for  workers 
to  seek  freedom,  it's  also  human  nature 
for  bosses  to  withhold  it.  "How  many 
managers  sweat  bullets  when  they  feel 
like  they're  not  in  control?"  asks  Peter 
M.  Senge,  author  of  TTie  Fifth  Discipline, 
an  influential  management  book.  Senge 
aspires  to  improve  hierarchy,  not  kill 
it.  "We  see  hierarchy  in  all  kinds  of 
organisms,"  he  says.  "If  it  occurs  again 
and  again  in  nature,  it's  not  going  to  go 
away  very  quickly."  ■ 


WORKERS  WANT, 


COUNTRY 


MOST  IMPORTANT  FACTOR 
FOR  POTENTIAL  EMLOYEES 


U.S. 

Competitive  base  pay 

BRAZIL 

Career  opportunities 

CHINA 

Chances  to  learn 

JAPAN 

Challenging  work 

SPAIN 

Work/life  balance 

Dofo:  Towers  Perrin 
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HEARING-AID  MAKER  OTICON  REMOVED  ALL  OFFICE  BOUNDARIES— ANQ 
HAS  FLOURISHED  BY  LEARNING  WHICH  ONES  IT  NEEDS 

byJACKEWING 


IT  SOUNDS  like  the  corporate  para- 
dise of  the  fiiture.  Workers  organize  them- 
selves, coalescing  around  natural  leaders 
and  gravitating  to  the  most  exciting  proj- 
ects. There  are  no  middle  managers,  no 
hierarchies,  no  fixed  assignments. 

At  Oticon,  a  midsize  Danish  maker 
of  hearing  aids,  the  future  started  back 
in  1991.  Thaf  s  when  its  chief  executive, 
Lars  Kolind,  turned  traditional  notions 
of  the  workplace  upside  down.  Kolind, 
a  corporate  renegade  trained  as  a  math- 
ematician, swept  away  old  structures. 
Workers  were  suddenly  free  to  concen- 
trate on  any  project  and  join  any  team. 

Kolind's  radical  idea  was  to  transform 
the  company's  once-stodgy  culture  into 
a  free  marketplace  of  ideas.  He  moved 
headquarters  to  a  new  location  where 
none  of  the  150  employees  had  a  perma- 
nent desk  or  office,  only  filing  cabinets  on 
wheels  that  they  pushed  from  project  to 
project.  Meeting  areas  had  no  tables  or 
chairs.  He  called  it  the  spaghetti  orga- 
nization, because  the  place  had  no  fixed 
structure  yet  somehow  held  together. 
Ideas  bubbled  up  and  turned  into  hits 
such  as  a  new  hearing  aid  that  required 
less  adjustment.  Sales  and  profits  soared. 
The  company  became  a  model  for  man- 
agement creativity.  Even  CNN  showed 
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up  to  tape  a  segment.  Yet  as  the  compai  *C 
grew  and  went  public,  many  of  the  ((  ^{ 
structures  crept  back. 

Kolind  eventually  left:,  and  these  ddi 
there's  not  much  talk  about  his  spaghei  j 
revolution.  Still,  its  spirit  survives.  Noner 
the  500  head-office  employees  at  Otic 
has  even  a  cubicle.  The  latest  headquii 
ters  features  few  interior  walls.  WorkK'  | 
sit  around  the  perimeter  of  the  buildili 
at  simple  desks.  They  attend  meetings 
sofas  in  the  middle  of  each  floor. 

The  relaxed  atmosphere  helps  retaj 
top  engineers,  keeping  Oticon  at  the  fo)» 
front  of  innovation.  Its  unobtrusive  Dei  Klfe| 
hearing  aid  has  been  a  success.  Sales  •)  jdj 
parent  William  Demant  Holding  Groi>(  i||j 
of  which  "-Oticon  is  the  largest  busine^  j 
have  grown  36%  since  2002,  to  $9' 
million,  while  operating  profit  has  ris 
57%,  to  $232  million. 

But  some  things  have  clearly  change  (I 
Everyone  has  a  boss  to  whom  tht 
report  and  they  no  longer  have  to 
freedom  to  choose  projects.  That  see) 
to  suit  people  fine.  A  degree  of  freedc 
sparks  creativity,  but  workers  also  ere 
leadership.  The  trick  is  striking  the  rig 
balance.  Says  Mads  Kamp,  Oticon's  ■ 
rector  of  human  resources:  "Peo) 
want  to  be  led."  ■ — 
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MANAGING   THE    NEW   WORKFORCE 


TODAYTHESE  BENEFITS  ARE  ON 
THEFRINGE.TOMORROWTHEY 
COULD  BE  COMMONPLACE  FOR 
EMPLOYERS  WHO  WANTTO 
HOLD  ONTO  KEYWORKERS 

by  MICHELLE  CONLIN 
and  JANE  PORTER 


ore  and  more 


Dmpames  are 
guring  out 
fhich  perks 
nd  benefits 
ill  bring  top 
»lent  running. 
ie  workplace 
fthe  future  will 
ay  you  to  learn, 
,iove  walls 
fit  projects, 
fid  replace 
ensions  with 
erks.Oh,and 
id  we  mention 
n-site  elder 
3re?  Here's 
lore  of  what's 
1  the  horizon: 
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WOMEN: 
WHATEVER 
THEY  WANT 

Women  now  nab 
more  than  half 
of  college  and 
graduate  degrees. 
Companies  are 
beginning  to 
redesign  career 
paths,  jobs,  and 
workplaces  to 
get  women  to 
stick  around 
once  they  start 
having  children. 
New  programs 
vary  wori<loads 
to  accommodate 
women  with 
family  obligations. 
Lehman  Brothers 
now  tries  to  woo 
back  stop-out 
moms.Think 
sculpting  jobs  to 
fit  lives— instead 
of  the  other  way 
around. 


THERE'S  NO 
PLACE  LIKE  . . . 
WORK 

Google  gave  new 
meaning  to  bringing 
the  home  into 
the  vi/orkplace 

(three  free  meals 
a  day  and  new 
Tshirts  twice  a 
week).  With  more 
people  eguipped 
to  work  from  home, 
companies  will 
be  falling  over 
themselves  to  lure 
workers  back  to 
their  cubicles. 
That's  why  offices 
at  the  likes  of 
Procter  &  Gamble 
and  Microsoft 
are  beginning  to 
resemble  kitchens 
and  living  rooms. 
Nap  stations, 
gaming  rooms,  and 
media  lounges  are 
also  in  the  works. 


THROW  OUT     i 
THE  TIME 
SHEETS  ' 

As  more  companies 
put  a  premium  on 
what  you  achieve, 
instead  of  how 
many  hours  you 
put  in  each  week, 
costly  time-keeping 
policies,  rules, 
and  procedures 
will  evaporate.  It's 
already  happening 
at  such  companies 
as  Best  Buy  and 
Netflix,  which 
offer  variations  of 
unlimited  time 
off.  Employees 
are  free  to  work 
wherever  they 
want,  whenever 
they  want,  so  long 
as  the  work  gets 
done.Then  again, 
in  a  workaholic  era, 
sometimes  it's  nice 
to  fiave  someone 
forcing  you  to  take 
vacation.  , 


THE  NANNY 
CORPORATION 
IS  WATCHING 

Wellness  programs 
are  the  leading 
edge  of  a  new 
kind  of  company 
paternalism. 
Companies  will 
be  interested  in 
whether  you  are 
fat  or  thin,  a  fitness 
freak  or  a  slug,  and 
how  many  risky 
sports  you  play  If 
you  are  the  picture 
of  health,  you 'I  I  get 
a  break  on  health- 
care costs;  if  you're 
not,you  could  get 
fined  (or  worse). The 
upside?  Bedside 
doctor  visits.The 
dark  undercurrent? 
Blood  tests  that 
show  how  much 
you  drank  last 
night. 


BENEFITS 
CUSTOMIZED 
FOR  YOU 

One-size-fits-all 
bennies  are  so 
yesterday  What's 
attractive  to  Gen  Y 
can  be  anathema 
to  boomers. 
Companies  realize 
they  can  get  a 
better  return  on 
investment  by 
tailoring  perks  to 
how  you  perform 
and  the  stage 
of  life  you're  in.     , 
So  look  for  the       ' 
cafeteria  approach 
now  emerging  in 
health  plans  to 
seep  into  other 
benefit  areas, 
and  variable 
compensation 
plans  that  enable 
employees  to  put  a 
percentage  of  their 
pay  at  nsk. 
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ANAGING   THE    NEW   WORKFORCE 


THE  EMPIRE 


RIKES 
AT  SI  LOS 


MULTIDISCIPLINARY  PROJECTS, 
ACCORDION  STAFFING, 
A  FREELANCE  ARMY:  HOW 
LUCASFILM'S  NEW  DIGS 
HELP  IT  MANAGE  A  FLEXIBLE 
ORGANIZATION 

by  BRIAN  HINDO 

photographs  by  RICHARD  MORGENSTEIN 
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DOES  YOUR  company  do  its  work 
with  static  teams  of  company  lifers  who 
swivel  from  task  to  task  as  deliberately  as 
a  Sherman  tank?  At  Lucasfilm  Ltd.,  the 
creators  of  Star  Wars,  that  sounds  like  a 
business  model  from  a  long  time  ago,  in  a 
company  far,  far  away.  Its  teams  form  and 
unform  rapidly  around  projects,  managers 
must  motivate  teams  of  freelancers  and 
full-timers,  and  silo-busting  is  the  rule. 

To  promote  that  organizational  behav- 
ior, George  Lucas  and  Micheline  Chau, 
Lucasfilm  president  and  chief  operating 
officer,  moved  their  disparate  units— spe- 
cial effects  shop  Industrial  Light  &  Magic 
(ILM),  the  LucasArts  video  game  com- 
pany, and  Lucasfilm  Animation,  among 
others— to  a  $350  million  complex  in  July, 
2005,  at  San  Francisco's  Presidio,  once 
an  Army  base  and  now  a  national  park. 
A  look  at  how  work  gets  done  there  is 
instructive,  as  many  companies  try  simul- 
taneously to  foster  teamwork  and  to  come 
to  terms  with  Free  Agent  Nation: 


HARDCORE  An  ILM  Staffer 
steeped  in  connpany  culture 


ONE  ROOF  Getting  ILM  and  Lucas- 
Arts  to  share  ideas  and  technology  was 
a  prime  motivator  for  the  move  to  the 
new  digs,  which  look  surprisingly  old- 
fashioned— more  college  campus  than 
Millennium  Falcon.  Lucasfilmers  across 
the  board  say  the  type  of  collaboration 
Chau  has  pushed  wouldn't  be  possible 
if  they  hadn't  been  brought  under  the 
same  roof  In  an  era  of  extreme  tele- 
commuting, when  companies  are  rolling 
out  pricey  high-def  videoconferencing 
systems,  even  the  highest-tech  ILM  staff- 
ers say  there's  no  substitute  for  face-to- 
face  interaction  for  their  team- oriented 
projects.  Lucasfilm's  nascent  Singapore 
beachhead,  home  to  130  staffers,  is  kept 
well  stocked  with  San  Francisco  vets  to 
cement  the  connection  with  HQ. 

MOBILE  MANAGERS  The  digital 

artists  at  ILM  sit  in  a  pool  of  cubes  posi- 
tioned in  the  center  of  the  building,  most 
of  them  away  from  the  sunlight  so  they 
can  get  precise  readings  of  the  colors  on 
their  screens.  "We  do  our  best  work  in 
black  boxes,"  says  Scott  Farrar,  an  Oscar- 
winning  visual  effects  supervisor  who 
most  recendy  oversaw  work  on  the  film 
Transformers.  Typical  office  hierarchies 
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MAKING  MAGIC  At  Lucasfilm's 
Presidio  campus  (far  riglit),  managers, 
suctn  as  visual  effects  supervisor  Scott 
Farrar  (above,  dissecting  a  Transformers 
effect),  oversee  ever-changing  teams 
of  full-timers  and  freelancers.  ILIVI  and 
LucasArts  share  motion  capture  expertise 
(above  right).  And  complex  imagery 
gets  rendered  on  powerful  servers  (right) 
nicknamed  otter  the  Death  Star 
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don't  apply:  Managers  like  Farrar,  who 
oversee  teams  of  hundreds  of  artists 
on  big  films,  are  roodess.  They  move 
through  office  suites  scattered  around 
the  central  pool  of  artists,  depending  on 
whose  talents  are  needed  for  the  movie. 


SCALABLE  WORKFORCE  ilm 

has  a  permanent  staflf  of  about  700,  but 
that  can  swell  by  as  much  as  a  quarter  in 
the  winter  and  spring,  when  effects  work 
is  being  done  on  the  summer  blockbusters. 
Around  350  people  at  the  Presidio  worked 
with  Farrar  on  Transformers,  more  than 
were  actually  on  set  with  director  Michael 
Bay.  And  John  KnoU,  visual  effects  supervi- 
sor on  the  third  Pirates  of  the  Caribbean, 
figures  half  of  his  team  members  were  new 
to  ILM.  Ifs  a  significant  challenge  to  ac- 
commodate the  constantly  rising  and  fall- 
ing army  of  fi-eelancers,  all  of  whom  need 
IT  training  and  HR  orientation,  a  computer 
(or  three),  and  a  place  to  sit.  The  desks, 
tables,  and  chairs  are  all  reconfigurable,  so 
that  one  or  four  people  can  use  an  office. 
And— a  simple  but  crucial  point— each 
room  has  ample  electrical  outlets. 


SHARING    TECHNOLOGY 

ILM  and  LucasArts  have  started  to  use  a 
common  production  platform.  That  al- 
lows artists  to  share  techniques  between 
films  and  video  games.  The  collabora- 
tion is  already  paying  off  for  LucasArts. 
Haden  Blackman,  the  project  lead  on 
the  forthcoming  Star  Wars:  The  Force 
Unleashed  game,  credits  ILM's  expertise 
in  hghting,  makeup,  and  motion  capture 
for  making  the  characters'  faces  more 
realistic.  "It's  all  based  on  technology 
they  developed,"  Blackman  says.  Now, 
Chau  singles  out  the  game  company  as 
the  main  source  of  grow^  for  Lucasfilm. 

BRUTE  POWER  Lucasfilm's  nerve 
center  is  the  10,000-square-foot  "ma- 
chine room."  From  down  the  hallway,  you 
can  hear  the  hum  of  the  many  fans  need- 
ed to  keep  the  room  cooled  to  65F,  lest  the 
servers  melt  down.  About  4,300  proces- 
sors, as  well  as  a  network  of  1,200  Linux 
desktop  terminals,  make  up  the  "render 
farm,"  a  cluster  of  computing  might  that 
allows  the  complicated  visual  effects  to 
be  churned  out.  Knoll,  an  Oscar  winner 
and  co-inventor  of  the  Photoshop  photo- 
editing  software,  estimates  it  would  take 
a  run-of-the-mill  PC  about  1,000  years 
running  full  tilt  to  create  the  effects  for  the 
most  recent  Pi'rafes  movie.  II    
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PLAYBOOK:  BEST  PRACTrCES 

HOME, 
OFFICE  AND 
LABORATORY 


CONSULTANT  MARGARET  REGAN 
PUTSTHEORYTOWORKWITHA 
FAR-FLUNG  NETWORK  OF  OFF-SITE 
CONSULTANTS  AND  PART-TIMERS 

by  JENA  MCGREGOR 


FOSTER 
FLEXIBILITY 

WHILE  MANY  companies  allow  some 
form  of  working  from  home,  Regan  fakes 
if  fo  anoffier  level.  She  lives  on  fhie  second 
and  ffiird  floors  of  her  fownhouse,  while  fhe 
fourfh  level  has  become  a  meefing  space 
for  fwice-monfhiy  gafherings.The  ground- 
floor  office  is  used  for  executive  coaching. To 
accommodafe  ouf-of-fown  employees,  she 
had  bookcases  and  cabinefs  built  that  fold 
out  to  become  beds  and  desks. 

Regan  acknowledges  that  major 
corporations  won't  be  converting  CEOS' 
homes  into  headquarters.  But  they  will 
need  to  embrace  having  a  large  portion  of 
workers  offsite.  That's  part  of  the  philosophy 
Regan  calls  "My  Job  My  Way,"  in  which 
consultants  can  ramp  up  and  ramp  down 
work  as  needed.  Yael  Sivi,  based  in  New 
York,  worked  from  Germany  for  two  months 
to  be  close  to  her  fiance.  And  California- 
based  Mary  Heft,  a  new  mother,  sometimes 
appears  at  staff  meetings  via  Second  Life, 
the  online  virtual  world. 


IN  2002,  when  Margaret  Regan's  division  was  spun  off  from  human  resoui 
consultancy  Towers  Perrin,  she  first  considered  leasing  space  in  the  firm's  29-st 
Madison  Avenue  office  building  in  Manhattan.  But  then  she  spoke  with  her  die 
who  turned  to  Regan  and  her  team  for  advice  on  managing  a  workforce  that 
foresees  working  more  and  more  from  home  and  demanding  ever  more  flexibility, 
you're  so  smart  about  the  future,"  they  asked  her,  "why  don't  you  show  us  how 
work  will  be  done?" 

So,  at  the  urging  of  such  heavyweight  clients  as  Goldman  Sachs,  JPMorgan  Ch: 
and  PepsiCo,  Regan  (above,  in  her  tovmhouse)  founded  the  FutureWork  Institute  v 
an  eye  to  practicing  what  she  preaches.  She  converted  her  four-story  Victorian-s 
Brooklyn  brownstone  into  the  occasional  meeting  spot  and  crash  pad  for  the  firm. ' 
rest  of  the  time,  her  20  consultants  work  from  home  or  on  the  road.  By  experimenti 
with  organizational  structures,  pay  theories,  and  benefit  models,  she  is  trying  out,  c 
small  scale,  ways  to  motivate,  manage,  and  lead  tomorrowr's  workforce.  Here  are  tt 
ways  Regan  is  trying  to  walk  the  talk. 
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BUILD  A  JUSMN-TIME 
WORKFORCE 

REOAN  HAS  a  core  group  of  20 
consultants,  but  she  also  maintains 
relationships  with  80  diversity  experts 
whom  she  can  coll  on  when  needed. 
Frequently,  global  companies  employ  the 
FutureWork  Institute  to  assess  employees' 
sensitivity  to  diversity  issues.  Because  such 
training  is  sometimes  reactive — a  response 
to  a  gender  or  race-related  lawsuit,  for 
example— Regan  must  be  able  to  marshal 
trainers  quickly  from  around  the  globe. 
Many  industries  that  rely  heavily  on 
contractors  or  outsourcers  already  know  the 
value,  as  well  as  the  difficulties  and  risks,  of 
using  such  on  elastic  workforce. 
But  Regan  believes  more  and  more 
work  will  be  done  through  organizations 
with  a  core  employee  group  supported 
by  networks  of  free  agents.  "I  coll  it  the 
hyperlinked  organization,"  she  soys. 


GET  PERSONAL 
WITH  PERKS 

RECENTLY.  REOAN  has  begun  giving 
consultants  who  have  been  with  her  for 
five  years  a  substantial  extra  perk  of  their 
choosing  over  and  above  standard  benef 
For  one  part-time  senior  consultant,  Regc 
is  paying  for  private  Pilates  classes  and 
sessions  with  a  personal  coach. Two  boor 
generation  consultants  chose  to  have  the 
firm  help  fund  retirement  investments.  Si\ 
just  wanted  to  take  a  paid  sabbatical:"Thi 
been  huge  for  my  commitment  to  the  firn 
she  says. 

Regan  foresees  a  more  customized 
approach  to  benefits,  as  different 
generations  clamor  for  different  benefit 
Whether  Regan's  personalized  perks  cou 
work  in  a  1 00,000-person  company  is  fat 
from  clear."Most  companies  feel  they're 
already  at  their  absolute  limit  in  terms  of 
[funding  benefits],"  says  Craig  DolezoLo 
senior  consultant  at  Hewitt  Associates.  St 
Regan  believes  the  message  is  valuable: 
"We're  moving  into  a  world  where  one  si: 
does  not  fit  all." 
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I  Could  your  nearby  dairy  case  really  offer  a  solution  for 
reducing  cholesterol?  That  was  the  vision  of  a  dairy  products 
company  who  called  on  Cargill  to  help  them  create  a 
heart-healthy  milk.  We  supplied  them  with  CoroWise™ 
Naturally  Sourced  Cholesterol  Reducer'"  plant  sterols  and 
developed  a  way  to  incorporate  it  into  dairy  products  while 


) 


oiiri    preserving  great  taste.  The  dairy  now  sells  a  product 

)-Stil 

;liei[     uniquely  successful  in  the  marketplace,  while  consumers 


can  choose  to  reduce  their  cholesterol  with  a  naturally 
healthy  drink.  This  is  how  Cargill  works  with  customers 

collaborate    >    create    >    succeed 


www.cargillcreates.com 

©2007  Cargill,  Incorporated 
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Nourishing  Ideas.  Nourishing  People: 


AN  EVER-WIDERVARIETYOFWHITE- 
COLLAR  JOBS  IS  BEING  SENT 
OFFSHORE.  HERE'S  HOWTO  MAKE 
SUREYOURS  ISN'T  ONE  OFTHEM 

by  STEVE  HAM  M 


CREATINO  BRAND  YOU  72 
ATHRIVINO  FACTORY  MAN  74 
THE  ALWAYSON  TRADER  76 
ULTRA-MOBILE  WORKERS  78 


HOW  DO  you  keep  from  being 
Bangalored?  Or  Shanghaied?  That's  the 
question  Valparaiso  University  freshman 
Matt  Gavin  asked  himself  two  years  ago 
when  he  was  in  China  on  a  summer  study 
program.  Young  Chinese  were  intently 
studying  English,  science,  and  math. 
One  day,  when  he  was  sitting  by  a  lake 
reading  Thomas  L.  Friedman's  The  World 
is  Flat,  a  Chinese  student  approached, 
wanting  to  practice  his  English.  As  they 
talked,  Gavin  mulled  Friedman's  mes- 
sage about  U.S.  jobs  moving  to  low-cost 
countries  such  as  India  and  China,  and 
he  had  an  epiphany:  "I  started  thinking 
about  what  it  means  to  be  in  active  com- 
petition with  kids  overseas.  I  realized  I 
had  to  set  myself  apart." 

When  he  returned  to  the  U.S.,  Gavin 
mapped  out  an  ambitious  self-improve- 
ment program.  Gone  was  his  theology 
major.  In  its  place,  when  he  graduates 
next  spring,  he'll  have  no  fewer  than  three 
bachelor's  degrees:  international  busi- 
ness, economics,  and  Mandarin.  Gavin, 
21,  sees  plenty  of  opportunities.  He  isn't 
running  scared.  But  he's  running. 

As  he  should  be.  We're  entering  a  new 
phase  of  outsourcing  where  an  ever-wider 
variet}'  of  American  and  Western  Euro- 
pean jobs  are  being  sent  offshore.  First 
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it  was  the  software  programmers,  then 
call-center  employees,  then  back-office 
personnel  in  accounting,  banking,  and  in- 
surance. Now  it's  financial  analysts,  phar- 
macists, lawyers,  and  research  scientists. 
There's  practically  no  limit  to  the  types 
of  white-collar  jobs  that  can  be  shifted,  as 
long  as  the  work  can  be  done  via  the  Web 
and  telephone.  , 

^FORTUNATELY  THE   oflfshoring 

trend  is  moving  with  the  speed  of  a  road 
paver  rather  than  a  hot  rod,  so  there's 
time  for  alert  Americans  and  Europeans 
to  scramble  out  of  the  way.  The  safest  bet 
is  having  a  job  that  absolutely  requires 
your  physical  presence,  such  as  being 
an  electrician  or  brain  surgeon.  Failing 
that,  sustainable  careers  typically  are 
those  that  involve  deep  relationships 
vdth  customers  and  extensive  knowledge 
of  local  market  conditions.  It  helps  if  you 
have  multidisciplinary  skills  that  aren't 
yet  common  in  many  low-cost  countries. 
(Think  computer  science  plus  biology,  or 
law  and  international  business.)  Bonus 
points  go  to  those  who  perform  well  in 
person  with  the  boss.  And  while  entire 
jobs  are  being  moved  offshore,  in  many 
cases  if  s  discrete  tasks  that  are  shifted. 
So  U.S.  and  West  European  workers  need 
to  break  down  their  jobs  into  the  tasks 
that  are  easy  to  move  and  those  that  are 
not— and  make  sure  they're  excelling  in 
the  second  category. 

The  face-time  factor  was  one  of  the 
variables  that  Alan  S.  Blinder,  a  professor 
at  Princeton  University,  buUt  into  the  "oflF- 
shorabUity  index"  he  published  in  March. 
Atop  Blinders  list  of  the  most  likely  white 
collar  jobs  to  be  sent  overseas  are  software 
programmers,  data  entry  clerks,  draftsmen, 
and  computer  research  scientists.  Overall 
in  the  U.S.,  Blinder  classifies  8.2  million 
people's  current  jobs  as  highly  offshorable 
and  20.7 million  more  as  offshorable.  "The 


AMERICA'S  MOST 
VULNERABLE  JOBS 

Here's  how  Alan  Blinder  ranks  some 
of  the  U.S.  jobs  that  can  most  easily  be 
transferred  to  low-cost  countries. 
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TRIPLE  THREAT  Covin  graduates 
next  spring  with'three  degrees 


message  is:  If  your  job  can  be  done  by  a 
person  in  India  who  is  just  as  smart  as  you 
but  works  for  a  fi-action  of  the  wage,  you're 
in  a  perilous  occupation,"  he  says. 

Plenty  of  jobs  have  been  lost  already. 
Between  2000  and  last  year,  the  Ameri- 
can computer  programmer  work  force 
fell  from  530,730  to  396,012,  or  about 
25%,  according  to  the  U.S.  Bureau  of 


Labor  Statistics.  A  different  BLS  measK 
however,  shows  the  number  of  peopli 
computer  systems  design  services  is  aw  W 
all-time  high.  So,  while  some  lower-l<ii 
programming  jobs  are  moving  offshafe 
techies  who  specialize  in  advising  diet  s 
are  still  in  demand. 

Yet  the  pressure  from  offshoring  neAsouro 
lets  up.  One  outsourcer,  Integreon  W. 
aged  Solutions  Inc.,  has  500  emploj 
serving  the  financial-services  indu£ii|i 
most  of  them  in  India.  Integreon's 
gagement  with  a  marquee  New  Yorkkjpesiv 
vestment  bank  demonstrates  how  thl 
relationships  shake  out  for  U.S.  and  It 


k 
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OCCUPATION* 


TOTAL  U.S.  WORKERS*  • 


CHANGE  SINCE  2000 


COMPUTER  PROGRAMMER 


396,012 


-25.4% 


DATA  ENTRY  CLERK 


295,650 


-35,5% 


lltwor 
Hit  sill 


MECHANICAL  DRAFTSMAN 


72,950 


+5% 


COMPUTER  RESEARCH  SCIENTIST 


27,650 


+7,2% 


ACTUARY 


16,620 


+28.9% 


STATISTICIAN 


19,660 


+12,2% 


TELEMARKETER 


385,700 


-16.4% 


EDITOR  100,170 

Data:  Alan  S,  Blinder,  Princeton  University:  U.S.  Bureau  of  Labor  Statistics 


-3.8% 

'  in  order  of  higfiest  risk "  May, 
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employees.  Before  the  dot-com  bust^ 
bank,  which  asked  not  to  be  identified 

this  article,  did  in-house  research 

potential  clients  on  acquisition  tar- 
3,  markets,  and  valuations.  The  work 
;  performed  by  researchers  and  junior 
Jysts.  Now  50%  of  basic  informa- 
1  gathering  is  handled  by  Integreon. 
;  bank's  research  department  receives 
uests  for  information  from  its  invest- 
nt  bankers,  evaluates  their  complexity, 

farms  out  the  most  straightforward 
cs  to  Integreon  in  India, 
'et  for  those  on  Wall  Street  who  fear 

their  livelihoods,  there's  hope.  In 

Integreon  example,  more  compH- 
id  tasks  that  require  local  knowledge 

analytical  skills  are  retained  for  the 
Ik's  ovm  employees.  For  instance,  a  ju- 
r  analyst  in  New  York  might  unearth 
■eat  acquisition  opportunity  that's  not 
dily  apparent  from  simply  studying 
mcial  reports.  The  bank's  clients  are 
king  for  just  such  surprising  bits  of 
ight  that  give  them  an  edge  over  their 
ipetitors.  The  bank's  researchers  "are; 
ving  up  the  value  chain  and  providing 
re  sophisticated  pieces  of  research," 
s  the  bank's  research  director.  In  the 
cess,  the  junior  analysts  are  improv- 

their  job  security  and  setting  them- 
^es  up  to  become  investment  bankers. 


W  IS  another  developing  hot  spot 
oflfshoring.  While  large  law  firms  have 
■n  slow  to  shift  work  to  India,  corpora- 
is  and  smaller  firms  are  taking  the 
nge.  LegalEase  Solutions,  a  Detroit 
sourcing  business  with  50  clients  in 
U.S.,  shows  how  it's  done.  The  firm's 
Indian  lawyers  handle  everything 
m  researching  legal  precedents  to 
ting  drafts  of  briefs.  Clients  submit 
uests  by  e-mail.  A  LegalEase  lawyer  in 
U.S.  reviews  them  and  assigns  them 
awyers  in  India.  The  Indians  do  the 
;arch,  analysis,  and  writing  but  are 
icrvised  by  the  U.S.  attorney, 
rhe  service  lessens  the  need  for  Legal- 
ie  clients  to  hire  associates  to  do  legal 
nt  work.  At  Fausone  Bohn  LLP  in  the 
TOit  suburb  of  Northville,  Mich.,  a  staff 
0  lawyers  farms  out  tasks,  such  as  writ- 
case  law  memos,  that  the  attorneys 
when  preparing  briefs.  The  main  chai- 
se is  getting  lawyers  comfortable  with 
process.  "There's  a  certain  amount  of 
trying  that  if  we  take  this  oflFshore,  their 
s  might  be  next,"  says  partner  Paul  F. 
in.  But  lawyers  who  excel  at  taking  de- 
itions,  cross-examining  witnesses,  and 
ting  complex  legal  briefs  that  require 


detailed  knowledge  of  a  particular  case 
still  have  a  place.  If  s  the  interpersonal  and 
communication  skills  that  will  make  them 
vital  additions  to  a  legal  team  in  Detroit, 
New  York,  or  London. 

For  financial  firms  and  law  offices,  out- 
sourcing usually  involves  less  complex 
entry-level  tasks.  Yet  some  professional 
jobs  that  are  moving  offshore  require 
elite  skills,  and  that  makes  the  task  of 
holding  on  to  your  position  trickier.  Ac- 
centure,  the  consulting  giant,  has  a  team 
of  chemists,  physicians,  statisticians,  and 
pharmacists  in  Bangalore  helping  West- 
ern pharmaceutical  companies  review 


and  document  the  results  of  clinical 
trials.  Emboldened  by  the  results  Accen- 
ture  achieved  for  them,  Wyeth  executives 
have  opened  a  clinical  research  lab  in 
Bangalore  where  they  design  new  drug- 
testing  protocols.  When  the  lights  go 
out  at  the  company's  research  center  in 
Collegeville,  Pa.,  its  Indian  researchers 
start  their  day  in  Bangalore— performing 
exactiy  the  same  work.  One  of  the  keys  to 
career  security  at  U.S.  research  labs  is  to 
craft  a  job  that  requires  frequent  inter- 
actions with  customers  or  government 
labs— stuff  that  can't  so  easily  be  done  by 
a  brainiac  in  Bangalore. 

Individuals  worried  about  their  ca- 
reers should  try  to  spot  trouble  and  make 
adjustments  early.  Four  years  ago,  Iain 
Davidson,  a  25-year  IBM  veteran  who 
lives  in  Raleigh,  N.C.,  saw  that  the  work 
he  was  doing  as  a  procurement  manager 
for  the  company's  PC  unit  was  increas- 
ingly moving  to  Asia.  So  he  set  about 
reinventing  himself  Davidson  took  a 
course  offered  by  IBM  in  how  to  commu- 
nicate well  with  clients.  He  now  manages 
procurement  for  an  IBM  client,  NiSource, 
a  Midwest  utility  company.  "You  can't 
take  anything  for  granted,  but  so  far,  they 
want  this  job  done  face  to  face,"  David- 
son says.  ■ 


CARMEN 
VALENCIA 

AT  1 9,  SHE  STARTED  WORKING  FOR 
MEXICAN  RETAILER  CIFRA, WHICH  WAL-MART 
ACQUIRED  IN  1 997. SHE'S  NOW  39 AND 
VICE-PRESIDENT  FOR  SYSTEMS. 


I  AM  the  first  person  on  my  father's 
side  of  the  family  to  graduate  from 
college.  I  originally  wanted  to  develop 
software  for  robotics  in  the  auto 
industry,  but  I  needed  to  earn  money 
during  college,  so  I  started  doing 
programming  on  the  side.  And  then  I 
was  hired  [at  Cifra]  when  the  company 
was  just  starting  to  use  computers.  Now 
I'm  in  charge  of  everything  having  to 
do  with  technological  strategy  for  Wal 
Mart  here  in  Mexico.  I  am  in  charge  of  a 
300-person  team.  We  [also]  have  a  team 
developing  the  systems  for  Wal-Mart's 
first-ever  commercial  bank,  which  will 
start  up  soon  in  Mexico. 

The  good  thing  about  working  for  a 
multinational  is  that  you  meet  people 
from  other  cultures  and  you  learn  about 
other  ways  of  working.  If  you're  smart, 
you  copy  all  of  the  good  practices  and 
you  apply  them  and  then  you  rise  more 
rapidly.  It  has  been  difficult  sometimes 
working  for  the  Americans,  because 
they  would  want  to  implement  a  new 
communications  technology  when  we 
didn't  even  have  fiber  optics  in  Mexico. 
The  fact  that  our  country  was  a  bit 
behind  made  it  harder  for  us  to  deliver 
the  same  results  they  could,  so  we  had  tc 
push  our  suppliers  to  make  them  move 
more  quickly.  I  was  the  first  person  in 
Mexico  to  have  a  BlackBerry,  because 
I  kept  pushing  Telcel  [the  wireless 
company]  until  they  gave  us  one,  and 
we  helped  them  with  testing. 

I  tell  my  older  son,  who  is  14,  that 
diere  will  be  a  lot  of  competition  in 
the  workplace  in  the  future,  but  well- 
educated  people  will  always  find  a  good 
job.  Already,  there  are  multinational 
companies  in  Mexico  that  are  hiring 
South  American  executives  to  replace 
Mexican  executives  because  they  are  jusi 
as  educated  but  earn  less.  So,  Mexicans 
have  to  compete  not  only  with  Mexicans 
hnt  anyone  they-inay  nm  into. 


August  20  &  27.  2007  I  BusinessWeek  I  71 


TALENT    GAM 


REATING 
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POLITICIANS  BRANDYOU.  SO  DO  "] 
MARKETERS— AND  YOUR  BOSS 
AND  CO-WORKERS.  IF  YOU  DON'T 
TAKE  CONTROL  OF  YOUR  BRAND, 
YOU'LL  BE  FOREVER  STUCK  WITH 
HOWTHE  WORLD  JUDGES  YOU 

by  DIANE  BRADY 


It   HAS  been  a  de 
cade    since    manage- 
ment guru  Tom  Pe- 
ters wrote  his  seminal 
article  "The  Brand  Called  You."  By  this 
point,  you  should  stand  out  as  a  well-de- 
fined brand  the  rest  of  us  can  sum  up  in 
15  words  or  less.  You've  likely  abandoned 
such  old-school  terms  as  "employee" 
or,  worse,  "manager."  You're  CEO  of  Me 
Inc.,  reinventing  yourself  every  few  years 
while  balancing  a  series  of  provocative, 
fascinating  projects. 

And  yet  all  those  efforts  could  have 
also  turned  you  into  a  cautionary  tale 
about  self-branding  run  amok.  Your  col- 
leagues make  retching  sounds  every  time 
you  mention  your  personal  coach.  They 
wish  you'd  stop  boasting  about  your  fine- 
ly calibrated  contributions  to  the  team 
and  get  some  work  done.  Your  signature 
suspenders  are  looking  a  little  tired, 
and  your  boss  doesn't  seem  suitably  im- 
pressed by  the  3,712  connections  in  your 
Linkedin  account  and  9,000  "friends"  in 
MySpace.  You're  a  brand,  all  right,  but 
one  of  the  first  things  that  comes  up  on 
a  Google  search  of  your  name  is  an  em- 
barrassing photo  from  that  drunken  golf 
jWeekend  in  Guangzhou. 

And  yet  the  idea  of  self-branding  just 
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won't  go  away.  Among  the  books  releasr  icy 
over  the  past  year:  Me,  Inc.;  You,  /mimf 
•Brand  You;  and  one  that  casts  brandiifali 
as  120  ways  to  promote  yourself.  Quic'? 
doing  a  good  job  is  cast  as,  well,  pathet  d 
Even  in  the  off  hours,  people  feel  mc 
compelled  than  ever  to  post  fascinati  .p 
alter  egos  on  social  networking  siti  a  si 
painting  an  image  of  themselves  throui  ;ec( 
tlothes,  musical  tastes,  and  interests  tli  hi 
can  be  much  edgier  than  the  ones  they.i » a 
on  about  at  the  office.  iUei 

As  Brand  You  becomes  part  of  tttki 
DNA  of  21st  century  workeem. 
should  we  all  aspire  to  Ue-pr 
come  like,  for  instance,  Dwiju; 
aid  Trump?  Donald  Truriond 
doesn't  think  so.  "Most  peopi 
aren't  brands,"  Trump  says, 
ter  noting  that  Trump  Vodkd  )N 
the  hottest  alcohol  launi  li  G 
in  years.  "Most  peop  iof 
aren't  equipped!  gii 
be  brands.  Thffi; 
may    be    grejlea? 
managers       i5.Si 
great   at   sonnp 
thing.  But  theyjwur 
not  a  brand.  THaut 
don't  have  'it'— and  thj  mge 
think  they  do."  The  resw  epac 


Jim  Cramer  cemented 
his  brand  on  CNBC's 
iWoc/Mone/ with  his 
"Boo  ya's!"  Other 
favorites:"You're  fired!," 
and  "It's  a  good  thing." 
CindyAdams  ends  her 
gossip  columns  with 
"Only  in  New  York,  kids, 
onlyinNewYork."Who 
cares  if  she  didn't  invent 
it?  She  made  it  her  own. 


WRITE  A 

A  BOOK  I CII 

Or  pay  someone  elsfJi  Is  hi 
write  one  for  you. That  fcitij 
to  have  your  work  be^Knei 
part  of  the  popular  let  etlie 
likeTheTipplngPolMiid 
Malcolm  Gladwell.W 

that,  just  put  out  somnivii 
that  plays  off  people  ^n 
insecurities  or  gives' 
a  new  formula  to  mcij!,|)(ji; 
money.Then  trot  aron 
speaking  circuit  pror 


iio)dng  behavior  or,  in  the  case  of 
imp's  rivals,  TV  ratings  that  don't 
lal  those  ofThe  Donald. 
Then  again,  what  if  you're  a  well  de- 
;d  brand— just  not  one  anyone  is  in- 
lested  in?  Time  to  confront  reality.  At 

playing  the  resident  ingenue  might 
a  stretch,  but  the  role  of  enigmatic 
;e  could  still  be  open.  The  raucous  fun 
being  office  gossip  rarely  translates 
0  a  better  paycheck.  Smart  brand- 
Iders  look  around  at  the  brands  that 
rk  and  adopt  the  best  elements  of 
m.  They  join  a  reading  club  that  the 
e-president  favors;  they  assume  the 

guy's  taste  in  ties  is  always  worth  a 
ond  look. 


DN'T  THINK  you  can  escape  it. 
ih  Godin  firmly  believes  that  in  the 
of  Google,  MySpace,  YouTube,  and 
gging,  everyone  is  a  brand.  Marketers 
nd  you.  Politicians  brand  you.  Your 
leagues  brand  you,  and  so  does  your 
is.  So  where  were  you  when  all  of  this 
opened?  "You  have  to  take  control 
jrour  brand,"  says  Godin,  a  best-sell- 
author,  entrepreneur,  and  agent  of 
mge  (as  stated  on  his  blog,  sethgodin. 
lepad.com}.  "Many  of  us  are  taught  to 


do  our  best  and  then  let  the  world  decide 
how  to  judge  us.  I  think  if  s  better  to  do 
your  best  and  decide  how  you  want  to  be 
judged.  And  act  that  way." 

Amy  Dorn  Kopelan  of  Coach  Me  Inc. 
says  with  amazement  that,  even  now, 
"There  are  a  grand  number  of  people 
who  never  thought  they  could  market 
themselves  as  a  brand."  Kopelan  tells  her 
clients  to  reflect  seriously  on  the  value  of 
their  brand  to  an  organization.  "Are  you 
worth  keeping  around?"  she  asks.  "Why 
would  someone  pick  you  off  the  shelf?" 
Once  you've  established  your  brand,  you 
have  to  think  about  giving  quarterly 
updates  on  its  performance  to  clients— 
namely  your  boss,  your  customers,  the 
landlord,  your  mother,  even  the  guy  who 
gets  your  bagel  order  wrong  every  day,  as 
if  you  weren't  a  well-defined  person  with 
well-defined  tastes. 

If  you  can't  figure  out  how  to  package 
yourself,  maybe  your  company  can  help 
do  it  for  you.  Estee  Lauder  offers  an  in- 
house  course  that  meets  monthly  for  half 
a  year  called  You  Inc.  But  management 
is  less  interested,  firankly,  in  pumping 
you  up  than  in  having  you  get  pumped  to 
do  more  for  the  company.  Phebe  Farrow 
Port,  vice-president  of  global  manage- 
ment strategies,  says  she's  careful  to 


make  sure  all  the  talk  about  distilling 
one's  self-worth  doesn't  make  people  feel 
so  unique  that  nothing  will  ever  please 
them.  "Ifs  all  about  how  ifs  framed," 
she  says,  pointing  to  a  seminar  on  how 
to  market  yourself  internally  without  be- 
ing "overly  aggressive  and  perceived  as  a 
nonteam  player." 

Not  everyone  buys  into  the  concept 
so  easily.  Generation  X  types,  generally 
the  thirtysomethings  between  the  self- 
congratulatory  baby  boomers  and  Face- 
book-addicted  Gen  Y  youngsters,  tend 
to  be  skeptical  and  doubting.  "You  need 
to  prove  the  value  to  them,"  Farrow  Port 
tells  this  Gen  X  writer.  Likewise,  employ- 
ees in  Asia  seem  resistant  to  the  notion  of 
"Me,  Me,  I,  I." 

And  yet  numerous  big  names  say  self- 
branding  will  increasingly  become  the 
mantra  of  every  ambitious  individual. 
You  will  move  around  more  (but  not  too 
much,  lest  the  word  "frivolous"  be  added 
to  blog  posts  that  mention  your  name). 
Your  roster  of  online  "friends"  will  ex- 
plode, and  other  highly  defined  people 
may  try  to  crowd  into  your  space.  In  that 
kind  of  market,  you'll  need  to  showcase 
the  brand  that  is  You  from  Day  One.  Re- 
member, your  co-workers  aren't  just  your 
colleagues.  They're  your  audience.  II 


Turning  yourself  into  a  brand  isn't  easy.  A  boss,  clients,  even  friends 
can  get  in  the  way.  Here  are  some  tips  to  make  it  happen: 


CTIVE  LOOK 

ibs  has  his  black 
5k; The  Donald, 
D-over.  It  doesn't 
)e  the  same 
jry  day,  but  do 
a  memorable 
laWintourmay 

en  chasing 
t  fad  as  editor 
',  but  she  hasn't 
I  her  hairstyle 


GET  A 
CAUSE 

Preferably  one  that  lends 
itself  to  a  rock  concert.  A 
savvy  personal  brand  is 
also  linked  to  pressing 
issues  of  the  day.  Al 
Gore's  star  rose  after  he 
became  the  face  of 
global  v\/arming.Angelina 
Jolie  gets  better  press  for 
her  work  with  refugees 
than  she  did  for  dotting 
her  body  with  tatoos. 


ENCOURAGE 
NICKNAMES 

Sage  of  Omaha 
(Warren  Buffett).  Good. 
ChainsawAI(asin 
Sunbeam's  AIDunlap). 
Not  so  good.  If  you  can't 
get  your  own  nickname, 
build  your  brand  by 
giving  nicknames  to 
others.  A/eiv/or/rr/mes 
columnist  Maureen 
Dowd  has  a  litany  of  pet 
names  for  politicos. 


LINK  UP  WITH 
BEHER  BRANDS 

They  don't  have  to  be 
your  friends.You  just 
need  to  be  in  the  same 
general  sphere,  and  then 
market  the  association. 
Get  to  the  same  parties; 
compliment  them  on 
their  latest  book.  Invite 
them  to  post  on  your  site. 
Arianno  Huffington  (with 
Howard  Dean)  has  this 
down  to  a  science. 


MIMIC  A 
POPULAR  BRAND 

Model  yourself  as  a 
variation  on  someone 
who's  already  mode  it. 
A  green  Martha  Stewart 
(designer  Danny  Seo); 
China's  Donald  Trump 
(Shui  On  Group's  Vincent 
Lo,  among  others). 
Tyra  Banks  was  just  a 
supermodel  on  TV  until 
someone  dubbed  her  "the 
next  Oprah." 
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THE     CHANGING    TALENT    GAME 
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THE  HEAVY 
DUTYOFTHE 
FACTORY  MAN 


U.S.  MANUFACTURING  MAY  SEEM 
LIKE  YESTERYEAR'S  BUSINESS,  BUT 
CATERPILLAR'S  MIKE  BURKE  HAS 
PROSPEREDTHANKSTO  FLEXIBILITY, 
SELF-RELIANCE,ANDTHRIFT 

by  MICHAEL  ARNDT 


TALK  WITH  most  any  smokestack 
employer,  and  he'll  soon  be  grumbling 
about  a  shortage  of  qualified  workers. 
Look  at  workplace  trends,  and  it's  no 
wonder  why.  In  the  past  decade,  one  in 
every  four  manufacturing  jobs  has  sim- 
ply vanished.  The  remaining  jobs  no  lon- 
ger pay  that  well,  either.  Even  with  four 
hours  a  week  of  overtime  pay,  the  aver- 
age factory  hand  grosses  less  per  hour 
today  than  the  average  hourly  employee 
in  the  private  sector.  Who  would  choose 
this  line  of  work? 

But  while  manufacturing  no  longer 
provides  a  steady  lift  into  the  good  life, 
a  person  can  still  do  all  right  as  a  factory 
worker  in  21st  century  America.  It  takes 
the  right  combination  of  skill,  drive,  per- 
sonality, and  luck;  it  takes  someone  like 
Hal  M.  Burke. 

Burke— Mike  to  family  and  co-work- 
ers, after  his  middle  name— joined  Cat- 
erpillar Inc.  on  Oct.  25,  1982,  when  he 
was  24,  as  an  entry-level  assembler  in  the 
company's  then  brand-new  diesel-engine 
plant  in  Lafayette,  Ind.  Today,  he  has 
worked  his  way  up  to  the  second-high- 
est rank  among  hourly  employees  in  the 
nonunion  shop  as  a  quality  speciahst. 
Where  he  once  muscled  blocks  of  cast 
iron,  he  now  starts  his  shift  by  checking 


e-mail  at  his  cubicle  and  then,  as  prob- 
lems pop  up  on  the  line,  speed-walking 
around  his  half  of  the  275-acre  facility 
toting  no  more  than  a  cell  phone,  a  tape 
measure,  a  pen,  and  a  Dell  laptop. 

Built  like  a  lightweight  wrestler  and 
wearing  safety  glasses  that  look  like 
Harry  Potter's,  Burke  punches  the  clock 
each  morning  around  5:30,  arriving  an 
hour  early  to  catch  up  on  any  unresolved 
issues  fi-om  the  night  shift.  But  like  the 
other  five  men  in  his  unit,  he  is  largely 
his  own  boss.  He  talks  to  his  supervisor 
maybe  once  a  week.  His  task  is  to  make 
sure  that  every  3500-series  engine  is 
produced  according  to  specifications.  If 
assembly  diagrams  or  instructions  don't 
match  actual  parts  or  work  flow,  it's  his 
responsibility  to  figure  out  why  and  dip- 
lomatically work  across  departments  to 
make  things  right.  "There  are  days  when 
you  can't  walk  fast  enough,"  he  says. 

Burke,  now  49,  and  his  wife,  Colleen, 
47,  a  part-time  aide  for  elementary  school 
children  with  learning  disabilities,  lead  a 
simple  life.  He  drives  a  2000  Jeep  Chero- 
kee. She  drives  a  2000  Mazda  Miata. 
Lunch  is  microwaved  Campbell's  Chili. 
Dinner  is  two  take-home  chicken  and 
pasta  Caesar  salads  from  Fazoli's.  When 
their  two  grown  sons  were  little,  they 
drove  1,000  miles  to  Walt  Disney  World 
once.  In  2002,  Burke  was  dispatched  to 
help  set  up  diesel  power  generators  in 
Brazil.  He  had  never  been  on  a  commer- 
cial airplane  before.  ; 


THE  COUPLE  is  frugal  by  na- 
ture. "We're  do-it-yourselfers,"  says  Col- 
leen. Adds  Mike:  "I've  always  hated  the 
thought  of  paying  somebody  else  to  do 
things."  So  Mike  pieces  together  PCs 
from  scrounged  parts.  He  also  put  a 
deck  on  the  back  of  their  home.  Even  so, 
they  have  to  watch  their  money.  When 
Burke  first  walked  into  Caterpillar,  he 
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was  paid  $12.85  an  hour.  After  25  years 
and  a  series  of  promotions,  his  wage  rate 
has  over  the  years  doubled,  to  $25.67. 
Adjusted  for  inflation,  however,  their 
$80,000  combined  income  buys  less 
than  it  did  years  before. 

They're  not  complaining,  however. 
They  ov\ti  a  16-year-old  house  wdth  three 
bedrooms  and  iVi  bathrooms  on  a  half- 
acre  on  the  edge  of  towTi,  less  than  a 
15-minute  drive  from  the  plant.  They 
have  an  above-ground  pool  in  the  back- 
yard and  in  the  garage  a  bright  yellow 
speedboat,  which  Colleen  found  on  eBay 
in  June.  Mike  also  has  a  pension  and  a 
401(k)  plan  that  earned  more  in  the  first 
half  of  2007,  thanks  to  his  day-trading, 
than  he'll  make  all  year  at  work.  Except 
for  their  mortgage,  they  have  no  debt.  "I 
feel  as  secure  as  anyone,"  says  Mike.  "I'm 
happy  where  I'm  at." 

The  Burkes  pushed  college  on  their 
sons,  and  Adam  attended  Purdue  Univer- 
sity in  West  Lafayette  for  two  years.  But 
he  quit  to  go  into  active  duty  in  the  U.S. 
National  Guard.  Now  25,  he  reenlisted 
after  a  one-year  tour  in  Afghanistan  and 
is  a  recruiter  in  Indianapolis.  Westin,  22, 
works  the  overnight  shift  at  Caterpillar, 
having  completed  a  two-year  program  in 
car  engine  repair  in  suburban  Chicago. 
Burke  makes  a  point  of  stopping  by  the 
line  to  see  him  at  the  start  of  his  day. 

Burke  can  see  himself  at  Caterpil- 
lar until  he's  old  enough  to  retire.  He 
believes  Westin  could  put  in  a  lifetime 
at  the  plant,  too,  if  he  wants.  But  the 
tentacles  of  the  global  economy  have 
reached  Lafayette.  While  Caterpillar  is 
spending  more  than  $120  million  to  add 
another  engine  line  at  the  plant,  Burke 
is  on  a  team  that  is  helping  the  Peoria 
manufacturer  transfer  production  of  the 
factory's  smallest  and  least  profitable 
engine  to  India  in  2008.  He  says  he  feels 
guilty  about  his  role  in  shipping  work 
overseas.  But  a  job  is  a  job.  ■ 


THFAM 
RAD 


RAY  CAHNMAN  LEFTTHE  CBOT  FLOOR  FORTHE  WORLD  OF  GLOBALLY 
INTERLINKED  ELECTRONIC  MARKETS.  NOWTHE  WORK  NEVER  STOPS 

by  JOSEPH  WEBER 


500,000  US 

MANUFACTURING 
JOBS  WILL 
DISAPPEAR  BY 
2014-1  IN  EVERY 
25  OF  TODAY'S 
WORKERS 


Data:  Labor  Dept. 
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BLAME  IT  on  computers.  Raymond 
Cahnman  works  12  to  16  hours  a  day 
trading  U.S.  government  securities  and 
European  bank  instruments,  along  with 
com,  wheat,  gold,  and  other  metals.  His 
main  play  is  in  dollars  held  by  European 
banks,  the  huge  Eurodollar  market.  He 
is  so  into  his  job  he  even  has  a  computer 
array  rigged  up  that  swings  over  him  in 
bed  so  he  can  check  markets  around  the 
world  in  the  middle  of  the  night.  If  s  not 
unusual  for  Cahnman  to  be  jolted  awake 
in  the  wee  hours  by  a  computer-gener- 
ated alert  so  he  can  drop  a  quick  e-mail  to 
a  colleague  in  Chicago  or  Mumbai.  "It's 
like  watching  a  sporting  event,"  says  the 
62-year-old  futures  trader.  "I  love  to  see 
the  plays  develop." 

Cahnman's  routine  seems  extreme  in 
today's  world.  But  it  may  offer  a  sense 
of  the  ftiture  for  the  networked  global 
worker.  Cahnman's  workweek  starts  at 
5  p.m.  on  Sunday,  when  the  Eurodollar 
market  opens  overseas.  On  weekdays, 
from  7:30  a.m.  to  4:00  p.m.,  he  joins 
other  traders  at  the  Chicago  offices  of 
his  company,  TransMarket  Group.  When 
the  U.S.  markets  are  open,  he  never  takes 
time  for  lunch  and  has  few  bathroom 
breaks.  He  gets  a  litde  dowTitime  wath 
his  wife,  Susan,  and  17-month-old  son, 


Oliver,  over  supper,  but  he's  never  a' 
from  a  cell  phone. 

Cahnman's  life  changed  compla 
with  the  rise  of  globally  interlinked  e 
tronic  markets.  Until  2000,  when' 
"went  upstairs,"  as  the  saying  goes 
trade  by  computer,  Cahnman  shot 
out  a  livelihood  6  V2  hours  a  day  in 
pits  at  the  Chicago  Board  of  Trade 
computers  began  to  turn  the  inv 
ment  world  upside  dovra,  Cahnman 
alized  old  techniques  on  the  floor  v 
doomed.  "I  would  wrrite  a  card  for  e' 
trade,  so  I  could  trade  only  as  fast  ■ 
could  vvrite,"  he  says. 

Now  Cahnman  averages  50,000  tri 
a  day,  or  more  than  10  times  whai 
used  t(J  handle,  and  he  has  been 
proaching  100,000  on  hectic  days.  Wl 
he  once  swapped  contracts  for  one  p: 
uct  in  a  single  Chicago  market,  he 
his  200  traders  do  business  on  both  1 
cago  futures  exchanges— which  rece 
merged— as  well  as  the  NYSE  Euro: 
and  Eurex  exchanges,  plus  bourses  a 
away  as  Sydney  and  Mumbai. 

For  Cahnman,  the  time  lost  trave 
between  his  office  screens  and  his  b 
trading  pod  is  money.  To  shorten  the 
he  uses  a  specially  designed  single-] 
bike,  one  biult  for  speed.  ■ 


I J 


\yf  this  baby  does  zero  to  market  in  record  time, 
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t  Ici  I  years,  new  model  releases  have  increased  by  a  Ihirr J.  How  cio  you  rjel  Ui  tnarkel  fastofV 
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increase  efficiency  and  cul  design  lirrie  f)y  up  lo  ^0%.  From  f-^L.M  soli  ihons  to  manufacturing 
;tices,  we're  helping  ideas  jump  from  sketches  to  showroom  floors.  Wan!  inncjvation  for 
alk  to  ftio  innovator's  innovator.  Call  on  IBM.  To  learn  more,  visi!  ifjm.f;om/ai.j|fjtnolivf> 
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FOR  A  JOB 


A  NEW  GENERATION  OF  EUROPEANS  HAS  BECOME  A  MOBILE  LABOR 
FORCE— ANDTHAT  BODES  WELL  FORTHE  REGION'S  ECONOMY 


EUROPE'S  WORKERS  are  | 

the  move.  During  the  heyday  of 
welfare  state,  many  Europeans  foi 
it  easier  to  collect  unemployment  i  j 
make  do  than  move  to  a  new  job! 
another  city.  Language  and  culti 
differences  were  also  big  obstacles, 
the  past  decade,  however,  the  num  [ 
of  foreign-born  workers  in  Western  1 
rope  has  risen  from  9.3  million  to  m\ 
than  13.2  million.  Even  Western 
ropeans  are  leaving  home,  as  Frer' 
German,  and  British  workers  pick 
stakes  and  join  those  from  Poland,  E 
garia,  and  elsewhere.  j 


NORWA 
BOUND 

Training  in 
Poland  to  w 
on  Norwegi 
construction 


NORWAY 
CALLING 

Employment  agencies  such  as 
Adecco  help  move  eager  workers 
across  cultures 

by  JACK  E WING 


ROMANSOBCZAK,a46 

year-old  Polish  carpenter,  has  a 
one-word  explanation  for  why  he  is 
sitting  in  a  classroom  in  a  rural  corner 
of  his  country  listening  to  a  CD  of 
Norwegian  phrases.  "Money,"  he  says. 
Skilled  workers  like  Sobczak  are  in  big 
demand  in  oil-rich  Norway.  And  Swiss 
employment  agency  Adecco  is  cashing 
in  by  teaching  him  and  his  comrades 
basic  Norwegian  and  putting  them  to 
work  on  Norwegian  construction  sites. 
Adecco  is  building  a  business  around 
Europe's  surprising  labor  mobility.  And 
no  Europeans  are  more  mobile  than  the 


I 


;iF 


Poles,  more  than  300,000  of  whom  a 
working  in  other  European  countries 
In  Szaflary,  a  village  south  of  Krakow. 
Adecco  has  converted  a  tourist  hotel  i 
a  campus  where  welders,  pipe  fitters, 
and  other  craftsmen  get  a  five-week 
crash  course  in  Norwegian  and  basici 
tips  about  coping  in  Norway.  Adecco 
sent  more  than  5,000  Polish  workers 
there  since  2002. 

A  skilled  Norwegian  construction 
worker  earns  at  least  $21  an  hour, 
compared  with  about  $11.50  in  Polar 
[But  beyond  the  money,  Poles  in  the 
Adecco  program  say  they  also  like 
Norway  for  its  friendly  treatment  of 
outsiders.  "Theyre  people  after  myo 
heart,"  says  Andrzej  Wolanski,  a  44 
year-old  joiner-carpenter. 

The  competition  for  spots  at  the  Add 
campus  is  keen.  At  a  former  meatpackill  | 
plant  nearby,  carpenters  ftiriously  worl 
hammer  together  window  frames  undi^jilfgf 
the  critical  gaze  of  an  Adecco  tester  froi 
Norway.  Only  those  who  accurately  foW  * 
architectural  drawings  will  get  in.  One 
in  Norway,  the  carpenters  become  full- 
time  employees  of  Adecco,  with  the  saw 
pay  and  benefits  as  Norwegian  workeK 
Adecco  earns  fees  fi'om  employers  for  f  ^ 
providing  the  workers  and  for  handliiw  «j'f 
payroUa  There's  no  limit  on  how  long^ 
Poles  can  remain  in  Norway,  though  tJl 
average  stay  is  15  months. 

As  Polish  wages  rise,  however,  noti|et( 
quite  as  many  Poles  are  lining  up 
to  compete  for  entry  into  Adecco's 
program  as  a  few  years  ago.  Thaf  s\m  faiiy\ 
the  company  is  casting  a  wider  net,t.i  idleo 
countries  including  Serbia  and  Ukrat 
where  local  wages  are  still  just  a  frac 
of  Norway's.  Many,  no  doubt,  dreanufcibft; 
staying  for  the  long  haul.  Says  MiroS'-  tf. 
Goc,  a  22-year-old  from  Slovakia: 
"Maybe  I  will  find  a  Norwegian  girL 
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JOB  SEEKERS' 
CZECH  POINT 

Former  East  bloc  workers  are 
finding  opportunities  amid  tlie 
republic's  investment  boom 

byGAILEDMONDSON 


IN  THE  CZECH  Republic, 
where  labor  is  tight,  new  factories  are 
recruiting  engineers  and  assembly- 
line  workers  from  Ukraine,  Russia, 
Moldova,  Slovakia,  Bulgaria,  and  other 
former  East  bloc  nations.  Engineer 
Pavel  Shtaferun  is  one  of  them. 

He  had  never  been  outside  Ukraine 
when  he  decided  last  year  to  leave 
his  family  behind  for  a  job  abroad. 
"My  dream  was  to  combine  high-tech 
electronics  development  with  scientific 
research,"  says  the  32-year-old  native 
of  Poltava,  a  city  with  a  population  of 
320,000. 


Lucky  for  him,  Taiwanese 
electronics  subcontractor  Foxconn  was 
short  of  engineers  at  its  fast-grovdng 
European  headquarters  in  the  Czech 
Republic.  Company  recruiters  in  the 
Ukraine  quickly  hired  Shtaferun,  who 
arrived  last  October  at  Foxconn's 
sprawling  campus  in  Pardubice 
without  speaking  a  word  of  Czech. 
He's  now  one  of  a  growing  number  of 
Ukrainian  engineers  at  the  company. 

Shtaferun  is  working  on  improving 
production-line  efficiency  and  hopes 
that  his  lab  will  be  tapped  to  redesign 
any  faulty  components  for  Foxconn 
customers  such  as  Hewlett-Packard, 
IBM,  and  Apple. 

Recently,  Shtaferun's  wife,  Anna 
Velychko,  30,  also  came  on  board 
at  Foxconn  as  a  human  resources 
manager.  In  fact,  nearly  half  of  the 
subcontractor's  5,000  employees  hail 
from  former  East  bloc  countries  and 
elsewhere.  And  that  number  could 
increase  when  Foxconn  inaugurates 
its  second  Czech  plant  this  coming 
January.  More  and  more  Eastern 
Europeans  are  heading  to  Central 
Europe  for  a  good  job.  ■ 


pNTINENTAL 
RIET 

jgow,  tapping  a  vibrant 
itriate  community,  tias  become 
center  hub  for  Europe 

|\ROLMATLACK 


kN-FRANQOIS  CALVET, 

ive  Parisian,  spends  his  days 
tely  fixing  glitches  in  ATMs  at 
banks.  But  after  work  he  drives 
;  to  a  village  in  the  rolling  green 
mds  of  Scotland.  He  is  one  of  nearly 
"oreigners  employed  by  U.S.  tech 
)any  NCR  at  a  center  near  Glasgow 
ndle  customer  calls  from  across 
pe.  "There's  a  nice  quality  of  life 
"  says  Calvet,  32,  who  moved 
ad  because  of  bleak  job  prospects  in 
ce. 

orkers  like  Calvet  are  dislodging 
)f  the  most  stubborn  obstacles  to 


Old  World  economic  growth.  Western 
Europeans  were  long  reluctant  to  work 
outside  their  native  countries,  even 
when  they  couldn't  find  jobs  at  home. 
Now,  a  new  generation  views  their 
world  differently.  Multilingual,  well- 
educated,  and  adventuresome,  today's 
young  Western  European  workers 
are  crossing  borders  to  find  jobs  from 
Glasgow  to  Barcelona. 

Glasgow,  once  an  ailing  industrial 
city,  has  become  a  European  call  center 
hub  for  more  than  50  companies,  from 
local  whisky  distillers  to  global  giants 
such  as  IBM  and  Dell.  Many  of  its 
18,000  call  center  workers  are  from  the 
Continent,  able  to  process  an  insurance 
claim  in  Swedish  or  solve  a  computer 
problem  in  Portuguese. 

Salaries  at  Glasgow's  call  centers 
are  modest,  starting  at  about  $25,000 
a  year.  But  employers  say  it's  not  hard 
to  find  young  foreigners  already  in 
Scotland  to  fill  the  jobs.  Says  Anne  Marie 
Forsyth,  who  heads  a  Glasgow  trade 
association  for  call  center  operators: 
"So  many  more  people  are  on  the  move, 
looking  for  service-sector  jobs  and 
following  the  big  brand  names."  ■ 
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HEALING  SICK  OFFICES  84 
BOOSTING  GRAY  MATTER  &( 
FATIGUE  FIGHTERS  88 
HOME  IS  WHERE  THE  HUB  IS 
BRAVE  NEW  RAT  RACE  94 


INCREASING  CONNECTIVITYWILL 
CHANGE  HOW  AND  WHERE  WE 
LABOR— EVEN  THE  VERY  NOTION 
OF  AN  EMPLOYER 

by  ROBERT  D.HOF 


YOU  HAVE  no  idea  how  you'd  get 
any  work  done  on  business  trips  if  youi 
didn't  have  a  laptop.  You  can't  remem- 
ber quite  how  you  Hved  without  your 
BlackBerry.  Your  cell  phone  might  as 
well  be  surgically  attached  to  your  ear, 
if  s  so  crucial  to  your  job.  Then  there's  the 
Internet.  If  s  hard  to  conceive  of  getting 
through  the  day  without  Google— or,  if 
you're  under  40,  text  messaging  or  even 
joining  Facebook  to  stay  in  touch  with 
your  extended  network  of  colleagues. 
In  just  a  decade  or  less,  technology  sure 
has  done  a  number  on  the  way  you  work, 
hasn't  it? 

Well,  brace  yourself.  Over  the  next 
decade,  the  relentless  march  of  computer 
power  and  Net  connection  speeds  will 
bring  more  profound  changes  to  work 
than  anything  we've  seen  so  far.  Consider 
just  a  few  of  the  breakthroughs  technol- 
ogy visionaries  think  we're  likely  to  see 
in  coming  years.  Picture  Apple's  slick 
iPhone  shrunk  down  to  the  size  of  a  credit 
card.  Then  imagine  it  can  connect  not 
only  to  your  contacts  on  the  latest  social 
network  but  also  to  billions  of  pea-sized 
vidreless  sensors  attached  to  buildings, 
streets,  retail  products,  and  your  co-work- 
ers' and  business  partners'  clothes— all 
sending  data  over  the  Net  to  you. 
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MARGARET  HOOSHMAND 

reports  to  work  virtually 


THE  RESULT:  You'd  have  a  way  to 
track  and  manage  more  than  simply 
static  information.  You'll  also  be  able  to 
track  events  in  the  physical  world,  from 
production  on  a  factory  floor  to  col- 
leagues' whereabouts  to  how  customers 
are  using  products.  All  that  information 
will  be  much  easier  to  view  and  analyze, 
using  hand  and  arm  gestures  to  control 
commands  and  viewing  results  with  spe- 
cial glasses  that  make  it  seem  as  if  you're 
gazing  at  a  life-size  screen.  And  you  will 
be  able  to  produce  detailed  prototypes 
of  your  product  or  design  ideas  via  a  3D 
printer  that  creates  plastic  models  from 
computerized  specs  as  easily  as  a  paper 
printer  spews  out  reports  today. 

The  ultimate  productivity  devic- 
es, right?  No— much  more  than  that. 
Whizzy  new  tools— all  those  and  more 
that  we  can't  yet  picture— will  go  beyond 
simply  making  us  more  efficient  at  what 
we  already  do.  They're  going  to  change 
where  we  work,  how  we  work,  and  even 
the  nature  of  work  itself.  Already  the 
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changes  are  coming  fast  and  furious. 

Just  ask  Virtiial  Margaret.  Margaret 
Hooshmand  worked  as  an  executive  as- 
sistant at  a  Cisco  Systems  office  in  Silicon 
Valley  until  she  decided  to  move  to  Texas. 
But  her  boss,  Senior  Vice-President  Mar- 
thin  De  Beer,  really  wanted  her  to  contin- 
ue working  for  him.  As  it  happened,  Cisco 
also  wanted  to  test  its  so-called  telepres- 
ence systems,  which  feature  life-size,  is-it- 
real-or-is-it-Memorex  videoconferencing. 
So  today,  Hooshmand  sits  in  a  Cisco  office 
in  Richardson,  Tex.,  but  also  appears  on 
a  65-inch  high-definition  plasma  screen 
with  full  stereo  sound  that  sits  precisely 
where  she  did  in  her  old  office,  facing  De 
Beer's.  She  fields  his  calls,  rerouted  via 
Cisco's  phone  system;  arranges  meetings; 
and  even  can  overhear  his  phone  conver- 
sations to  anticipate  his  needs.  "Marthin 
and  I  haven't  missed  a  beat,"  says  Hoosh- 
mand, who  can  see  into  De  Beer's  office 
through  her  own  screen  in  Texas.  As  she 
waves  down  another  San  Jose  (Calif)  col- 
league walking  by,  from  1,600  miles  away, 
it's  hard  not  to  believe  her. 

Even  before  these  $80,000-and-up 
systems  become  standard  office  fare, 
other  new  technologies  will  reshape  the 
workplace.  The  online  virtual  world  Sec- 
ond Life,  where  people  play  using  avatars 


(graphic  representations  of  themselves'' 
is  starting  to  become  a  real  workplao 
at  least  for  a  few  telesales  agents  at : 
800-Flowers.com  Inc.  The  online  flows 
vendor  is  experimenting  with  a  "vi 
tual  greenhouse"  in  Second  Life,  whei 
a  dozen  or  so  workers  log  in  and  interai 
with  Second  Life  residents.  1-800-Floiji 
ers  Chief  Executive  Jim  McCann  pli 
to  use  it  to  get  customers  to  suggest  m 
products— far  more  direct  feedback  thil 
focus  groups  or  surveys,  he  says.  "TK 
line  between  our  customers  and  our  sta 
continues  to  blur." 

It's  an  emerging  dynamic  variouail 
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)bed  mass  collaboration,  peer  produc- 
1,  or  crowdsourcing.  Whatever  the 
ne,  collective  efforts  are  exploding 
ine— from  the  volunteer-written  ref- 
tice  site  Wikipedia  to  Google's  search 
ine,  which  mines  the  billions  of  links 
t  Web  site  owners  make  to  other  sites 
Toduce  its  results.  They  are  producing 
■edible  value,  even  though  they  aren't 
iitionally  considered  "work."  Says 
)mas  W.  Malone,  a  professor  at  the 
sachusetts  Institute  of  Technology's 
m  School  of  Management  and  author 
lie  2004  book  The  Future  of  Work: 
)0gle  and  Wikipedia  are  just  scratch- 
the  surface  of  whole  new  kinds  of 
nomic  organisms." 
Old  whole  new  ways  of  working.  Re- 
chers  at  Stanford  University  noticed 
people  in  online  role-playing  games 
1  as  Star  Wars  Galaxies  spend  count- 
hours  carefuUy  doing  what  looks  like 
)b— not  only  batding  Empire  troops 
also  building  pharmaceutical  manu- 
uring  operations  and  serving  as  med- 
Researchers  tested  the  possibility  of 
ing  players  view  real  medical  scans  in- 
the  game  to  find  signs  of  cancer.  They 
ik  groups  of  gamers  could  do  as  weU  as 
ictual  pathologist.  Says  Stanford  pro- 
of Byron  Reeves,  who  is  co-founder 
eriosity,  a  startup  thaf  s  beginning  to 
game  psychology  in  business  applica- 
s:  "Enterprises  wiU  steal  sensibilities 

I  games  and  virtual  worlds  and  em- 
them  into  business." 

iechies  aim  to  deconstruct  the  machin- 
of  work  even  fiirther  into  its  compo- 
t  parts.  Amazon.com  is  experiment- 
vwth  a  marketplace  it  created  called 
ihanical  Turk.  Companies  parcel  out 

II  pieces  of  jobs  online,  such  as  tran- 
cing podcasts  and  labeling  photos,  to 
Me  around  the  world.  The  workers, 

often  do  it  in  lieu  of  watching  TV 
Doling  around  on  MySpace,  process 
asks  for  a  few  pennies  per  minute  or 
to.  The  work  of  all  these  "Turkers"  is 
sembled  into  finished  products,  often 
in  hours.  In  short,  Amazon  is  creat- 
Ein  on-demand  workforce  for  compa- 
that  can't  afford  to  hire  staff  for  such 
:k  or  ephemeral  jobs. 
thers  aim  to  take  that  concept  even 
ler  into  the  ether.  LiveOps  handles 
lales  calls  for  the  likes  of  kitchen  gad- 
merchant  Ronco  and  pharmaceutical 
rery  service  NationsHealth,  but  has 
i  resemblance  to  a  typical  call  center, 
dghly  automated  system  routes  calls 

me  16,000  home  agents— indepen- 
:  contractors,  not  employees— based 
ow  well  they've  answered  similar  calls 


earlier.  Lisa  Hammond,  a  Wichita  mother 
of  three,  says  she's  pocketing  more  money, 
after  factoring  in  gas  and  chUd-care  costs, 
working  at  home  for  LiveOps  on  her  own 
time  15  to  18  hours  a  week  than  she  did 
working  more  than  fiall-time  as  a  Wal- 
Mait  store  supervisor.  Compared  with 
a  conventional  call  center,  says  LiveOps 
CEO  Maynard  Webb,  "this  is  a  more  vir- 
tual, self-managed  ecosystem." 

In  a  sense,  then,  digital  technology 
vdll  transform  work  into  a  global  sup- 
ply chain  of  talent  to  carry  out  carefully 
programmed  tasks  on  demand.  As  tech- 
nology allows  the  individual  tasks  of 


SULLIVAN 


many  jobs  to  be  done  independently,  the 
traditional  role  of  an  employer  is  dissolv- 
ing. "A  job  is  a  bundle  of  privileges  and 
obligations,"  notes  longtime  technology 
futurist  Paul  Saffb.  "Digital  technology 
has  allowed  us  to  break  up  that  bundle" 
and  reassemble  it  into  "mass-custom- 
ized jobs,"  he  adds,  as  they  fit  our  skills, 
the  work  to  be  done,  and  the  goals  of  the 
companies  we're  working  for. 

All  that  raises  a  fundamental  question 
about  technology's  ultimate  impact  on 
workers.  Will  this  be  a  new  world  of  em- 
powered individuals  encased  in  a  bubble 
of  time-saving  technologies?  Or  will  it  be 
a  brave  new  world  of  virtual  sweatshops, 
where  all  but  a  tech-sawy  few  are  rel- 
egated to  an  always-on  world  in  which 
keystrokes,  contacts,  and  purchases  are 
tracked  and  fed  into  the  faceless  corpo- 
rate maw? 

It's  safe  to  say  we'll  see  some  of 
both.  But  perhaps  we  can  comfort  our- 
selves by  realizing  that,  while  technol- 
ogy will  change  the  nature  of  work, 
it  can't  change  human  nature.  "All 
of  these  technologies,"  says  Charles 
Grantham,  executive  producer  of  the 
research  group  Work  Design  Collabora- 
tive, "aren't  going  to  be  a  substitute  for 
face-to-face  interaction."  M 


gHE'S  44  AND  HAS  BEEN  DIRECTOR  OF 
HUMAN  RESOURCES  AT  GOOGLE  FOR 
SEVENYEARS.INTHATTIMEJHE  COMPANY 
iROSTER  HAS  ROCKETED  FROM  50 
jEMPLOYEESTO  12,000  WORLDWIDE. 


GOOGLE'S  CULTURE  is  more 

serious  and  more  businesslike  than 
people  on  the  outside  may  think.  The 
bress  keeps  talking  about  the  fun 
things,  like  the  gourmet  food.  Those 
jthings  are  on  the  periphery  of  our 
pulture.  But  I'm  not  minimizing  them, 
l^ecause  the/ re  one  of  my  favorite 
jthings  about  working  here— the  way 
we  emphasize  people  and  their  needs 
while  at  work. 

In  our  annual  happiness  survey, 
people  report  that  they  are  proud  they 
work  here.  We  have  the  doctors,  the 
child-care  center,  and  all  these  things, 
and  they're  all  for  a  reason:  People  can 
get  more  productive.  They  can  stay 

iiealthier.  I'm  probably  healthier  because 
have  a  doctor  here.  The  founders  love 
0  go  to  the  doctor,  anyway.  They  play 
jwith  the  defibrillators. 
;    We're  looking  for  people  who  would 
do  some  things  that  would  seem  pretty 
outrageous.  Like  Pajama  Day,  which 
iwe  did  recently  here.  People  always 
ksk  me:  Has  the  culture  changed  since 
you've  been  here?  It's  just  more  of 
[everything. 

I    Recently  the  executives  chartered 
tne  with  going  to  all  the  field  offices  to 
{see  how  we  can  ensure  that  the  culture 
is  out  there,  too.  One  of  the  executives 
^aid:  "Try  to  find  somebody  in  each 
office  where  you  can  give  them  a  big 
budget  to  do  whatever  they  want." 
{Let's  say  it's  $100,000.  The  idea  is  to 
have  them  do  cool  things— if  they  want 
to  buy  foosball  tables,  or  if  they  want 
to  get  pinball  machines,  or  get  some 
inassage  chairs. 

Those  things  may  seem  dorky,  but 
hey  re  not— people  really  love  them, 
t's  super  fun  and  it  builds  a  culture 
here  you  don't  have  to  ask  for 
verything,  you  just  go  ahead  and  do 
hings.  And  ask  for  forgiveness  later  if 
'curscrewoip, 
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EVER  SINCE  cubicles  sprouted  up  in 
office  buildings  40  years  ago,  inhabitants 
have  been  under  assault.  Chemicals  in 
carpet  glue,  cleaning  supplies,  and  print- 
er cartridges  can  cause  headaches,  dizzi- 
ness, lethargy,  rashes,  nausea,  and  respi- 
ratory irritation.  This  could  be  solved  by 
pumping  in  lots  of  fresh  air,  but  the  win- 
dows in  most  modem  office  buildings  are 
sealed  shut.  Then  there's  the  space  allo- 
cation: A  typical  office  worker  gets  about 
40  sq.  ft.— less  than  a  third  as  much  as  in 
the  1970s.  Dozens  of  studies  have  docu- 
mented the  toll  all  this  takes  on  body  and 
mind.  How  are  we  ever  going  to  blossom 
into  globally  networked,  branded  super- 
stars while  trapped  in  shrinking  cubicle 
farms  bathed  in  foul  fumes? 

The  fix  may  be  simpler  than  you  think. 
Healing  sick  offices  is  generally  a  matter 
of  replacing  synthetic  materials  with 
natural  alternatives,  improving  the  flow 
of  fresh  air,  and  letting  some  natural 
light  shine  in.  Healthy  options— includ- 
ing clever  techniques  for  pumping  sun- 
light deep  into  a  building's  recesses— are 
proliferating.  And  while  it's  hard  right 
now  to  know  which  microscopic  evils 
may  be  lurking  in  your  cubicle,  the  next 
decade  will  bring  cheap  consumer  tests 
for  airborne  toxins  and  pathogens.  Sci- 
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FROM  REPLACING  SYNTHETIC 
MATERIALSTOLETTINGTHESUN 
SHINE  IN,  CLEANING  UP  ATOXIC 
WORKPLACE  IS  EASIERTHAN 
YOUTHINK 

by  ADAM  ASTON 


entists  are  also  working  on  newfangled 
materials  to  mix  into  coatings  that  can 
suck  toxins  out  of  the  air. 

But  don't  wait  for  these  magic  develop- 
ments. Managers  who  start  cleaning  and 
brightening  up  their  employees'  workspac- 
es right  away  can  expect  to  be  rewarded 
vWth  lower  costs,  fewer  incidents  of  illness 
and  absenteeism,  higher  productivity,  and 
the  recruitment  of  better-qualified  staff.  A 
2003  study  of  call  centers  found  that  work- 
ers with  window  views  processed  calls  6% 
to  12%  faster,  performed  up  to  25%  better 
on  mental  acuity  tests,  and  reported  fewer 
health  problems  than  their  peers  in  con- 
ventionally lit  spaces. 

Businesses  that  do  right  by  cubicle- 
dwellers  may  also  find  that  they're  doing 
good  for  the  environment.  That  will  bring 
benefits  down  the  road.  Letting  in  more 
natural  light  cuts  a  company's  energy 
consumption,  and  that  matters  to  earth- 
conscious  job  seekers.  In  a  study  by  of- 
fice goods  supplier  Corporate  Express, 
64%  of  workers— from  the  mail  room  to 
the  executive  suite— said  their  decision  to 
work  for  a  company  is  guided  in  part  by  its 
green  practices. 

Here  are  some  of  the  things  that  sap 
health  and  morale  in  the  workspace,  and 
ways  to  make  them  better.  ■ 
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CREATING  A 
HEALTHY  WORK 
ENVIRONMENT 


LIGHTING 

D  PROBLEM  Compared  with 
natural  light,  fluorescent  tubes 
can  drain  productivity. 

FIX  Skylights  from  Ciralight  and 
others  use  mirrors  to  track  the  sun 
and  deliver  more  rays.  Pairing  them  with 
sensors  that  dim  overhead  fixtures  can 
cut  lighting  bills  by  up  to  75%. 

CLEANING  AGENTS 

Q  PROBLEM  A  big  office 
building  may  release  tons  of 
toxic  chemicals  from  cleansers  into  the 
workplace  each  year. 

FIX  Several  companies  are 
rolling  out  new  lines  of  plant- 
based  cleaners  for  carpets,  glass,  and 
other  surfaces. 


CARPETS  &  FABRICS 

H  PROBLEM  Rugs  harbor  molds 
and  fungi,  and  glues  that  anchor 
them  to  the  floor  emit  fumes. 

FIX  To  replace  glue.  Interface 
devised  TacTiles,  hand-sized 
adhesive  squares  that  connect  carpet 
tiles  to  one  another,  but  not  directly  to 
the  floor.  It  also  makes  a  natural  agent 
from  phosphoric  acid  and  coconut  oil  to 
stop  molds. 

FURNITURE 

Q  PROBLEM  Formaldehyde  is  a 
common  ingredient  in  processed 
woods  used  in  office  furniture. 

FIX  Green  desks  and  dividers  from 
Steelcase,  Knoll,  and  others  are 

made  from  sunflower  husks,  wheat  straw, 

and  nontoxic  wood  products. 

ELECTRONICS  j 

Q  PROBLEM  Some  laser  printers 
and  copiers  emit  ozone,  volatile 
organic  compounds,  and  ultrafine  toner 
specks  that  can  damage  lung  tissue. 

FIX  Move  office  equipment 
into  well-ventilated  areas  away      ; 
from  desks.  : 
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tDING  NEURONS  At  the  for 

nes  ot  brain  research,  scientists 
5arning  to  turn  individual 
:ons  on  and  off  at  will,  raising 
'3S  for  quelling  disturbing  events 
3  mind  and  pronnoting  useful 
..  Edv\/ard  Boyden,  professor 
■uroengineeringatMIT, 
colored  light  on  genetically 
neered  brain  cells  in  mice. 
'n  exposed  to  a  fast  pulse  of 
light,  the  neurons  in  the  brain 
;h  on;  a  yellow/ flash  turns 
loff.  Medical  applications 
it  include  treating  Parkinson's 
ors  or  epileptic  fits  by  switching 
vaths  of  diseased  tissue, 
"le  technique  also  could  let 
archers  pinpoint  and  study 
3  sets  of  neurons  that  control 
litive  functions  such  as 
sion-making.The  end  result 
j  be  the  ability  to  identify,  flick 
nd  coordinate  whole  networks 
urons  to  enhance  specific 
litive  skills. 


BRIGHT  IDEA  OR  NOT,  BRAIN 
ENHANCEMENTS  MAY  BECOME  AS 
AVAILABLE— AND  COMPULSORY— 
AS  SOFTWARE  UPDATES 

by  LOUISE  LEE 


THERE'S  A  famous  scene  in  the  sci-fi 
film  The  Matrix  where  the  heroine,  Trin- 
ity, learns  to  fly  a  heHcopter  by  uploading 
instructions  straight  to  her  brain.  Neuro- 
scientists  would  love  to  master  that  trick 
so  they  could  help  patients  suffering 
from  brain  injuries  and  diseases. 

In  fact,  in  animal  experiments,  sci- 
entists are  already  tackling  all  aspects 
of  brain  repair  and  enhancement,  us- 
ing electronic  implants  and  biological 
techniques  to  boost  memory  and  other 
fiinctions.  A  few  labs  have  even  given  hu- 
man test  subjects  the  ability  to  control  a 
computer  cursor  with  their  thoughts. 

There's  no  telling  how  today's  research 
will  change  the  world  of  work  in  10  or 
20  years'  time.  But  once  the  tools  and 
techniques  are  perfected,  there's  little 
question  competitive  individuals  will  get 
swept  up  in  a  race  to  expand  their  brain 
capacity.  As  that  gets  under  way,  it's 
destined  to  overturn  today's  paradigm  of 
cubicled  executives  laboring  on  laptops, 
palm  devices,  and  cell  phones,  besieged 
by  constant  software  updates. 

Perhaps  the  electronically  augmented 
executive  in  2025  will  be  able  to  ab- 
sorb whole  new  fields  of  information 
by  beaming  it,  Matrix-sty\e,  straight  to 
circuits  in  his  modified  cortex.  But  even 


this  scenario  probably  understates  the 
workplace  revolution  that  lies  ahead. 
If  you  think  Wi-Fi,  BlackBerries,  blogs, 
social  networks,  and  Second  Life  are 
changing  the  way  we  work,  wait  until 
you  see  what  enhanced  cognitive  equip- 
ment can  do. 


MEDICAL  SCIENTISTS  today 

spend  litde  time  dreaming  about  en- 
hanced humans.  They're  too  busy  aiding 
the  ill  or  injured,  trjang  to  reverse  the 
ravages  of  Parkinson's  disease  or  strug- 
gling to  help  patients  cope  with  anxiety 
or  depression.  But  where  demand  exists, 
supply  follows.  "Anything  for  therapeutic 
purposes  has  the  potential  to  be  used  for 
the  improvement  of  normal  people,"  says 
Arthur  L.  Caplan,  professor  of  medical 
ethics  at  the  University  of  Pennsylvania. 

This  prospect  raises  some  troublesome 
ethical  issues.  Many  people  are  put  off  by 
the  notion  of  physically  bettering  the 
brain— the  root  of  thought,  personality, 
individuality,  and  human  nature  itself 
And  some  ethicists  question  the  wisdom 
of  handing  new  brain  tools  over  to  so- 
ciety so  that  privileged  individuals  can 
exploit  them  to  get  even  further  ahead  of 
everyone  else. 

Other  scientists  don't  see  the  harm. 
If  the  cost  of  advanced  brain  technolo- 
gies drops  quickly  and  the  surgical  risks 
become  less  dire,  people  may  request 
brain  chips  as  casually  as  they  receive  a 
shot  of  Botox.  And  if  that  enhances  their 
performance,  then  customers  and  clients 
are  bound  to  share  in  the  benefits. "  Don't 
we  want  our  medical  interns  and  pilots 
to  have  optimal  brain  function?"  asks 
James  J.  Hughes,  a  professor  of  health 
policy  at  Trinity  College  in  Hartford, 
Conn.  "Wouldn't  that  be  an  obligation 
of  the  job?"  It's  a  good  question  for 
our  grandchildren  to  ponder,  with  their 
medically  enhanced  minds.  91 
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BUSINESS  IS  WAKING  UPTOTHETOLL  WEARINESSTAKES  ON  JOB 
PERFORMANCE,AND  HELPING  EMPLOYEES  GET  MORE  SHUT-EYE 

byARLENEWEINTRAUB 


WHEN  ARSHAD  Chowdhurywas 
working  as  an  investment  analyst,  he  no- 
ticed a  lot  of  his  colleagues  were  sneaking 
into  bathrooms  to  take  naps.  So  four  years 
ago  he  started  MetroNaps,  a  New  York 
company  that  sells  resting  chairs  called 
EnergyPods  for  $12,485.  These  plush  re- 
cliners  lull  users  to  sleep,  then  gently 
shake  them  awake  after  a  specified  time. 
Procter  &  Gamble  has  ordered  a  couple  of 
EnergyPods,  as  has  Cisco  Systems,  which 
positions  them  as  part  of  a  companywide 
effort  to  "support  employee  well-being," 
according  to  a  spokesperson. 

Some  U.S.  companies  are  waking  up 


HOW  TO 
SLEEP 
ON  THE 
JOB 

New  York-based 
MetroNaps  is 
trying  to  sell 
companies  on 
the  merits  of 
midday  naps  in 
an  EnergyPod. 


to  the  benefits  of  keeping  workers  alert. 
It  started  in  industries  such  as  aviation, 
trucking,  and  hospitals,  where  avoiding 
careless  mistakes  is  a  matter  of  life  and 
death.  Now,  as  news  spreads  about  the 
toll  fatigue  takes  on  job  performance, 
other  industries  are  climbing  aboard, 
teaching  workers  how  to  sleep  better  at 
night,  shortening  work  shifts,  and  setting 
up  napping  rooms  in  corporate  offices. 

While  the  trend  may  %  in  the  face  of 
America's  hyperactive  work  ethic,  there's 
a  growing  body  of  evidence  that  naps 
help.  At  Bombardier  Aerospace,  a  leading 
maker  of  small  aircraft  such  as  the  Lear- 


jet,  internal  research  shows  pilots  wl 
employed  strategies  to  fight  off  drows 
ness  performed  better  than  fatigued  p 
lots  on  cockpit  tasks  such  as  respondir 
to  radio  calls.  Tired  pilots  sometimes  fi 
into  "microsleeps"— zoning  out  for  a  fe 
seconds,  unaware,  and  thus  reacting 
events  more  slowly.  "Your  brain  shu 
off,  and  you  can't  control  it,"  says  Robe 
W.  Agostino,  director  of  flight  operatioi 
for  Bombardier's  business  aircraft  unit 

How  does  this  translate  to  desk  job 
Just  as  a  drowsy  pilot  is  more  likely 
miss  a  radio  call,  a  stock  trader  who! 
eyelids  are  drooping  may  have  troun 
pouncing  on  as  many  transactions 
usual.  "People  think  they're  fine.  They* 
not,"   says  Dr.  Mark  Rosekind,  pre; 
dent  of  Alertness  Solutions,  a  Cupertii 
(Calif.)  consulting  company  that  trai  ! 
executives  in  simple  techniques  for  iiij 
proving  alertness  at  work.  .  1 

Among  Rosekind's  tips:  get  more  sn  ' 
tegic  about  how  you  consume  coflft 
You'll  get  the  maximum  mental  boc 
if  you  drink  a  cup  one  half  hour  befc 
an  important  meeting  or  other  bu 
ness  event.  Sitting  in  a  brightiy  lit  roo 
for  just  15  minutes  helps,  too,  as  d( 
exercise.  And  nap,  of  course.  You  w( 
necessarily  lose  if  you  snooze.  ■ 


NAPPERS 

ARE  soothed  by' 
meditation  music 
in  noise-canceling 
headphones. 


A  SOUND- 
PROOFED, dom 

top  provides  privcc 
Colleagues  will  ne'u°' 
see  you  drool  or  hr"- 

you  snore  ' 

.tomm 

life 


i&HE- 


THE  CHAIR 

reclines  to  the  ideal 
napping  pose, 
positioning  the  legs 
at  the  same  level 
as  the  heart. 
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A/HERE  THE 
MRPORT  IS 


'AEROTROPOLIS' HAS  FORMED 
3UNDTHE  RUNWAYS  OF  DALLAS/ 
RTWORTHAS  EXECUTIVES  SEE 
E  BENEFITS  OF  LIFE  NEAR  A  HUB 

JANETTE  BYRNES 


FEW    years  ago,  a  professor  at 

University  of  North  Carolina  at 
ipel  Hill,  John  D.  Kasarda,  began 
vrite  and  lecture  about  something 
ed  the  aerotropolis.  An  airport  city, 
iplete  with  residences,  entertain- 
it,  and  offices,  it  reflected  the  idea 
:  populations  would  cluster  around 

century's  key  transportation  hub, 
hey  once  did  on  the  banks  of  ship- 
5  ports  (New  York)  and  at  railroad 
isings  (Atlanta).  In  this  world,  the 
lort  becomes  the  nexus  of  a  new  kind 
ommunity,  but  also  of  a  new  kind  of 
k.  Knowledge  workers  hop  "nerd 
s,"  as  direct  flights  between  technol- 
centers  are  dubbed,  laptop  in  hand, 
cutives  exhausted  from  frequent  tfy- 
plop  down  $1  million-plus    to  live 

house  10  minutes  from  the  runway. 
bal  headquarters  of  all  sorts  of  busi- 
ses  set  up  shop  down  the  road,  their 
F  of  road  warriors  ready  for  battle  at 
oment's  notice. 

'it  sounds  futuristic,  let  us  welcome 
to  Dallas/Fort  Worth  airport.  Larger 
1  the  island  of  Manhattan,  with  60 
ion  passengers  per  year,  DFW  is  one 
le  busiest  airports  in  the  world.  But 
s  $619  million  in  annual  revenue,  the 
ority,  65%,  comes  from  sources  other 


FLYING  OFFICE  JimTam  says  he 
does  his"best  thinking  on  on  airplane" 


than  airlines.  Land  leases,  commercial 
development,  t\vo  upscale  hotels,  natural 
gas  rigs,  and  even  a  pair  of  18-hole  golf 
courses  are  among  the  ways  DFW  earns 
money  from  its  18,000  acres. 

A  DFW-fueled  boom  extends  well  be- 
yond the  airport  borders.  This  chunk  of 
north  Texas,  largely  agricultural  when 
the  cities  of  Dallas  and  Fort  Worth 


decided  to  build  a  common  airport  sd 
years  ago,  is  now  the  fastest-growing 
area  in  the  state.  The  headquarters  of 
24  of  the  country's  largest  companies 
are  located  in  the  "DFW  Metroplex" 
area,  a  region  including  both  cities.  Bed- 
room communities  like  Southlake  and 
Colleyville,  each  10  minutes  from  the 
airport,  were  mere  hamlets  when  DFW 
opened  its  gates  in  1974.  Today,  they 
are  enclaves  for  corporate  transfers  and 
their  families,  with  prices  for  palatial 
homes  easily  reaching  into  the  millions. 
"The  airport  is  really  responsible  for  the 
creation  of  this  whole  area,"  says  Cindy 
Ruppert,  a  Realtor  at  Ebby  Halliday 
Realtors  in  Southlake.  In  all,  the  airport 
pumps  more  than  $14  billion  each  year 
into  the  local  economy. 


SMART  PLANNING  by  airport 
authorities  set  the  stage,  but  a  broad 
shift  in  how  we  work  and  compete  fuels 
the  airport's  torrid  growth.  Knowledge 
workers— consultants,  IT  experts,  ac- 
countants, top  management— all  trav- 
el more  and  travel  farther.  Speed  and 
global  reach  are  the  way  many  competi- 
tors try  to  distinguish  themselves  today. 
That  has  made  airports  more  integral 
than  ever  to  the  business  models  of  a 
host  of  service  and  manufacturing  in- 
dustries. The  highest-value  products— 
2%  of  world  trade  by  weight  but  40% 
by  value— move  by  air.  Kasarda  predicts 
that  global  air  cargo  traffic  will  triple 
over  the  next  20  years,  and  that  com- 
mercial passenger  travel  will  increase 
from  4.4  billion  trips  in  2006  to  8.2  bil- 
lion by  2020.  "The  airplane  is  the  physi- 
cal Internet,"  he  says.  "It  enables  the 
real  connectivity.  We're  talking  about 
what  enables  the  world  to  be  flat." 

The  fact  that  virtual  connections  still 
need  to  be  balanced  with  face-to-face 
contact  places  the  airport  squarely  in 
the  path  of  modern  urbanism.  Consider 
the  experience  of  Sage  Software  Inc.,  a 
$1  billion  company  which  sells  software 
to  help  businesses  run  better.  It  has  30 
locations  throughout  the  U.S.,  the  result 
of  a  nine-year  acquisition  spree,  but 
no  headquarters.  So  its  eight-member 
executive  team,  scattered  from  Tampa, 
Fla.,  to  Irvine,  Calif,  fly  once  a  month  to 
Dallas.  There  they  check  into  the  Grand 
Hyatt  DFW  in  terminal  D  for  two  days  of 
meetings.  Everyone  can  get  there  for  a  1 
p.m.  start,  work  until  6  p.m.,  get  dinner 
together,  and  then  work  all  day  the  next 
day  until  5  p.m.,  when  they  run  for  the 
next  flight  home.  It's  a  schedule  that  has 

August  20  &  27,  2007  I  BusinessWeek  I  89 


forced  managers  to  be  more  produc- 
tive and  focused  on  the  key  issues  for 
the  business.  It  also  helps  them  hold 
on  to  good  people.  Companies  making 
an  acquisition  traditionally  consolidate 
operations,  and  then  see  much  of  their 
new  talent  leave  rather  than  relocate. 
In  contrast,  Sage  CEO  Ron  Verni,  w^ho's 
based  out  of  a  home  office  in  Atlanta, 
leaves  his  new  colleagues  where  they 
are.  That's  kept  retention  high  in  the 
more  than  20  deals  he's  inked  in  the 
past  four  years.  "Business  is  no  longer 
about  location,  it's  about  talent,"  he 
says.  "If  you  want  the  right  people,  you 
have  to  be  flexible."  i 


IN  SUCH  a  high-travel  business 
environment,  proximity  to  the  airport 
has  become  a  good  thing,  turning  on 
its  head  traditional  biases  against  the 
noise,  pollution,  and  traffic  airports  pro- 
duce. In  Southlake,  the  retail  corridor 
is  under  the  noisiest  flight  path,  with 
homes  built  under  the  quieter  landing 
routes.  That's  where  Ronald  E.  Peddi- 
cord,  senior  vice-president  for  develop- 
ment at  Oxford  Properties  Group  Inc., 
and  his  wife,  Jill,  an  executive  coach 
with  Adam  Taylor  LTD,  settled  last  Au- 
gust when  they  decided  to  move  their 
family  back  to  the  U.S.  from  Toronto. 
The  couple  searched  by  school  district, 
climate,  and  value  for  their  housing 
dollar.  But  they  also  spent  time  scour- 
ing each  neighborhood's  distance  to  the 
nearest  airport,  that  airport's  on-time 
statistics,  its  number  of  direct  flights, 
and  where  they  landed.  Cincinnati,  At- 
lanta, and  Charlotte,  N.C.,  were  all  in  the 
running,  but  DFW  won  out. 

One  reason  for  their  big  interest  in 
the  airport:  Peddicord  still  works  in 
Canada.  On  Thursdays  at  3:35  he  hops 
American  Airlines  flight  1203  out  of 
Toronto,  arriving  at  6,  just  in  time  Ifl 


LIVE  IN  TEXAS, 
WORK  IN 
TORONTO- 
IT'S  NOT  WEIRD 
ANYMORE" 


WELCOME 
TO  DFW 

Larger  in  area  than  Manhattan, 
with  60  million  annual 
passengers,  the  airport  pumps 
$14  billion  a  year  into  the 
local  economy. 


* 


HITTING  THE  I — 

UNKSWantto 
spendtime  on  the 
rolling  greens  of  the 
golf  course?  Head 
on  over  to  the  airport, 
where  there  are  two 
18-hole  golf  courses 
on  the  property. 
Some  overseas 
airports  now  feature 
wedding  chapels  and 
art  galleries,  too. 
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\  A  BOOMING 

market  for  upper- 
middle-class  homes 
has  sprung  up  just 
al0-tol5-minute 
drive  from  the  airport. 
Atthe  high  end, 
palatial  homes  in 
Westicke  have  hit 
the  market  at  prices 
north  of  $7  million. 


>BUST 
■VENUES  Of 

W's  $61 9  million 
annual  revenue, 
!  majority— some 
%— comes 
pn  sources  other 
in  airlines.  Land 
ses,  commercial 
/elopment,  upscale 
els,  and  natural 
rigs  all  contribute. 


STRAIGHT  TO 

THE  GATEThe 
Grand  Hyatt  hotel  is 
right  smack  in  DFW's 
Terminal  D.  Just  go 
through  security  and 
head  to  your  gate. 


CORPORATE 

CAMPUS  On-site 
w/arehouses  include 
oneforAmazon.com 
that  runs  to  1 2  acres. 
A  nev\/ industrial  park 
has  filled  up  some 
three  years  earlier 
than  expected. 
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coach  his  son's  basketball  team.  Sunday 
afternoons,  when  his  kids  are  burrow- 
ing into  their  homework,  he's  back  at 
DFW  boarding  the  last  plane  to  Toronto, 
about  to  spend  four  nights  in  a  rented 
condo.  Peddicord  knows  by  sight  a  core 
group  of  10  to  15  people  making  the 
same  trip  every  week.  "You  would  think 
that  the  fact  that  I  live  in  Dallas  and 
work  in  Toronto  would  be  big  cocktail 
conversation,"  says  Peddicord.  "In  Dal- 
las, not  so  much.  One  dad  on  my  son's 
team  works  for  a  company  based  in 
Massachusetts  and  spends  most  of  his 
week  in  France.  It's  not  normal,  but  if  s 
not  weird  anymore."  That's  thanks  to 
his  "CrackBerry,"  call  forwarding  to  his 
cell  phone,  and  a  USB  flash  drive  he  un- 
plugs to  take  work  between  offices.  The 
first  thing  he  does  when  he  gets  a  new 
BlackBerry:  remove  the  "Sent  from  my 
BlackBerry"  message  on  the  bottom.  "I 
want  my  staff  thinking  I'm  upstairs  on 
my  Outlook,"  he  laughs. 

Aerotropolitans  argue  that  their  trav- 
el-intensive schedules  make  them  better 
business  people.  "I  do  my  best  thinking 
on  an  airplane,"  says  Jim  Tam,  a  region- 
al vice-president  at  Kastle  Systems  Inc., 
a  manufacturer  of  building  security  de- 
vices. Tam,  who  also  lives  in  Southlake, 
spends  three  days  a  week  in  Houston 
and  the  other  two  in  Dallas,  commuting 
between  the  two  via  Southwest  Airlines, 
out  of  Dallas  Love  Field.  He  also  flies 
to  New  York  and  California  frequently 
from  DFW.  For  years,  Tam  commuted 
by  bus  and  subway  from  Ft.  Lee,  N.J.,  to 
Manhattan,  where  he  worked  for  Citi- 
group. Straphanging  allowed  for  little 
more  than  revievidng  e-mails.  But  the 
flights  he  takes  now  provide  hours  of 
dedicated  time  to  think  or  do  reading  he 
can't  get  to  during  the  week. 

Setting  up  shop  near  a  well-run  air- 
port has  become  a  key  consideration  for 
relocating  companies  as  well.  Engineer- 


TAKING  OFF:  The  growth  of 
the  oerotropolis 
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•Includes  worldwide  revenue  on  items  such  as  commercial  develop- 
ment, land  leoses,  end  hotels 

Dote:  Airports  Council  Internotionol,  Univefsityol  North  Corolino 
Kenon-Flogler  Business  School 
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ing  giant  Fluor  Corp.  had  deep  roots  in 
Southern  California,  but  two  years  ago 
the  company  decided  to  move  its  top 
200  executives  closer  to  East  Coast  cus- 
tomers such  as  the  U.S.  government  in 
Washington.  They  considered  D.C.  and 
other  cities  but  ended  up  on  Las  Colinas 
Blvd.,  just  east  of  DFW.  Executives,  who 
take  4  to  10  trips  per  month,  can  get  to 
the  airport  in  10  minutes.  Once  there, 
they  can  fly  nonstop  around  the  world, 
including  direct  flights  to  Latin  America, 
Asia,  and  Europe.  California  and  Wash- 
ington can  be  done  in  a  day  trip. 

John  L.  Hopkins,  head  of  the  Fluor 
Government  Group,  spends  80%  of  his 
time  on  the  road,  much  of  it  lately  in 
Britain  and  Russia.  With  almost  all  of 
Fluor's  contracts  coming  from  repeat 
customers,  he  argues,  senior  manage- 
ment has  to  be  on-site  a  lot. 


MANY  U.S.  airports  don't  have 
nearly  as  much  free  land  and  couldn't 
imagine  the  scale  of  development  at 
Dallas/Fort  Worth.  Around  the  world, 
however,  the  idea  of  the  aerotropolis 
seems  to  be  on  the  ascent.  At  Amster- 
dam's Schiphol  Airport,  behind  passport 
control,  you  can  find  a  branch  of  the 
Rijksmuseum  Amsterdam,  which  makes 
it  the  first  airport  with  a  museum  in 
its  terminal.  Frankfurt  Airport  offers 
shopping  in  the  baggage  area,  and  28 
conference  rooms  complete  with  transla- 
tors, laptops,  and  catering.  (Spaetzle  and 
Chinese  prawois  with  salsa  dip  are  on  the 
menu.)  Asia  has  embraced  the  concept 
most  forcefiilly,  building  from  scratch 
airport  cities  in  Bangkok,  Kuala  Lumpur, 
Seoul,  Beijing,  and  elsewhere.  Singapore 
Changi  International  has  cinemas,  sau- 
nas, and  even  a  swimming  pool.  "Every- 
thing that  used  to  be  in  the  downtown  is 
now  there,"  marvels  Kasarda.  Including 
the  business  people.  ■  . 


PBHU. 
SPENCER 

AT  46,  HE  WORKS  ON  AN  OIL  RIG  FOR 
SEADRILIA  CONTRACTOR  FOR  SHELL  ir 
BRUNEI.  HE  LIVES  IN  BRITAIN  WITH  HIS 
WIFEANDTWO  DAUGHTERS,AND  WORKS 
IfOUR-WEEK  STINTS. 


II  STARTED  working  in  1984  in 
the  North  Sea.  I  was  [in]  the  lowest 
position,  like  a  general  laborer,  mostly 
ipainting  and  cleaning.  I've  done  every 
position  in  the  drilling  trade.  I  have 
been  senior  tool  pusher  [working  in 
Brunei]  since  2004.  We  don't  have  a 
safety  officer  on  my  rig,  so  I  deal  with 
all  safety  issues  as  well.  That  is  the  No. 
priority  these  days.  I  get  up  at  5  in  the 
morning.  If  it  has  been  a  good  day,  I  gf 
to  my  room  at  8  or  9  p.m.  I  am  on  call 
Ifor  any  problems  at  night. 
I    We  are  right  in  the  forefront  of 
[technology  for  Shell.  Everything  is  mo 
jelectronic  now.  I  had  never  heard  of 
^er-optic  cables  when  I  started— just 
dials,  no  digital  readouts,  no  computei 
jsystems.  Now  if  s  all  computerized. 
[What  the  guys  have  on  the  rig  floor  is 
transmitted  to  the  office  [on  the  rig] 
and  to  town  [onshore].  There  are  a  lot 
more  people  watching  what  the  driller 
is  doing. 

Another  thing  that  has  changed  is 
[the  way  they  treat  people.  In  the  old 
days  they  used  to  scream  and  shout. 
If  they  saw  anyone  in  the  gym,  they 
Would  say:  "If  you  have  the  energy  to 
^o  to  the  gym,  you  aren't  working  han 
jenough."  Today's  attitude  is  one  of  mc 
j-espect  for  each  other.  There  was  also 
a  lack  of  information,  almost  secrecy, 
jfrom  management.  My  style  is  to  shar  ' 
information. 

What  worries  [me]  is  the  120  or 
so  rigs  coming  out  between  now  and 
2010.  Where  are  they  getting  people 
to  man  these  rigs?  Health  and  safety 
may  suffer  as  a  consequence.  But  in  1 
years  there  will  be  more  automation, 
lot  of  rigs  have  that.  I  like  working  foi 
weeks  on  and  four  weeks  off  because 
gives  you  time  to  get  into  the  job.  Anc 
J)ay  took  a  great  upturn  in  the  past  12 
bionths.  That's  because  of  the  shortaj 
bfpeople. 


Why  a  Certified 
Pre-Owned  BMW 
is  better  than^^ — 
a  brand  nevflT 
compromise. 
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=  Certified  Pre-Owned 

SBBi^BBBB^  by  BMW  M^BMMaBa 


Certified  by  BMW 
trained  technicians 

Backed  by  BMW 
for  up  to  6  years 
or  100,000  miles* 

BMW  Roadside 
Assistance* 

BMW  Financial  Services 
leasing  and  financing 


There  is  greatness  and  there  is  newness.  Which  would  you  choose?  If  you  choose  the  legendary 
performance  of  a  BMW  over,  well,  the  fleeting  newness  of  some  other  car,  drive  a  Certified  Pre-Owned 
BMW.  The  price  has  been  engineered  down  to  size,  but  the  thrill  of  the  Ultimate  Driving  Machine 
is  intact.  Experience  the  excitement  that  lives  in  every  pari  and  piece  of  a  BMW,  but  seems  absent  in 
an  ordinary  car.  Drive  with  your  heart.  Buy  with  your  head. 


Certified  Pre-Owned 
BMW 


o 


The  Ultimate 
Driving  Machine* 


'Protection  Plan  provides  coverage  for  two  years  or  50,000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-ye5r/50, 000-mile  BIVIW  New  Vehicle  Limited  Warranty  'Roadside 
1  Assistance  provides  coverage  fortwo  years  (unlimited  miles)  from  the  date  of  the  expiration  of  the  4-year/unlimited-miles  New  Vehicle  Roadside  Assistance  Plan.  See  participating  BlvlW  center  for  details 
I  and  vehicle  availability.  For  more  information,  call  1-800-334-4BMW  or  visit  bmwusa.com.  ©2007  BMW  of  North  America,  LLC.  The  BMW  name  and  logo  are  registered  trademarks. 
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HOWTHE  WORLD 
OFTOMORROW 
LOOKEDTHROUGH 
YESTERDAY'S  LENS. 

by  ELIZABETH  WOYKE 


Think  "fuTure"  and^wk? 

and  iconic  images  spring  to  mind:  the 
belching,  subterranean  M-Machine  in 
Fritz  Lang's  1927  film  Metropolis  (right), 
the  disaffected  laborers  in  George  Or- 
well's 1984  (1949).  Popular  culture  has 
always  offered  up  depictions  of  what  lies 
in  store  for  us  tomorrow— visions  both 
Utopian  and  dystopian,  earnest  and  arch, 
eerily  prescient  and  hilariously  off-base. 
Here— from  movies,  media,  and  World's 
Fairs— is  a  sampling  of  some  of  the  ways 
we  used  to  think  about  the  fiiture  of 
work.  ! 


RAT  RACE 


▼  1930s  Charlie  Chaplin's  Modern 
rimes  (1 936)  satirized  Fordism  and  the 
Cult  of  efficiency.  At  the  1939  World's 

Fair,  American  optimism  found  a  good  fit 
in  the  streamlined,  labor-saving  World  of 
Tomorrow,  where  such  techno  wonders  a:: 
\M's  electric  typewriters  drew  admiring 
crowds 
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1910 
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1927 


1936   1939 


liT91"0s-20s'€elestial  splendor  for 
the  brains,  a  Bosch-like  hell  tor  the  brawn. 
Seething  in  the  bowels  of  2 1 00  London  in 
H.GWells'The  Sleeper  Awal<es  (1910), 
mobs  of  laborers  are  barely  held  in  check 
by  a  priesthood  of  technocrats.  In  RUR 
(1 921 ),  Czech  playwright  Karel  Capek 
has  his  Robots,  designed  for  docility, 
overthrow  their  human  taskmasters. 
Using  elements  from  both,  and  borrowing 
from  the  grandiose  skyscrapers  of  1 920s 
architectural  artist  Hugh  Ferriss,  Lang 
constructed  his  Metropolis. 


I^T950s 

A  Business  Week 

special  report 

from  1 953  on 

"Tomorrow's 

Management" 

weighed  in  on 

automation 

(predicting  bigger 

plants  with  "a 

dozen  or  so 

workers  a  shift"  by  1 980)— at  a  time  wh 

many  feared  machines  would  put  the 

masses  out  of  work. 
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akT960s  Two  views  oftReTunch- "  ^ 
Card  Jungle.  In  the  1 964  Twilight  Zone 
episode, "The  Brain  Center  at  Whipple's," 
an  automation-nnad  factory  owner  purges 
his  worl<  force,  exulting,"No  more  coffee 
breaks,  no  more  sicl<  leave,  no  more  petty 
inconveniences  like  maternity" — until 
he  gets  his  own  pink  slip.  Over  at 
Spacely  Sprockets,  George  Jetson  (The 
Jetsons,  1 962-63)  enjoys  the  perks  of 
a  computerized  office:  A  nine-hour  work 
week  and  limited  duties  (mostly  pushing  a 
single  button).. 


^  1980s  In  Brazil  (1985), the  workplace! 
lis  a  paranoid  superbureaucracy.The 
satire,  directed  by  Monty  Python's  Terry 
Gilliam,  features  a  future  office  filled  with 
inept  bosses,  interchangeable  workers 
iin  identical  gray  suits,  and  propaganda 
posters  ("Suspicion  Breeds  Confidence"). 
At  the  Ministry  of  Information,  generically 
named  departments  ("information 
retrieval")  generate  reams  of  pink  and 
blue  forms,  which  are  duly  filed  by  the 
worker  droaes..^_ 


1985 

A 1 990s  At  Gattaca  Aerospace  Corp. 
(Gattaca,  1 997),  in  the  "not-too-distant 
future,"  job  interviews  are  nothing  more 
than  urine  tests  that  identify  genetically 
superior  humans  among  the  regular  joes. 
Typical  workdays  for  those  who  make  the 
cut:  space  missions  to  places  such  as  Titan, 
the  largest  moon  of  Saturn,  and  mandatory 
exercise  sessions  at  the  sleek  office 
complex  with  fellow  elites. 
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Diversity  in  Business 

Relevance  for  African  American  Business 
Professionals  -  Now  and  in  2025 


Re 


kelevance  is  a  significant  word  to  Barbara  L  Thomas,  National  Black  MBA  Association  (NBMBAA) 
president  and  CEO.  To  her,  relevance  is  staying  current,  creative,  and  credible.  It's  also  the  association's 
September  conference  theme  and  has  been  integral  to  her  career  and  involvement  with  the  association. 

Thomas  joined  the  NBMBAA  in  1994  to  gain  more  professional 
development  and  networking  skills  than  she  could  from  the  corporate 
world  -  and  she  did.  By  1995  she  was  the  Boston  chapter's  president. 
Six  years  later  she  was  the  national  association's  CFO,  and  a  year  lat- 
er its  president  and  CEO.  "I  was  ready  for  that  role,"  she  recalls.  As  a 
financial  turnaround  specialist  she  could  increase  the  NBMBAA's 
financial  reach.  Having  honed  her  leadership  skills  within  the 
association,  she  was  relevant. 

Relevance  is  critical  to  African  American  business  professionals. 
"Yesterday's  predictions  are  today's  realities.  Last  year's  threats  are 
today's  competitors.  Are  you  prepared  to  stay  ahead  of  them?"  asks 
Thomas,  citing  the  global  and  highly  technical  direction  of  today's 
corporations.  "Learn  another  language  and  culture,"  she  advises. 
"Clearly  technology  leads  the  way  in  business  so  you  must  be 
technically  savvy  to  play  in  the  field.  You  must  expand  your  horizons 
to  be  relevant  to  a  company  or  your  business." 

The  NBMBAA  is  doing  just  that  by  focusing  on  the  impact  African  Americans  will  have  on  2025's  business 
environment.  To  make  their  influence  a  powerful  one,  the  NBMBAA  is  planting  seeds  with  programs  to 
help  academically  challenged  high  school  students  with  potential.  They  are  also  developing  future 
"thrivals,"  a  term  created  by  Nat  Irvin  II,  Ph.D.,  Executive  Professor,  Future  Studies  Assistant  Dean,  MBA 
Student  Development,  Babcock  Graduate  School  of  Management,  Wake  Forest  University  in  Winston- 
Salem,  N.C.,  and  frequent  speaker  at  NBMBAA  meetings  and  conferences. 

According  to  Irvin,  thrivals  shape  the  future.  The  future  does  not  shape  them.  Thomas  urges  African 
American  business  professionals  to  prepare  themselves  and  their  businesses  for  a  changed  national 
landscape.  "Thrivals  have  ability  and  courage  and  don't  just  take  what  is  given  to  them.  This  is  where 
successful  African  American  business  people  will  come  from,"  she  predicts.  "Remain  relevant  no  matter 
what  business  you're  in.  Equip  yourself  to  achieve  your  goals  and  objectives.  Create  the  box,  don't  just 
take  what's  already  in  it." 


I 


NBMBAA  Annual  Conference  &  Exposition 

The  National  Black  MBA  Association  will  hold  its  29th  Annual  Conference  &  Exposition  September  11 
through  16, 2007,  in  Orlando,  Florida.  The  theme  of  this  year's  conference  is  Relevance:  Staying  Current, 
Creative  and  Credible.  More  than  400  corporate  sponsors  and  11,000  attendees  are  expected.  To  get 
more  information  about  this  year's  NBMBAA  Conference  go  to  www.nbmbaa.org  or  call  312-236-2622. 
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"In  my  organization  there  is  respect  for  every  individual. 

Whatever  we  accomplish  is  due  to  the  combined  effort. 

I  feel  there  is  no  door  which,  with  the  kind  of  talent  we  have, 

could  not  be  opened,  and  we  hope  we  can  continue 

to  unlock  these  barriers. .."  —  Walt  Disney 

Walt  Disney  recognized  that  success  could  only 
be  achieved  by  continuing  to  identify,  develop  and 
maximize  the  potential  of  The  Walt  Disney  Studios' 
most  precious  resource:  People.  One  of  these  remarkable 
people  is  Colette  Moore,  Vice  President  of  Worldwide 
Business  Development,  Partnerships  and  Strategy. 
Colette  Moore's  accomplishments  and  career 
advancement  are  a  testimony  to  not  only  her  own 
unique  gifts,  but  also  Disney's  ongoing  commitment  to 
Diversity.  As  an  African-American,  a  woman  and 
a  formidable  leader  in  an  ever-changing  and  highly 
competitive  global  marketplace,  Moore  embodies  The 
Walt  Disney  Studios'  Diversity  Mission  Statement: 
"To  Create  An  Inclusive  Environment  That  Is  Open 
To  All  Perspectives,  Allowing  Us  To  Tell  Compelling 
Stories  In  Film,  Animation,  And  Music  That  Visually 
And  Emotionally  Reflect  Our  Audience  Worldwide." 

The  Walt  Disney  Studios  maintains  that  the  only 
existing  boundaries  are  those  of  talent,  ambition, 
imagination  and  innovation.  Thirteen  years  ago,  after 
getting  her  MBA,  Colette  Moore 
switched  gears  from  engineering, 
aerospace  and  consumer  goods  to 
pursue  her  passion  for  entertainment. 
Starting  her  career  with  Home 
Entertainment  in  Brand  Manage- 
ment for  live-action  home  video  rental 
marketing,  she  advanced  quickly 
and  was  recognized  for  her  strategic 
vision  and  business  acumen.  With 
the  advent  of  DVD  and  a  corporate 
reorganization,  Moore  was  named 
Director  of  the  Miramax  brand  across 
all  business  categories  -  including 
a  burgeoning  sell-through  market 
-  which  entailed  extensive  P  8c  L 
responsibility.  In  keeping  with  aggressive  growth  in 
across-the-board  Disney  branding,  Moore  had  the 
opportunity  to  facihtate  the  collaboration  of  synergy 


'It's  a  very  hard-driving  cultun 

hut  because  were  a  creative 
organization,  I  think  different 

idem  are  embraced. 
We  need  to  make  sure  thai. 

as  paptdations  change. 

■we're  speaking  to  consumers 

appropriatelx,  Becauseyoii 

can  'tjust  Si'll  to  people:  yon 

bave/a  embrace  eoiiininiiities. " 

-^  Colette  Moore 


and  promotions  with  all  of  The  Walt  Disney  Company's 
divisions  including  Theatrical,  Parks,  Disney  Channel, 
Disney  Records,  etc.,  which  offered 
extraordinary  insight  on  the  entire 
Disney  operation.  Moore  brings 
unparalleled  experience,  inspiration, 
leadership  and  out-of-the-box  think- 
ing to  the  table  on  a  global  scale,  with 
particular  focus  on  such  innovations  as 
the  development  and  implementation 
of  Disney's  "FastPlay"  DVD  viewing 
mode,  devising  strategies  for  combat- 
ing the  industry-wide  problem  of 
piracy,  and  particularly,  blazing  a  trail 
in  the  area  of  Blu-ray^"^  technology. 

By  nurturing  a  corporate 
culture  grounded  in  respect  for,  and 
celebration  of,  differences  as  well  as 
similarities.  The  Walt  Disney  Studios  offers  limitless 
opportunities  for  both  individual  and  collective  growrth 
and  empowerment  on  a  day-to-day  basis.  ©  Dim./ 
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passion 


At  Merck,  we  sincerely  believe  that  having  a  diverse  workforce  leads  to  a  connpetitive  advantage.  Here, 
you'll  find  diversified  experiences,  strong  ethics  and  integrity  and  a  resounding  passion  for  innproving 
human  health. 

Each  one  of  us  at  Merck  is  joined  by  an  extraordinary  sense  of  purpose  -  bringing  Merck's  finest 
achievennents  to  people  around  the  world.  As  part  of  our  global  team,  you'll  collaborate  with  talented 
and  dedicated  colleagues  while  developing  and  expanding  your  own  career        ;^:¥;i^^'  Ji'.    .  ..  "•  * 

Merck  offers  internships  and  rotational  programs  for  MBA  students  and  new  graduates  that  will 
allow  you  to  gain  exposure  to  a  range  of  functional  areas  within  Merck  and  acquire  a  comprehensive 
understanding  of  the  company  and  industry.    mS^^^JS^SBmM^SK^'l^^^fj^W^'^Wi^^' '"^   •■'  .* 

Wherever  your  passion  leads  you  within  Merck,  the  work  you  do  will  be  as  empowering  as  the  people 
that  surround  you.  •; 


Learn  more  at  www.merck.com/careers 


Merck  js  an  equal  opporlunity  employer-proudly  embracing  diversity     ■ 
m  all  of  lis  manifestations.  ' 

/■;>0fj7  M'.Tf.k  &  Co.,  Inr.  All  rights  reserved.  Merr.k  and  the  Merck  logotype  are  registered  trademarks  of  M 
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Our  work  is  someone's  hope.  Join  us. 


^  MERCK 


ecutiveLife  Parker  on  Wine 


BY  ROBERT  PARKER 


The  Economical 
Oenophile 


:ARS  ago  I  WROTE  in  The  Wine  Advocate 
at  Dan  Kravitz  was  perhaps  the  top 
S.  importer  of  wines  priced  under  $10 
bottle.  Even  though  the  dollar  bought 
lot  more  then,  Kravitz  still  has  a  knack 
r  finding  good  wines  at  great  prices, 
and  Picked  Selections,  his  Warrenton 


.)  company,  distributes  in  most  ma- 
markets.  You  can  also  track  down 
wines  by  contacting  the  company  at 
)  347-9400  or  info@hpswine.com,  or 
ting  the  Web  site,  winemerchant.net. 

/ee  de  Pena  2005  Vin  de  Pays 
)oints.  A  blend  of  grenache,  syrah, 
gnan,  and  mourvedre  from  the  Languedoc 
on  of  southwest  France,  this  wine  exhibits 
is  of  black  cherries,  smoke,  and  licorice, 
re  is  also  a  medium  body  and  a  silky- 
)oth  style.  The  wine  sees  no  wood  and  is 
he  better  for  it.  $9 

larroz  2006  Jumilla 
joints.  An  amazing  bargain  from  Spain, 
blend  of  mourvedre,  grenache,  and  syrah 
its  with  plum,  blackberry,  and  licorice- 
sed  fruit.  There  is  a  bit  of  pepper  as  well, 
the  wine  is  silky,  soft,  and  opulent.  Serve 
a  barbecue.  $10 

naine  la  Noble  2005  Chardonnay 
dePays 

loints.  I  first  tasted  this  2005  when  it  was 
ng  for  $5,  and  even  at  twice  the  price 
mains  a  great  value.  From  vineyards  in 
uedoc,  this  cuvee  exhibits  plenty  of 
eysuckle,  white  peach,  and  tropical  fruit 
g  with  good  acidity.  $10 

iteau  des  Tourtes  Blanc  2006 

es  de  Blaye 

)oints.  Sauvignon  blanc  and  semillon 


combine  to  make  a  dry,  crisp, 
medium-bodied  wine  with 
notes  of  honeydew  melon  and 
lemon  oil.  It's  a  perfect  pairing 
for  salmon  or  any  other  fatty 
fish.  $12 

Domaine  Bargemone 
2006  Cotes  du  Provence 
Rose 

88  points.  This  yummy  pink 
wine  from  the  heart  of  rose 
country  shows  notes  of  cherry, 
strawberry,  and  other  berries 
with  a  bit  of  pepper,  spice,  and 
flowers.  It  is  elegant,  medium- 
bodied,  and  quite  dry  $13 

Pierre  Boniface  2006 
Vin  Savoie  Apremont 

89  points.  This  light,  crisp,  dry  white  from 
the  French  Alps  is  pure  and  vibrant.  It  brings 
to  mind  a  Granny  Smith  apple  with  a  touch 
of  honeysuckle.  Serve  as  an  aperitif  or  an 
accompaniment  to  lighter  fish  and  poultry 
dishes.  $14 

Haut  Beysac  2004  Haut-Medoc 
87  points.  This  well-priced  Bordeaux  exhibits 
excellent  cedary,  black  currant,  and  licorice 
characteristics  along  with  hints  of  tobacco 
leaf  and  spice.  Medium-bodied,  with  silky 
tannin  as  well  as  surprising  flavor  complexity 
and  depth,  it  should  evolve  for  another  five  to 
six  years.  $15 


Travis  2006  Chardonnay  Unfiltered 
Monterey  County 

89  points.  This  medium-bodied  wine  tastes 
like  a  crisp,  classic  Chablis  from  northern 
France  rather  than  an  oaky  California 
chardonnay.  It  reveals  surprising 
complexity  and  delivers  notes  of  lemon 
rind,  orange  marmalade,  white  peaches, 
and  pears.  The  delicious  fruit  is  buttressed 
by  good  acidity.  $16  II 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 


es  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
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PersonalFinance  I  Education 

School  Gifts 
That  Skip 
Uncle  Sam 

Well-off  relatives  can  set  up  a  MEET  to  pay  tuition 
for  one  generation  or  many,  by  deborahl  Jacobs 


MANY  GRANDPARENTS  ARE  OFFERING  to  foot  the 
ever-steepening  tuition  bills  for  their  grandchil- 
dren, whether  the  kids  are  in  preschool,  prep 
school,  or  college.  5  There  are  several  ways  to 
help,  though  each  has  its  shortcomings.  Writ- 
ing checks  directly  to  the  school  is  one  pos- 
sibility, but  that  works  only  while  grandma  or 
grandpa  is  ahve.  Opening  a  529  college  savings  plan  is  another,  but 
contributions  are  subject  to  state  and  federal  caps,  and  the  funds  can 
be  spent  only  on  higher  education,  fl  High-net-worth  individuals  can 
avoid  each  of  these  drawbacks  by  setting  up  a  Health  &  Education 

Exclusion  Trust,  or  HEET.  Unlike  529s,  a      exceeds  $2  million.  That  applies  whether 


HEET  can  pay  for  all  levels  of  education, 
for  one  generation  or  many.  And  there's 
no  limit  to  how  much  you  can  put  in. 

A  key  benefit  is  that  it  gets  around  the 
onerous  generation-skipping  transfer  tax 
(GST).  This  is  a  levy  of  45%  on  the  amount 
of  a  grandparent's  gift  to  grandkids  that 


the  gift  is  made  during  life  or  at  death. 

To  escape  the  GST,  the  HEET  must 
incorporate  two  features.  First,  the  trust 
must  make  payments  directly  to  the 
schools  (or,  in  a  less  common  use  of 
these  trusts,  health-care  providers).  The 
second  requirement  is  rather  quirky.  A 


Retirement  is  more  than  a  destination.  It's  a  journey. 


^51 
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ET  must  have  a  charity  as  a 
beneficiary,  says  David  Han- 
r,  a  trusts-and-estates  lawyer 
iGrkland  &  Elhs  in  Chicago 
1  co-author  of  a  2000  article 
Trusts  &  Estates  magazine 
t  coined  the  term  HEET. 
ire's  a  technical  reason  for 
i  arrangement.  If  grandchil- 
n  were  the  only  beneficiaries 
he  trust,  it  would  be  subject 
he  GST. 

iJo  statute  spells  out  the 
US  of  a  HEET.  Lawyers  craft:- 
it  based  on  their  interpreta- 
1  of  tax  law,  and  the  Internal 
'enue  Service  has  not  chai- 
ned it  in  court.  One  gray  area  is  how 
ch  of  the  trust  distributions  the  char- 
should  get.  Michael  Delgass,  a  lawyer 
1  financial  adviser  at  Sontag  Advisory 
Vestport,  Conn.,  thinks  half  the  trust's 
lual  income  is  a  reasonable  amount, 
I  thaf  s  what  he  uses  when  setting  up 
ETs.  Other  lawyers  give  the  charity 
reset  amount  each  year,  subject  to  a 
t-of-living  adjustment. 

RIATIONSONATHEME 

LGASS  GIVES  THIS  example:  Lefs 
the  grandparents  fund  the  trust  with 

million  to  cover  tuition  bills  of 
),000  a  year  that  are  expected  to 
rease  5%  a  year.  Assume  the  trust 
icipal  grows  6%  a  year  and  throws 

%  in  income  through  dividends  and 
Test.  Half  the  $100,000  of  income  in 
first  year  would  go  to  the  charity,  and 

rest  would  be  available  for  tuition, 
biough  the  trust  pays  ordinary  income 
and  capital  gains  tax,  it  would  receive 
ncome  tax  deduction  for  the  distribu- 
1  to  the  charity.  Plus,  there's  no  GST, 
ich  is  what  allows  the  assets  to  grow 
eaps  and  bounds  (chart). 


TO  HEET  OR  NOT  TO  HEET 

This  hypothetical  example  shows  what 
happens  to  $5  million  meant  to  pay  for 
education,  both  with  and  without  a  Health 
&  Education  Exclusion  Trust  (HEET). 
The  assumptions  in  this  scenario  are: 

•2%  annual  income     'Half  the  trust 
•6%  capital  growth      incomegoesto 
•Federalincometax    charity 


MILLIONS  OF  DOLLARS 


rate  of  35% 
•Federal  capital 
gains  tax  rate  of  20% 
•State  income  tax 
rate  of  7.5% 


•Tuition  payments 
starting  at  $50,000 
•Annual  inflation 
rate  of  5% 


Within  this  basic  framework,  there  are 
many  variations  on  the  theme,  says  Pam 
Schneider,  a  trusts-and-estates  lawyer 
and  GST  expert  at  Gadsden  Schneider  & 
Woodward  in  Radnor,  Pa.  For  example, 
the  trust  can  be  limited  to  just  one  gen- 
eration or  go  on  perpetually  in  states 
that  permit  dynasty  trusts.  If  there's 
extra  money  and  no  one  left  to  educate, 
the  trust  can  authorize  the  remaining 
balance  to  be  divided  between  family 
and  charity.  At  that  point,  distributions 
to  grandchildren  and  their  descendants 
would  be  subject  to  GST,  since  the  funds 
are  no  longer  directly  paying  for  educa- 
tion. Conversely,  to  avoid  a  shortfall  in  a 
growing  family,  principal  can  be  used  to 
pay  tuition,  and  assets  could  be  added  to 
the  trust  as  long  as  charity  continues  to 
receive  its  distribution  each  year. 

Lawyers  think  HEETs  would  with- 
stand any  IRS  challenge.  Delgass  says  he 
has  set  up  about  50  in  the  past  fwe  years. 
These  trusts  make  sense,  he  says,  for  in- 
dividuals with  a  net  worth  of  at  least  $10 
million  who  can  afford  to  fund  the  trust 
with  at  least  $2  million.  A  simple  setup 
costs  about  $3,000  to  $5,000. 


'  HEETs  can  also  be 
combined  with  other 
plans.  Clare  Springs, 
an  estate-planning 
lawyer  at  Titchell, 
Maltzman,  Mark  & 
Ohleyer  in  San  Fran- 
cisco, recommends 
that  clients  both 
create  HEETs  and 
fund  529  plans. 
That's  because  a 
HEET  can  only  cover 
tuition,  while  a  529 
can  also  be  spent  on 
room  and  board. 
Grandparents— or 
a  great  aunt  and  great  uncle,  for  that 
matter— can  set  up  a  HEET  while  alive 
or  provide  for  it  in  a  will.  In  the  latter 
case,  people  often  arrange  to  fund  the 
trust  with  the  proceeds  of  a  life  insur- 
ance policy  or  by  leaving  part  of  their 
estate  to  the  trust. 

If  the  grandparents  fund  a  HEET  while 
still  alive,  they  might  trigger  a  45%  gift 
tax.  First,  they  can  each  put  $12,000  per 
year  into  the  trust  for  each  beneficiary- 
it's  called  the  annual  exclusion.  Any  gift 
that  exceeds  the  annual  exclusion  counts 
against  the  $1  million  per  person  lifetime 
gift-tax  exemption.  Beyond  that  limit,  the 
gift  tax  applies.  Even  paying  that  hefty 
tax  up  front  has  benefits.  It  moves  assets 
out  of  the  grandparents'  estate,  and  any 
subsequent  appreciation  in  those  assets 
is  not  subject  to  estate  tax. 

While  they  are  alive,  the  simplest  way 
for  grandparents  to  help  with  education 
expenses— and  avoid  gift  and  genera- 
tion-skipping transfer  taxes— is  to  write 
a  check  directly  to  the  school.  But  the 
HEET  allows  them  to  fund  education 
for  generations  to  come.  Now  that's  a 
worthy  legacy.  ■ 
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HIT  BY  SUBPRIME  WOES,  SHINHAN  SHARES  GET  SNAPPED  UP. 
SO  FAR,  DATA  STORER  IRON  MOUNTAIN  HAS  BEEN  MARKET-PROOF 
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A  MARSHALL  &  ILSLEY  SHAREHOLDER  DEAL  INTRIGUES  THE  PROS 
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To  Asia,  Via  Sliinhan 

SHINHAN  FINANCIAL  GROUP  (SHG)  may  not  ring  a  bell, 
but  if  s  South  Korea's  second-largest  financial-services 
company  and  trades  on  the  New  York  Stock  Exchange, 
with  a  market  cap  of  $25  billion.  Its  American  depositary 
receipts  (ADRs)  have  been  one  of  the  ^^^^^^^^^^ 

best  performers  among  the  financials, 
zooming  fi-om  86  in  October  to  148  on 
July  12— before  the  company  got  hit  by 
subprime  mortgage  woes.  Now  that  it's 
at  130.56,  investors  like  John  Maloney, 
president  of  M&R  Capital  Management, 
who  bought  it  at  141  in  July,  are  buying 
more.  He  figures  Shinhan,  with  total 
assets  of  $193  billion,  will  hit  170  in 
a  year,  based  on  its  "very  solid  credit 
metrics  and  top-quality  loan  portfolios." 
With  a  14%  yearly  growth  rate, "  Shinhan 
is  a  cheap,  low-risk  way  to  get  into  the  Asian  market,"  he  says. 
He  expects  earnings  of  $13.36  a  share  in  2007  and  $14-50  in 
2008,  vs.  2006's  $10.18.  John  Wadle  of  UBS  (it  did  banking  for 
Shinhan)  says  the  stock  has  outperformed  Korea's  No.  1  bank, 
Kookmin  Bank,  by  28%  this  year  and  by  74%  since  2004.  He  tags 
it  a  buy.  Chan  Hwang  of  Morgan  Stanley  (it  owns  shares  and 
did  business  with  Shinhan),  rating  it  "overweight,"  says  Korea's 
operating  environment  continues  to  improve  but  the  market 
underestimates  Shinhan's  "potential  credit  and  capital  leverage." 
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An  Iron  Mountain 
Of  Strength 


IN  THESE  VOLATILE  TIMES  in  the  market,  some  investors 
look  for  "safe  and  steady"  stocks  to  ride  out  the  storm. 
One  example  is  Iron  Mountain  (IRM),  the  world's  largest 
provider  of  information  storage  and  protection,  whose 
business  has  been  rock-solid  and  whose  stock  has  kicked 
up  despite  the  market's  wild  swings,  going  from  25  on  July 
18  to  28.85  on  Aug.  8.  Part  of  the  reason:  Second-quarter 
results  exceeded  analysts'  forecasts  due  to  internal  growth 
and  acquisitions,  aided  in  part  by  increasing  opportunities 
in  digital  services.  "Future  growth  will  be  driven  by  rapid 
expansion  overseas,  where  its  business  has  jumped  26%— 
mainly  in  Europe  and  Latin  America,"  says  David  Gold  of 
investment  firm  Sidoti.  The  U.S.  accounts  for  56%  of  its 
business.  Acquisitions  abroad  include  companies  in  Italy  and 
Germany.  Gold,  who  rates  Iron  a  buy  with  a  12-month  target 

104  1  BusinessWeek  I  August  20  &  27,  2007 
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of  36,  figures  it  will  earn  75<t  a  share 
on  sales  of  $2.7  billion,  and  90(t:  in 
2008  on  $2.9  billion.  Franco  Turrinelli 
of  William  Blair,  which  did  banking 
for  Iron,  describes  the  outlook  for 
the  information  storage  business 
as  "very  strong,"  and  he  "strongly 
recommends  adding  to  or  establishing 
positions"  in  Iron  Mountain's  stock. 

Marshall  &  llsley: 
A  Positive  Spin-Off? 

MARSHALL  &  ILSLEY  (Ml),  the  I6th-largest  U.S 
bank,  with  total  assets  of  $56  billion,  is  among  theJ «» 
financial  stocks  that  got  walloped  by  the  market, 
tumbling  in  just  a  month  from  48  on  July  3  to  40  on  Aug.  3 
But  some  pros  are  buying  shares,  which  have  edged  up  to 
44.81.  The  reason:  The  stock  is  a  bargain  when  you  considdi  | 
that  Marshall  is  spinning  off  to  shareholders  its  traditional!:  — 
banking  and  processing  business  in  the  fourth  quarter. 
Joseph  Cornell,  founding  principal  of  Spin-Off  Advisors, 
estimates  the  value  of  the  unit,  ^^__^^^^_ 

named  Metavante,  at  23— about  half 
the  parent's  current  value.  Warburg 
Pincus  has  agreed  to  buy  25%  of 
Metavante  for  $625  million,  which 
puts  the  unit's  implied  value  at  $2.5 
biUion.  Adding  debt  of  $1.75  bilhon, 
that  translates  to  an  enterprise  value 
of  $4.23  billion,  notes  Cornell.  His 
estimate  is  based  on  recent  deals  and 
valuation  of  Metavante  peers,  such 
as  First  Data  and  Global  Payments. 
Metavante,  which  accounts  fdr  75%  of 
Marshall's  assets,  will  trade  on  the  Big  Board  with  the  tick 
MV.  Marshall  will  use  its  current  symbol  of  ML  In  a  report 
Heather  Wolf  of  Merrill  Lynch  rates  the  stock  a  buy  with  a 
price  target  of  57. 
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ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  than 
350.000  companies— public  and  private— worldwide.  Find  the  best  comp; 
resource  on  the  free  Web  at  investing.businessweek.com 

Gene  Marcial's  Inside  Wall  Street  is  posted  at  businessweek.com/investor ; 

p.m.  EST  on  the  magazine's  publication  day  usually  Thursdays. 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  the 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investmf 
banking  or  other  financial  relationships  with  them. 
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IMMENTARY 

e  markets  got  a  jolt  from 
11  Fed's  latest  econospeak. 
hough  a  rate  drop  isn't  in  the 
'ds,  neither  is  a  hike.  Plus, 
I  Fed  isn't  panicking  about 
!  economy  despite  concerns 
out  certain  sectors.  This 
ped  homebuilders:  Lennar 
ned  18.6%,  while  KB  Home, 
Norton,  and  Pulte  Homes 
itched  double-digit  gains. 
.inieMae  was  upas  well. 

i:  Bloomberg  Financial  Markets,  Reuters 
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U.S.  MARKETS 

AUG.  8 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

SW500 

— vmr— 

2.2 

5.6 

178 

Dow  Jones  Industrials 

13.657,9 

2,2 

9,6 

22,2 

NASDAQ  Composite 

2613.0 

2.3 

8.2 

26.8 

S&PMidCap400 

869.7 

1,3 

8,1 

18,8 

S&PSm3llCap600 

415.0 

1.0 

3.7 

16.0 

DJWilshireSOOO 
SECTORS 

15,006,4 

2,0 

5,6 

18.1 

BusinessWeek  50* 

864.0 

2.1 

8.2 

21.2 

BW  Info  Tech  100** 

506,8 

2,3 

13,2 

38,3 

S&P/Citigroup  Growth 

696.2 

2.4 

6.7 

18.8 

S&P/Citlgroup  Value 

798,9 

2.0 

4,5 

16,8 

S&P  Energy 

537.1 

0.6 

17.9 

21.8 

S&P  Financials 

466,5 

4,0 

-5,8 

5,5 

S&P  REIT          im 

pi'   180.0 

5.3 

-9.5 

3.6 

S&P  Transportation 

289,2 

02 

9,6 

20,9 

S&P  Utilities 

204.8 

3.6 

9.8 

19.2 

S&P  GSTI  Internet 

209,3 

2,5 

4,8 

31,7 

PSE  Technology 

947.3 

0.4 

8.2 

25.3 

•Mitch  19, 199^ 

=1000  •• 

February  7,  2000=1000 

GLOBAL  MARKETS  augs  week 

S&P  Euro  Plus  (U.S.  Dollar)  2196.7  2.9 

London  (FT-SE 100)  6393  9  2,3 

Paris  (CAC  40)  5749.3  1.7 

Franl<furt  (DAX)  7605  9  18 

Tokyo  (NIKKEI  225)  17,029.3  0.9 

Hong  Kong  (Hang  Seng)  22,536  7  0,4 

Toronto(S&P/TSXComposite)  13,758.2  0.8 

Mexico  City  (IPC)  306619  2  0 


%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 


10.4 

2,8 
3.7 

15,3 
-1.1 
12,9 
6.6 

15,9 


29.5 

9,9 
15.7 
34,6 
101 
32,2 
14.7 
507 


FUNDAMENTALS  aug.?  week  ago    year  ago 

S&P  SOO  Dividend  Yield  1.83%  1.86%      1.88% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  171  16  8          16  9 

S&P  500  P/E  Ratio  (Next  12  mos.)*  14.6  14.4         13.9 

First  Call  Earnings  Revision'  -1,05%  -0.71%    -0,36% 

'First  Call  Corp, 

TECHNICAL  INDICATORS  aug?  weekago    yearago 

S&P  500  200-day  average  1451.7  1449.3    Positive 

Stocks  above  200-day  average  42,0%  43,0%     Neutral 

Options:  Put/call  ratio  1.15  1.14    Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio  2,83  3.83  Negative 


BEST-PERFORMING 
GROUPS 


last 

MONTH  % 


LAST12 

MONTHS  % 


Industrial  Gases 

10.6 

Tires  &  Rubber 

130.9 

Airlines 

5,8 

Internet  Retailers 

124,1 

Home  Entertnmnt.  Sftwre. 

6.5 

Divsfd.  Metals  &  Mining 

100.7 

Soft  Drinks 

5,6 

Auto  Parts  &  Equip. 

578 

Household  Products 

5.0 

Computer  Hardware 

54.6 

EQUITY  FUND  CATEGORIES 

4.WEEK  TOTAL  RETURN                            %         52-WEEK  TOTAL  RETURN 
LEADERS                                                          LEADERS 

% 

Bear  Market 

5.4 

Paciflc/Asia  ex-Japan  Stk. 

59.3 

Long  Government 

4,9 

Latin  America  Stock 

54,4 

Inflation-Protected  Bond 

2.4 

Diversified  Emerging  Mkts. 

43.3 

Long-Term  Bond 

LAGGARDS 

1,8 

Specialty-Communications 

LAGGARDS 

34,5 

Small  \blue 

-10.2 

Bear  Market 

-14.6 

Small  Blend 

-92 

Inflation-Protected  Bond 

2,2 

Specialty-Real  Estate 

-8.7 

Muni  California  Long 

2.4 

Mid-Cap  Value 

-75 

Muni  Minnesota 

2.5 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

DireXn.Sm.  Cap  Bear  2.5X  25.3 

Rydexlvse.  Russell  2000  2xH  20  6 

Rydexlvse.  Russell  2000  2x  A  20.6 

Rydexlvse. Russell 2000 2xC  20,6 

LAGGARDS 

DiieXnLSm.C9BdZSX  -22.6 

Schneider  Small  Cap  Value  -22  2 

CIPJSAM  Value  -19.5 

ProFds.UltraSmallCapSw;.  -187 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

DireXn.  Lat.  Am.  Bull  2X  Inv.  102.6 
Dreyfus  Prem.  Grtr.  China  I  101,6 
Dreyfus  Prem.Grtr.  China  A  101.0 
Dreyfus  Prem.  Grtr.  China  T  100,4 

LAGGARDS 

Praiils.UHSh.Eing.Mkts.Sw.  -53.5 
ProFds.UltSh.Emrg.  Mkts.  Inv.  -53,0 
OireXn.Emrg.  Mkts.  Bear  2X  -50.2 
DireXn.  NASDAQ  100  Bear 25X  -467 


WORST-PERFORMING  ^^st 

GROUPS                                MONTH  % 

LAST  12 

MONTHS'/! 

Tires  &  Rubber                -26.3 

Homebuilding 

-21.3 

Real  Estate  Mgt.  &  Dvpt.    -22  2 

Gold  Mining 

-18,4 

Commerical  Printing         -15.1 

Agricultural  Products 

-15.0 

Constr.  Materials              -14  5 

Electric  Mfg.  Svcs. 

-10,4 

Health-Care  Facilities        -14.2 

Home  Furnishings 

-9.5 

INTEREST  RATES 

KEY  RATES 

AUG.  8 

/VEEKAGO 

YEAR  AGO 

Money  Market  Funds 

4.87% 

4.88°/ 

4.82% 

90-Day  Treasury  Bills 

4.95 

4.88 

5,10 

2-Year  Treasury  Notes 

4.64 

4.55 

4.90 

10-Year  Treasury  Notes 

4.86 

4.76 

4.92 

30-Year  Treasury  Bonds 

5.02 

4.91 

5.02 

30-Year  Fixed  Mortgage!                     6,47          6,58       6.46 

tBanxQuolclnc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 

lO-YR.  BONO                    30-YR,  BOND 

General  Obligations 

4.04% 

4.49% 

Taxable  Equivalent 

5.77 

6.41 

Insured  Revenue  Bonds 

4.18 

4.67 

Taxable  Equivalent 


5.97 


6.67 


THE  WEEK  AHEAD 


AIL  SALES  Monday, /Aug.  J3, 
'Ja.m.  ED7)>  July  retail  sales 
expected  to  have  rebounded 
/o,  after  a  0.9%  drop  in  June. 
t's  the  consensus  estimate 
:onomists  polled  by  Action 
lomics.  Minus  motor  vehicles, 
s  probably  improved  0.4%, 
r  a  0.4%  dip  in  June. 
ERNATIONAL  TRADE  Tuesday, 
.  H  8:30  a.m.  ED7))  The  June 
e  deficit  most  likely  widened 
a  bit,  to  $60.8  billion.  In  May 


the  deficit  had  narrowed  to 
$60  billion. 

PRODUCER  PRICE  INDEX  Tuesday, 
Aug.  14,  8:30  a.m.  EOT » Producer 
prices  probably  ticked  up  0.2% 
in  July,  after  a  0.2%  dip  in  June. 
Less  food  and  energy,  prices  likely 
inched  up  0.1%,  after  a  0.3%  gain. 
CONSUMER  PRICE  INDEX 
Wednesday  Aug.  15,  8:30  a.m. 
EOT  »Prices  in  July  are  forecast  to 
have  risen  0.2%  after  a  0.2%  gain 
in  June.  Less  food  and  energy,  the 


index  probably  rose  0.2%  for  the 
second  month  in  a  row  as  well. 
INDUSTRIAL  PRODUCTION 

Wednesday  Aug.  15,  9:15  a.m.  EOT 
»  Factory  output  very  likely  grew 
0.3%  in  July,  following  a  0.5% 
jump  in  June.  Capacity  utilization 
probably  edged  up  to  81.8%,  from 
81.7%  in  the  prior  period. 
RESIDENTIAL  CONSTRUCTION 
Thursday  Aug.  16,  8:30  a.m.  EOT 
» July  housing  starts  likely  slowed 
to  an  annual  pace  of  1.46  million. 


The  BusinessWeek  production  index 
cooled  off  to  308.2  for  the  week  ended 
July  28  but  was  still  up  8.1%  from  the 
previous  year.  Before  calculation  of 
the  four-week  moving  average,  the 
index  fell  to  308.1. 


Busine.s,sWoek  .com 


ONLINE:  Ttie  Company  Insight 
Center  lets  you  dig  into  data  on  more 
than  350.000  companies— public 
and  private— worldwide.  Find  the  best 
company  resource  on  the  free  Web 
at  investlng.businessweek.com 

For  the  BW50,  more  investment 
data,  and  the  components  of 
the  production  index  visit 
businessweek.com/extras. 
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MARKETPLACE 


For  more  advertiser  information,  log 
www.buslnessweek.com/classifieds 


For  Ad  Rates  and  Informatio. 
Phone:  (312)  464-0500 
Email:  MMiller@classifiedinc.c 


Industrial  Design 


@  ACADEMYo/ART  UNIVERSITY 

FOUNDED      IN      SAN       FRANCISCO      192 

The  School  of  Industrial  Design 
at  Academy  of  Art  University 

Congratulates  the  2007 
IDEA  Award  Winners! 

1.800.544.2787  •  WWW.ACADEMYART.EDU 


Business  Services 


IS  YOUR  WEBSITE 
MOBILE  FRIENDLY? 

Put  your  website  on  user^s 
cellphones  for  under  $10 

www.Mobi-Web.mobi 


CHINA  RECRUITMENT 


CEO,  GM,  Operations  Dir.,  CFO,  HR 
Mgr,  etc.,  All  Industries,  20  yrs  in  China. 
12  yrs  in  recruiting  for  multinationals, 
Aust.  passport  holder.  Chinese  origin; 
able  to  find  you  the  right,  high-quality 
candidates  with  integrity  Good  English 
skills.  Reasonable  fees: 


Alfred  Shum:  86-1360  1099  872 
or  e-mail:  ashum@onpressint.com 


Office  Furniture 


FREE  SHIPPiNQ 

Absolutely  No  Hidden  Costs  or  Fees  &  No  Minfmums 


ul 


31% -47% 
Off  Retail  on  ail 


File  Cabinets 


xtensi»/e  Online  Catalog 

InclUding'Desks,  Chairs,  Files,  Tables  &  Bookcasefe 


Setting  the  Standard  for  Online  Office  Furniture 

_  PLAIMET 

/l\     OFFICE  FURNITURE 

www.PlanetOfficeFurniture.com 
?R°E^k  1-866-380-4978 

Authorized  Online  Dealer  for  IHIIIIIM 


Industrial  Design 


Business/Career  Opportunities 


AN  INCREDIBLE  INVENTION 


Proven  to  cut  electricity  costs 
by  up  to  40%. 

Manufacturer  seeks  USA  &  overseas 
distributors  for  this  top  quality  high  tech 
product  with  amazing  consumer  demand. 

Tel: +44  (0)1872  223  000 

Contact:  www.somars.com 

for  further  information 


Rated  One  o 
TOP  BUSINESSES 
for 2007       * 


Business  Loans  •  Equipment  Leases 

OWN  YOUR  OWN 
BUSINESS  LOAN  COMPANY 

No  experience  needed,  we  support  youl 

•  Arrange  business  loans  and  leases 
from  SlOk- $10  million. 

•  Work  directly  with  national  lenders. 

•  Unlimited  earning  potential  and 
residual  income. 


Call  now  to  receive  a  FREE 
DVD  Seminar  and  Brochurel 

800-336-3933 


li.         ^      www.viewbfc.com 
The  Loan  Consultants,  Inc.,  since  1983 


Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 
Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bwj 


il 


Financial  Services 


ASSET  PROTECTION 


Offshore  &  Swiss  Bank 
Accounts/Credit  &  Debit  Cardstl 
Offshore  Corporations  &  Trustst 


604-608-6177 

BarberFinancialAdvisors.con: 


FINANCIAL  Planning 


MCtlHLCcilTTiT: 


Call  900-448-1 10011 

Cost  $3.00  per  call 
Must  be  18  or  older 


Property  for  Sale 


BEACHFRONT  LOTS 
YUCATAN,  MEXICO 

Unspoiled  Beaches,  History  &  Natuiu 
in  colonial  Campeche.  Large  Se'H 
Ranch  lots  from  $75,000,  Beachfroio 
from  $125,000. 

www.SantiilanaSeaRanch.cor)! 

SantillanaSeaRanch@gmail.coi9 

800-517-8340 


Marketplace  Advertisers ; 


The  BusinessWeek 
MarketPlace...lt  Workal 

•  Advertise  in  the  SusmessWeeM 
Marketplace  and  reach  nearly) 
5  million  responsive  readers. 

•  Reaching  more  business 
professionals  than  any  other 
business  magazine... 

Call  312-464-0500  for* 

additional  Marketplace  advertisir.i 
information  and  rates,  or  emailjl 

MMiller@classifiedinc.corH 

(For  customer  service/subscription^,  I 
call  1-800-635-1200)  J 


*C 


pert 


Now 


BusinessWeek 


For  more  advertiser  information,  log  onto 
www.businessweek.com/classifieds 

__  For  Ad  Rates  and  Information 

_j  Phone:  (312)  464-0500 

J  Email:  MMiller@classifiedinc.com 


Exercise  in  exactly  4  minutes  per  day 

Winner  of  tlie  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT  Over  92%  of  people  who  own  exercise  equipment 
and  88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
who  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
the  health  benefits  experienced 
during  that  tryout,  and  the  ROM 
performance  score  at  the  end  of 
each  4  minute  workout  that  tells  the 
story  of  health  and  fitness 
I  improvement.  At  under  20  cents  per 
;use,  the  4  minute  ROM  exercise  is 
the  least  expensive  full  body 
complete  exercise  a  person  can  do. 
How  do  we  know  that  it  is  under  20 
cents  per  use?  Over  90%  of  ROM 
machines  go  to  private  homes,  but 
we  have  a  few  that  are  in  commercial 
use  for  over  12  years  and  they  have 
endured  over  80,000  uses  each, 
without  need  of  repair  or  overhaul. 
The  ROM  4  minute  workout  is  for 
people  from  10  to  over  100  years  old 
and  highly  trained  athletes  as  well. 


The  ROM  adapts  Its  resistance  every  second  during  the  workout 
to  exactly  match  the  user's  ability  to  perform  work.  It  balances 
blood  sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to 
be  true?  Get  our  free  video  and  see  for  yourself.  The  best  proof 
for  us  is  that  97%  of  rentals  become  sales.  Please  visit  our 
website  at:  www.FastExercise.com. 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 


5. 
6. 
7. 
8. 
9. 
10. 


Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 

Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  Oogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


Order  a  FREE  DVD  or  video  from  wvvw.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:   ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319    •    Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


-Kiplinger's,  ^^/06 


Kiplinger's  magazine 
named  T.  Rowe  Price  the 
"best  place  for  IRA  rollovers, " 
citing  our  quality  Advisory 
Planning  Services.* 

No  matter  v\/hat  your 
rollover  needs,  from 
choosing  the  right  low-cost 
mutual  funds  to  planning 
your  retirement  savings, 
T.  Rowe  Price  can  help. 


Call  our  Investment  Guidance 
Specialists  today  or  visit 
us  online. 


troweprice.com/start 
1.800.541.6215 


The  more  you  (31! 
the  more  we're  d 


TRoweRice 

.   ;*     INVEST,   WITH    CONFIDENCE 

^Advisdfy  Ptaing   Sen/ices   are   only 

'  tijjpfiriale  ■  for  Itivfistors  with  $100,000 

01    mpis;  ■  in  :  iilKestable    assets.    We 

invite  alt  other  investore  to  take  full 

advantage  of  pur  guidance  services. 

,,  T.  Rowe  Price  Investment  Services,  Inc., 

-■  Pistttfcr;,  .IRARB075518 


Company  Index 

This  index  gives  tine  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
names.  Companies  listed  only  in  tables  are  not  included. 


Accenture(ACN)48, 
52,68 

Adecco78 
Adobe  (ADBE)  22 
Akzo  Nobel  (AKZOY)  28 
Alertness  Solutions  88 
Amazon.com  (AMZN)  80 
American  Airlines  (AMR) 

58,89 
American  Home 

Mortgage  Investment 

(AHM)28 
Ameriquest  Mortgage  33 
Apple{AAPL)22,79,80 
aSmallWorldl2 
AT&T  (T)  54 
AutoNation  35 


B 

BasePoint  Analytics  12 
Bear  Stearns  (BSC) 
28,30 

Best  Buy  (BBY)  61 
BHF-Bank34 
Blackstone(BX)12 
Bombardier  Aerospace  88 
Booz  Allen  Hamilton  52 
Broadcom  (BRCM)  28 
Brocade  (BRCD)  28 


Campbell  Soup  (CPB)  74 
CapitallQ(MHP)16 
Carlyle  Group  50 
Caterpillar  (CAT)  74 
Cerberus  Capital 

Management  28, 35 
Chevron  (CVX)  28 
China  Cat  Capital  38 
Chrysler  28, 35 
CIBC  World  Markets 

(CM)  14 
Cifra71 
Ciralight84 

Cisco(CSC0)53,80,88 
Citigroup  (C)  89 
Coach  Me  72 
Coca-Cola  (KO)  52 
comScore38 
CondeNast24 
Corgenix  Medical 

(C0NX)18 
Corporate  Express 

(CXP)84 


Darden(DRI)54 
Dell  (DELL)  74, 79 
Design  Partners  22 
Deutsche  Bank  (DB)  34 
Development 

Dimensions 

International  53 
Diane  von  Furstenberg  12 


Dow  Chemical  (DOW) 
45,48 

DreamWorks  Animation 

(DWA)28 
DresdnerBank(AZ)34 


Eastman  Kodak  (EK)  54 
eBay  (EBAY)  74 
EbbyHalliday  Realtors  89 
Edmunds.com  35 
Estee  Lauder  (EL)  72 
Eurex76 


Facebookl2.38,72,80 
Fair  Isaac  (FIC)  12 
Fannie  Mae  (FNM)  33 
FausoneBohn68 
Fifth  Third  Bancorp 

(FITB)33 
Fluor  (FLR)  89 
FMR28 
Forrester  Research 

(F0RR)48 
Foxconn  Electronics  79 
FutureWork  Institute  66 


G 

Gap  (GPS)  14 
GE(GE)28,35,54,58 
Genentech(DNA)54 
Gibson  Greetings  50 
Global  Insight  35 
Goldman  Sachs  (GS) 

26.66 
Google  (GOGG)  18, 42, 

45,61,72,80,83 


HachetteFilipacchi24 
Hearst  Magazines  24 
Hewitt  Associates  66 
Hewlett-Packard  (HPQ) 

52,79 
HillcrestLabs22 
Hilton  Hotels  (HLT)  88 
Home  Depot  (HD)  28,35 
Honeywell  (HON)  58 


I 

IBM  (IBM)  45, 48, 52, 68, 

79,94 
ICI(ICIYY)28 
Industrial  Lights  Magic  62 
IndyMac  Mortgage  Bank 

(1MB)  33 
Infosys  Technologies 

(INFY)45.52 
ING(ING)34 
Integreon  Managed 

Solutions  68 
Intel  (INTO  53, 58 


J.K 

Jackson  Leadership 

Systems  38 
J.Crew(JCG)14 
J.D.  Powers  Associates 

(MHP)35 
Jeep  74 

JPMorganChase(JPM)66 
Kastle  Systems  89 
Knoll  (KNL)  84 


Landesbank34 
LegalEase  Solutions  68 
Lehman  Brothers  (LEH) 

12.61 
Linkedln38,72 
LiveOps80 
LoanPerformance  (FAF) 

33 
Logitech  (LOGI)  22 
Lowe's  (LOW)  35 
LucasArts62 
Lucasfilm  62 
Luminent  Mortgage 

Capital  (LUM)  28 


M 

Manpower  (MAN)  52 
Marriott  (MAR)  50 
Material  Technologies 

(MTTG)ll 
Mazda  Motor  74 
McDonald's  (MOD)  58 
McKinsey52,58 
Memorex(IMN)80 
Merrill  Lynch  (MER)  30 
MetroNaps88 
Microsoft  (MSFT)  12, 22, 

28,52,53.61 
Monster  Jobs  (MNST)  12 
Motorola  (MOT)  38. 54, 58 
MySpace(NWS)72,80 


N 

NationsHealth(NHRX)80 
NCR(NCR)79 
Netflix(NFLX)54,61 
News  Corp.  (NWS)  54 
NewYorkTigies(NYT)24 
Nielsen  54 
Nintendo  (NTDOY) 

22,28 
NiSource(NI)68 
Nokia  (NOK)  45, 48 
NYSEEuronext(NYX)76 


1-800-Flowers.com 

(FLWS)80 
0ticon60 
Oxford  Properties  89 


P.Q 

PalgraveMacmillanl4 


PepsiCo  (PEP)  54, 66( 
PetroChina(PTR)28 
Physical  Acoustics  11  ■ 
Procters  Gamble  (PG 

54,61,88 
Qualcomm(QCOM)2i; 


R 

Rodale24 
Ronco80 

Royal  Dutch  Shell  (RD 
28,92 

Royal  Philips  Electron 
(PHG)53 


Sage  Software  89 
Saturn  (GM)  14 
Satyam  Computer  (S/ 

45,52 
Seadrill92 
Seriosity80 
Sony(SNE)28 
Southwest  Airlines 

(LUV)89 
Spencer  Stuart  54 
Standards  Poor's  (M^ 

30 
Statoil(STO)28 
Steelcase(SCS)84 


T.U 

TagHeuer(LVMH)12| 
Telcel  71 
Time(TWX)24 
Total  (TOT)  28 
Towers  Perrin  66 
Toyota  Motor  (TM)  Ml' 
TransMarketGroup?* 
Unilever(UL)16 


V,W 

Verizon  Wireless  28  li 
Volvo  (F)  58 
Wal-Mart  Stores  (W^ 

71,80 
Walt  Disney  (DIS)  74 
Wenner  Media  24 
William  Demant  60 
Wyeth(WYE)68 


X,Y 

Xerox  (XRX)  54 

Yahoo!(YHOO)22,3 

YouTube(GOOG)22, 
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oryour401(k)  rollover. 


The  T.  Rowe  Price  FlexCholce  Rollover  IRA' 


Average  annual  total  returns  as  of  6/30/07         1  Year        5  Year       10  Year    Expense  Ratio 


Capital  Appreciation  Fund 

19.36% 

13.22% 

12.04% 

0.73% 

Upper  Flexible  Portfolio  Funds  Average 

14.80% 

9.65% 

7.01% 

1.41% 

Growth  Stock  Fund 

22.89% 

11.90% 

8.60% 

0.70% 

Lipper  Large-Cap  Growth  Funds  Average 

16.37% 

7.71% 

4.88% 

1.62% 

Value  Fund 

24.68% 

13.35% 

10.21% 

0.87% 

Lipper  Multi-Cap  Core  Funds  Average 

19.24% 

11.02% 

8.14% 

1.73% 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee 
future  results.  Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  again  or  loss  when 
you  sell  your  shares.  To  obtain  the  most  recent  month-end  performance,  please  call  us  or  visit  our  Web 
site.  Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing.  All  mutual  funds  are 
subject  to  market  risk,  including  possible  loss  of  principal. 


We  offer  over  70  no-load,  low-cost  funds  appropriate  for  rollover  IRAs.  Call  our  Rollover  Specialists  to 
talk  it  over  or  open  an  account.  They  can  even  help  take  care  of  the  paperwork  for  you. 


i4-        ■'■ia?:^r' 


The  more  you  (di§m 

the  more  we're  different'' 


troweprice.com/start     1 .800.541 .6592 


TRoweFVice 

^'  INVESTWITHCONFIDENCE 

Average  annual  total  return  figures  Include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  'The  funds'  expense  ratios  are  as  of  their 

fiscal  year  ended  December  31, 200B;  the  Lipper  expense  ratios  are  based  on  the  fiscal  year-end  data  available  as  of  June  30. 2007. 

T.  Rowe  Price  Investment  Services,  Inc'Distribulor.  IRARFC075519 


IdeasBooks 


Why  Snap  Decisions  Work 


GUT  FEELINGS  The  Intelligence  of  the  Unconscious 

By  Gerd  Gigerenzer;  Viking;  280pp;  $25.95 


In  2000,  Capital  magazine,  an  invest- 
ment guide,  ran  a  stock-picking  contest. 
Over  six  weeks  the  10,000 -plus  entrants 
could  buy,  hold,  or  sell  any  of  50  pre- 
selected international  stocks  using 
whatever  investing  strategy  they  liked.  A 
German  team  took  a  particularly  unusual 
tack:  Psychologist  Gerd  Gigerenzer  and 

economist  Andreas  Ortmann  stopped  100 
pedestrians  in  Beriin,  50  men  and  50  women, 
and  asked  them  which  of  the  50  stocks  they 
recognized.  Then,  as  if  acting  on  gut  feeUngs, 
the  duo  bought  the  10  stocks  whose  names 
were  cited  most  often  and  held  them  for 
the  duration  of  the  contest. 

You  can  probably  guess  what  happened. 
Gigerenzer  and  Ortmann's  portfolio  gained 
2.5%  despite  a  down  market  during  the 
period,  performing  better  than  88%  of  the 
10,000  portfolios  submitted.  Capital's  editor, 
who  chose  the  50  stocks  in  the  first  place, 
watched  his  own  portfolio  lose  18.5%  of  its 
value.  The  researchers  further  discovered  that 
the  less  financial  knowledge  behind  choices 
the  better.  The  women  queried  by  the  German 
team  recognized  fewer  stocks  than  the  men, 
but  a  portfolio  based  on  the  ones  they  did 
know  earned  more  than  an  equivalent  group 
chosen  by  the  men. 

Gigerenzer  cites  this  investment  case  study  in  his  new 
book,  Gut  Feelings:  The  Intelligence  of  the  Unconscious,  to 
bolster  his  central  point:  that  intuition  often  trumps  more 
considered  reason.  The  author  is  director  of  the  Center  for 
Adaptive  Behavior  &  Cognition  at  the  renowmed  Max  Planck 
Institute  for  Human  Development  in  Berlin.  If  his  thesis 
sounds  a  lot  like  that  of  the  2005  best-seller  Blink:  The  Power 
of  Thinking  Without  Thinking,  by  Malcolm  Gladwell,  if  s 
because  Gladwell  drew  heavily  on  Gigerenzer's  research. 
But  the  scientist  goes  a  step  further  by  explaining  just  why 
our  gut  instincts  are  so  often  right.  Gigerenzer  is  not  nearly 
as  clever  a  vmter  as  Gladwell,  a  star  at  The  New  Yorker,  but 
the  new  book  does  serve  as  a  usefial  and  clearly  vvritten 
tutorial  on  decisions  and  how  to  make  them. 

Intuition,  it  seems,  is  not  some  sort  of  mystical  chemical 
reaction  but  a  neurologically  based  behavior  that  evolved 
to  ensure  that  we  humans  respond  quickly  when  faced  wath 
a  dilemma  (e.g.,  fight  or  flight).  Too  much  data,  however, 
throws  a  monkey  vvrench  into  the  process.  The  more  variables 
we  consider,  the  harder  it  is  to  make  the  "right"  decision— as 
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anyone  who  has  faced  an  aisle  full  of  shampoos  knows.       \  I 

Our  brains  have  evolved  to  take  the  quickest  and  most 
efficient  route  to  a  decision,  based  on  experience  and  a 
set  of  innate  and  unconscious  rules  developed  since  birth 
to  negotiate  our  physical  and  social  environment.  Start 
considering  lots  of  other  information  and  variables,  and  th«i 
brain  slows  down  or  falters.  Simplicity,  writes  Gigerenzer, 
is  an  evolutionary  adaptation  to  uncertainty:  "A  complex 
problem  demands  a  complex  solution,  so  we  are  told.  In  fai 
in  unpredictable  environments,  the  opposite  is  true." 
Gigerenzer  gives  one  example  after  another  to  prove  that 
"rules  of  thumb"  beat  rational  analysis,  su 
as  the  way  a  professional  baseball  player 
catches  a  %  ball.  Ask  the  player,  and  it's 
Ukely  he  couldn't  tell  you,  but  researchers  -| 
have  figured  it  out:  He  fixes  his  gaze  on  thi 
ball  in  the  air,  starts  running,  and  adjusts  1)| 
speed  so  that  the  angle  of  the  gaze  rem; 
constant.  Unconsciously,  his  brain  is  m; 
all  kinds  of  tricky  mathematical  calculatio 
to  accomplish  his  goal,  based  on  its 
experience  vrith  hundreds  of  prior  catches 
All  the  player  has  to  remember  consciousl 
jt       •  to  keep  his  eye  on  the  ball.  tf 

\^  J/"  Gigerenzer  shows  how  we  apply  such  ^ 

an  approach  to  medical  diagnoses,  social  J 
situations,  and  business  questions.  He  alsi: 
explains  how  to  manipulate  the  gut  feelini 
of  others.  A  manager  can  mold  a  corporali 
culture  by  leaving  clues  that  can  be  notedi 
employees.  These  might  includeli 
T~TlP  ^PIPTIPP  always  leaving  her  office  door  o] 

or  expressing  suspicion  of  abserj 
workers.  Pretty  soon,  everyone 
is  opening  doors  and  dropping 
on  each  other  unannounced, 
or  choosing  not  to  attend 
out-of-the-office  conferences. 

Gut  Feelings  gets  a  little 
repetitive,  and  it  would  have  be 
more  interesting  if  Gigerenzer 
had  gone  into  more  depth 
about  how  to  use  his  findings. 
Others  are  doing  such  thinking 
however.  Take  The  Political  Brain  by  Drew  Westen,  which  i 
garnering  considerable  attention  from  politicians.  Westen. 
also  a  psychologist,  uses  the  theory  of  intuition  to  bolster  1 
argument  that  a  successful  political  campaign  must  appea 
a  voter's  emotions  rather  than  reason.  In  elections,  he  says 
when  reason  and  emotions  collide,  emotion  wins,  and  vote 
ignore  the  logic  of  policy  positions.  That  certainly  explains 
lot  about  the  state  of  Washington  today.   ■ 

-By  Catherine  Ai 
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WITH  MARIA  BARTIROMO 


A  Bolder  John  Edwards 


MANY  PUNDITS  PLACE  John  Edwards  third 
in  the  race  for  the  Democratic  Presidential 
nomination,  after  Senators  Hillary  Clinton 
and  Barack  Obama  (though  not  necessar- 
ily in  that  order).  And  so,  the  chatter  goes, 
because  he  can  afford  to  be  more  daring, 
Edwards  is  setting  the  agenda  for  the  other 
Democratic  candidates.  Whether  those 
observations  are  true  or  not,  one  thing  is 
certain:  The  Edwards  who  wants  to  be  his 
party's  standard  bearer  in  2008  is  bolder 
and  more  confident  than  the  Edwards  who 
ran  for  Vice-President  on  the 

John  Kerry  ticket  in  2004.  The  last 
Democratic  Presidential  nominee 
to  talk  about  raising  taxes  was 
Walter  Mondale  in  1984,  but  his 
flaming  defeat  doesn't  seem  to 
deter  Edwards.  And  he  isn't  shy 
about  taking  on  Rupert  Murdoch 
or  the  credit-card  industry,  either. 

Senator  Edwards,  simple  question: 
Why  should  you  be  President? 

Because  America  needs  change, 
serious  change,  and  the  President 
who's  most  likely  to  bring  about 
that  change  is  one  who  has  a  long 
history  of  taking  on  the  entrenched 
interests  in  Washington  that  stand 
between  America  and  change. 

You're  calling  on  candidates  to  stop  accepting  money  from 
lobbyists.  And  you  criticized  a  candidate  for  taking  money 
from  Rupert  Murdoch.  Now,  the  story  in  the  New  York  Post 
and  elsewhere  is  that  you  accepted  a  book  advance  from 
HarperCollins,  which  is  owned  by  Murdoch's  News  Corp.  Are  you 
going  to  give  that  money  back?  And  can  you  clarify  what  you're 
asking  of  the  candidates  with  regard  to  lobbyists? 
Sure.  The  government  and  the  system  in  Washington  are 
rigged  by  lobbyists,  most  of  whom  work  for  very  power- 
ful interests  there.  And  what  I  said  is,  we  need  to  end  this 
game  if  we  are  going  to  bring  about  the  change  America 
needs.  I  have  not  accepted  money  fi-om  Washington  lob- 
byists. I  don't  accept  it  in  this  Presidential  campaign,  and  I 
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haven't  in  any  of  my  campaigns.  And  to  his  credit,  SenaA 
Obama— at  least  in  his  Presidential  campaign— also  do; 
not  accept  money  from  Washington  lobbyists.  Wliat  I' 
done  is  call  on  the  Presidential  candidates  to  lead  and  f 
the  Democratic  Party  to  say:  "We  don't  take  these  peopl( 
money.  Their  job  is  to  peddle  influence,  and  we  no  longer  a 
cept  their  money."  Lobbyists  have  First  Amendment  righ; 
and  they  can  continue  to  speak  out  and  make  their  case.  B 
they  should  not  be  making  contributions  to  the  candidati 


1 
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So  accepting  campaign  money  from  Murdoch  is  different  fr 
your  book  advance? 

As  for  the  book  advance,  the  people  who  reported  that  know 
well  the  money  did  not  go  to  me.  Every  dime  of  it  went  to  ch; 
Habitat  for  Humanity,  the  International  Rescue  Committee-3J 
program  for  low-income  kids  to  be  able  to  go  to  college— tW 
have  the  money.  [The  whole  story]  is  nothing  but  an  attempt* 
distract  from  the  basic  issue  that  1 1 
been  raising,  which  is  consolidatif 
of  the  media.  My  point  all  along  vi 
that  having  Rupert  Murdoch  [rui 
every  newspaper  in  the  countryv 
having  a  small  group  of  people  ca 
trol  America's  media  outlets  is  i ; 
healthy.  If  s  not  good  for  democrat 
and  ifs  not  good  for  divergent  a  I 
dissenting  voices  to  be  heard.  I J  ( 
solutely  beUeve  that  consolidationit 
the  media  is  not  healthy  for  Amerilj 
and  I  think...tiie  next  Presidents 
the  United  States  has  a  responsibii 
to  try  to  maintain  a  divergent  grai 
of  voices  in  the  media. 

You  have  carved  out  a  left-of-center  position  in  the  race  for  thl 
Democratic  nomination  by  talking  about  the  growing  disparitil 
in  this  country  between  the  haves  and  the  have-nots-the  Tww 
Americas.  With  your  millions  in  the  bank  and  celebrated  $400 
haircut,  aren't  you  very  much  one  of  the  haves?  So  how  sincen 
can  voters  take  your  position? 

Oh,  there's  no  question  that  my  family  is  a  "have,"  absolutely 
question  about  that.  But  I  began  in  a  family  that  had  nothti 
And  because  of  hard  work  and  luck,  I've  had  a  lot  of  successi 
my  life,  like  lots  of  Americans  have.  So  my  view  is  that  I  h;i 
a  responsibility,  both  as  a  citizen  and  as  a  Presidential  caiii 
date,  to  try  to  make  the  same  opportunities  available  to  othn 
That's  at  the  heart  and  soul  of  why  I'm  running  for  Presider- 
understand  what  the  American  dream  is.  I  think  it  is  import' 
to  embrace  that  aspirational  component,  to  applaud  those  v 
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have  done  well  and  give  opportunity  to 
everyone  to  do  well. 

As  President,  what  would  you  do  to  help 
middle-class  Americans  reduce  credit- 
card  debt  and  help  lower-income  people 
avoid  getting  trapped  by  predatory 
credit-card  lenders? 
What  we're  going  to  do  is  restore  bal- 
ance in  the  credit- card  market.  I  am 
proposing  a  Borrower's  Security  Act 
that  would  do  the  following:  first,  re- 
quire credit-card  companies  to  disclose 
the  true  cost  of  making  only  minimum 
payments,  as  many  consumers  do.  Sec- 
ond, I  would  restore  a  10-day  grace 
period  before  imposing  late  fees  and 
penalty  rates.  Third,  apply  interest-rate 
increases  to  future  balances  only.  And 
fourth,  end  the  practice  of  universal 
default,  where  a  creditor  can  change  a 
borrower's  terms  based  on  their  debt 
payments  to  other  creditors.  We  also 
need  a  new  consumer  protection  com- 
mission, which  I  would  call  the  Family 
Savings  &  Credit  Commission,  whose 
job  if  11  be  to  review  all  the  financial  ser- 
vices products  that  are  being  marketed 
to  families  and  ensure  that  the  terms 
are  reasonable. and  fairly  disclosed.  [The 
commission  would]  oversee  all  types  of 
financial  institutions  whether  chartered 
under  federal  or  state  law. 

You  were  a  trial  lawyer  representing 
injured  people  and  making  millions  on 
Big  Business.  Some  say  this  country  is 
way  too  litigious,  and  that's  one  of  the 
reasons  it's  not  as  competitive  as  it  once 
was.  Is  America  too  litigious? 
The  first  thing  I  would  point  out  is  that 
I  was  a  small-business  owner  and  ran 
a  small  business.  Helped  run  a  small 
business  in  the  beginning,  and  then 
ran  my  own  small  business  for  two 
decades.  So  I  actually  know  a  lot  of  the 
issues  that  businesses  are  faced  with  as 
a  result  of  my  own  personal  experience. 
What  I  believe  is  that  the  jury  system 
represents  democracy  in  action.  Are 
there  things  that  can  be  done  to  cre- 
ate improvement?  Yes,  there  are.  For 
example,  I've  proposed  that  in  the  case 
of  medical  malpractice,  we  put  more 
responsibility  on  the  attorneys  who  are 
considering  filing  cases,  requiring  them 
to  have  independent  experts  determine 
whether  the  case  is  meritorious  or  not, 
and  then  require  the  lawyers  to  certify 
that  the  case  is  meritorious  before  filing 
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it.  And  I  would  hold  the  lawyers,  :  I  i^fi 
the  individuals,  responsible  financiai  fe^t 
so  that  we  don't  get  cases  into  the  le 
system  that  don't  belong  there  and  a 
up  the  system. 


m 
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With  48  million  Americans  uninsured^  iinve 
how  are  you  planning  to  fix  the  healthtftuni 
care  system  in  this  country? 

I've  proposed  a  very  specific  univeri 
health  care  plan  that  requires  coverrijW  v 
for  every  man,  woman,  and  child, 
gives  Americans  choices  in  health  nut 
kets  between  either  a  private  plan  c' 
government  plan.  The  government  p;i  nl 
is  essentially  Medicare  Plus.  Subside  i  if 
health  insurance  premiums  up  to  abi*  kK 
$100,000  of  income  for  a  family,  ^.t  tt 
we'd  fill  in  all  the  cracks  in  the  best 
care  system,  which  means  that  [dee 
ing  coverage  for]  preexisting  conditi(ii  bd 
is  outlawed;  preventative  care,  chro(i  iirae 
care,  long-term  care  are  all  coven 
mental  health  is  treated  the  same^hw 
physical  health;  and  it's  mobile.  If; 
move,  if  you  change  jobs,  your  hefijiKfa 
care  can  go  with  you.  And  there  ani  ip 
whole  group  of  things  we  would  dc( 
bring  down  health  care  costs— rougf|.J 
$130  billion  of  cost  savings  a  year.  TF- 
include  mandated  use  of  electronic 
cord-keeping.  And  my  plan  costs—; 
didn't  ask  me  this,  but  I  think  peoi 
deserve  to  know— my  plan  costs  S 
billion  to  $120  billion  a  year.  It's  paidJ 
by  rolling  back  President  Bush's  tax  C( 
for  those  who  earn  more  than  $200,(1 
a  year,  back  to  the  tax  rates  that  exis' 
under  President  Clinton. 

Are  there  any  of  the  Bush  tax  cuts  th? 
you  would  extend  or  make  permanen  i 

Yes,  all  the  tax  cuts  that  apply  to 
middle  class,  which  is  already  carrying, 
much  of  the  tax  burden.  So  I  would  lei 
the  tax  cuts  in  place  for  people  eanr 
roughly  $200,000  a  year  or  less. 

You've  talked  about  almost  doubling 
current  capital  gains  tax  of  15%. 

If  I  can  be  a  little  more  precise,  wh 
have  said  is  if  you  earn  under  $250,( 
a  year,  your  capital  gains  rate  will  { 
where  it  is  now,  which  is  either  15% 
lower.  I  would  raise  the  capital  gc 
rate  from  15%  to  28%  for  those  \ 
earn  more  than  250,000  a  year. 

Based  on  your  experience  as  an 
adviser  to  private  equity  firm  Fortress 


I  stment,  what  is  your  take  on  the 
ite  equity  boom? 

!  tell  you  what  I  saw  firsthand  at  For- 
.  Basically,  what  they  did  was  look  for 
ness  deals  that  made  sense.  They  cre- 
opportunities.  They  were  looking  for 
I  investments  where  the  opportunity 
etum  and  growth  was  high,  which 
tik  is  largely  true  of  most  businesses 
his  coimtry.  And  they 
iced  very  hard  at  what  '  I  |np  ^j^^O 
did...and  accomplished  ^ 

1 2  good  things  in  terms 
lie  efficiency  with  which 
[||tal  was  being  used  and 
getting  to  the  plac- 
i^here  it  could  be  most 
tuctive.  I  also  think  that 
\i  are  some  changes  in 
tax  system  that,  if  applied  to  hedge 
lis  and  hedge  fund  managers,  will  cre- 
aimess  that  doesn't  exist  today. 


have  said  that  hedge  fund  managers 
private  equity  players  pay  taxes  at 
wer  rate  than  their  secretaries.  How 
Id  you  change  that? 

;  profit  that  hedge  fund  managers 
is  eflfectively  the  product  of  their 


billion  Saudi 
arms  deal  is 
"abadidea" 


work,  and  I  think  it  should  be  taxed  at 
ordinary  income  rates.  And  I  think  we 
should  close  the  loophole  that  allows 
hedge  fund  managers  to  defer  large 
amounts  of  compensation  offshore. 
If  s  certainly  not  something  that  most 
Americans  can  take  advantage  of. 

Should  the  oil  industry  be  subject  to  a 
windfall  profits  tax? 

I  know  others  like  Sena- 
tor Clinton  have  proposed 
that.  Instead,  I  have  pro- 
posed that  we  eliminate 
the  subsidies  in  the  fed- 
eral budget  for  oil  and  gas 
companies,  which  I  think 
are  unnecessary  given  their 
profitability. 


When  would  you  bring  the  troops  in  Iraq 
home? 

If  I  were  President  today,  I'd  draw 
40,000  to  50,000  troops  out  immedi- 
ately. I  would  continue  a  steady  rede- 
ployment of  combat  troops  out  of  Iraq 
for  the  next  9  to  12  months.  I  would 
engage  the  Sunni  and  Shia  leadership 
to  help  reach  a  political  compromise. 


And  I  would  engage  other  countries  in 
the  region,  particularly  the  Iranians  and 
the  Syrians,  to  participate  in  helping 
stabilize  Iraq,  because  they  both  have 
an  interest  in  a  stable  Iraq,  especially  if 
America  is  not  an  occupying  force. 

Are  the  Saudis  friend  or  foe,  and  how 
likely  is  it  that  the  royal  family  will 
collapse? 

Oh,  I  think  thaf  s  unpredictable.  I  do 
know  that  this  $20  billion  arms  deal 
with  the  Saudis  is  a  bad  idea.  It  was 
done  with  no  conditions.  The  Saudis,  we 
know,  have  fallen  well  short  in  their  ef- 
forts to  stop  terrorism  and  be  supportive 
in  Iraq.  The  Bush  Administration  says 
that  this  $20  biUion  deal  was  done  as  a 
hedge  against  Iran,  but  Iran  spends  only 
$4  billion  to  $5  billion  a  year  on  conven- 
tional weapons,  so  I'm  concerned  that  it 
will  incentivize  Iran  to  accelerate  its  nu- 
clear program.  The  deal  represents  the 
Bush  Administration's  foreign  policy  of 
convenience  as  opposed  to  a  long-term 
vision  for  how  we  stabilize  the  world. 

Maria  Bartiromo  is  the  anchor  of 
CNBCfs  Closing  Bell. 
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The  Hiring  Batting  Average 


My  company  will  double  in  size  over  the  next  year,  which  means 
we  need  to  bring  on  lots  of  employees  (as  in  hundreds)  very 
quickly.  Hiring  is  hard  enough  at  a  normal  pace.  Any  suggestion 
on  getting  it  right  going  so  fast? 

-Lars  Dalgaard,  Palo  Alto,  Calif. 

To  start  with,  congratulations  are  in  order.  First,  on  your 
success.  And  second  for  facing  the  reality  that  you  could  blow 
it.  If  there  is  one  way  that  rapidly  growing  businesses  tend  to 
self-destruct,  it  is  by  taking  on  hordes  of  people  who  cannot 
deliver  the  goods  that  made  the  companies  take  off  in  the  first 
place.  You  seem  to  know  that.  Now  you  just  need  to  know 
how  to  stop  yourself  anyway. 

Look,  we  know  growth  is  thrilling,  especially  when  you've 
worked  for  months  or  years  laying  its  groundwork.  If  you're 
starting  something  inside  a  company,  maybe  it  feels  like 
your  whole  career  depends  on  your  new  product  or  service 
going  from  gamble  to  money-gusher.  If  you're 
an  entrepreneur,  maybe  you've  poured  your 
life  savings  into  making  your  dream  a  reality. 
Regardless,  for  anyone  who  is  at  the  controls  as 
an  enterprise  finally  lifts  off,  the  last  thing  you 
want  to  do  is  throttle  back. 

But  if  you  don't  get  this  big  new  wave  of 
hiring  right,  you  will  wish  you  had.  As  you 
yourself  note,  hiring  in  normal  times  is  not 
easy.  In  a  growth  spurt  like  yours,  it  is  really 
hard.  Companies  tend  to  drop  their  defenses. 
One  way  to  combat  that  tendency  is  to  make 
sure  you  get  religious  about  all  the  usual 

hiring  best-practices.  Test  all  candidates  

against  your  core  values,  conduct  multiple  ^^^^^^ 

interviews,  and  when  checking  references,  be 
sure  your  people  listen  carefully  for  what  is  being  said,  and 
what  is  not. 

With  your  massive  hiring  requirements,  though,  we 
would  suggest  you  also  add  a  simple  but  galvanizing 
technique  to  the  hiring  process— the  Hiring  Batting 
Average  (HBA).  This  technique  is  something  we  have 
discussed  with  several  groups  of  rapidly  growing 
companies  like  yours,  and  while  new,  we  think  it  can  really 
improve  the  chances  of  hiring  right  under  high-pressure, 
high-speed  circumstances. 

HERE'S  HOW  IT  WORKS.  Every  candidate  for  a  job  at  your 
company  must  be  interviewed  by  at  least  three  people  in 
the  organization  beyond  the  hiring  manager,  and  each 
interviewer  must  sign  off  with  a  "Hire"  or  "Don't  Hire"  vote. 
No  maybes  allowed.  Fast-forward  six  months.  Every  new 
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Here  is 
a  simple 
technique  for 
hiring  smart- 
in  high-speed, 
high-pressure 
conditions 


hire  gets  evaluated  by  his  manager  on  how  he  has  perform^ 
against  expectations:  below,  meets,  or  exceeds.  Soon  enouf 
and  with  enough  critical  mass,  you  can  start  to  compare 
every  interviewer's  "Hire"  recommendations  with  actual 
performance.  For  instance,  say  a  manager  named  Emily 
has  approved  10  candidates  and,  six  months  out,  eight  of 
them  are  performing  at  or  above  expectations.  Emily's  HBi 
would  be  .800.  That  impressive  score  lets  you  know  Emily 
is  a  first-rate  evaluator  of  talent,  and  she  should  be  rewardc 
accordingly.  By  contrast,  say  Emily's  colleague  John  has 
given  the  nod  to  12  hires  and,  after  six  months,  only  four  aii 
working  out,  for  an  HBA  of  .333.  Keep  John  in  his  day  job  i 
away  from  picking  people! 

Along  with  improving  hiring  effectiveness,  the  HBA  also 
delivers  two  other  powerful  benefits.  At  the  front  end,  it  has 
way  of  getting  current  employees  to  actuaUy  engage— braim 
and  soul— in  the  interview  process.  The  fact  is,  the  last  thingi 
busy  employees  want  to  do  is  sit  down  for  a  hil 
hour  with  some  random  candidate.  After  a  wl 
all  the  shiny  faces  begin  to  look  and  sound  thfi 
same.  But  if  employees  know  they  will  ultima. 
be  held  accountable  for  their  verdicts— with  a 
hard  number,  no  less— interviews  go  from  chi 
chat  to  real  conversation. 

After  the  hiring,  the  HBA  has  a  way  of 
motivating  interviewers  to  stay  in  closer 
contact  with  the  people  to  whom  they've  giv 
their  "Hire"  stamp,  even  prompting  ad-hoc 
mentoring  relationships.  Thaf  s  a  wdn-vdn,  f  | 
the  new  hire  and  the  company. 

A  caveat,  though:  Like  every  management  j 
"  process,  HBA  can  be  gamed.  To  pump  up  thej 

average,  some  managers  might  try  to  lower 
their  number  of  "yes"  votes  or  not  take  risks  on  exciting  o:iJ 
bold  candidates  who  might  be  great— or  awful.  The  best  Vi^ 
around  such  abuse  is  to  monitor  it  closely,  just  as  you  shonj 
with  any  measurement  system. 

Ultimately,  for  a  fast-growing  company  to  hire  right, 
every  old  employee  has  to  care  passionately  about  every  nt  I 
employee  coming  aboard.  And  for  that  to  happen,  employ  | 
have  to  own  the  hiring  process,  taking  responsibility  for 
picking  the  best  people  and  integrating  them  successfully.  { 
The  HBA  gives  you  a  way  to  measure  and  inspire  both.  An 
for  you  right  now,  that's  the  whole  ball  game.  ■ 

Jack  ardSuzy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  the 
at  thewelchway@businessweek.com.  For  their  weekly poda  [ 
go  to  businessweek.com/search/podcasting.htm. 


Sony  recommends  Windows  Vista*  Business 


Don't  take  the  wtiispers  personally. 
Thiey're  talking  about  your  VAIO! 


The  Sony  VAIO  TZ  with  Intel  Centrino  Duo  processor  technology  is  hardly  a 
computer  for  the  modest  professional.  Because  to  open  it  up  in  public,  is  to 
invite  scrutiny  and  inevitably  a  degree  of  envy.  You'll  find  yourself  explaining 
that  despite  its  slim  profile  and  mere  2.7  Ibstthe  Sony  VAIO  notebook  offers 
an  amazing  array  of  features  and  power.  So  much  for  anonymity.  Learn  more 
at  sony.com/vaio. 
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Things  to  do  while  you're  ^Uve: 


TAKES! 

V/SAI 


Co  to  the  NFL  Pro  Bowl  ,:  ..-5 
Walk  the  red  carpet  at  a  movie  on 
Master  Japanese  cooking  ■; 

Spend  Christmas  on  a  tropical  islefnc 
See  the  Tony  Awards,  live  - 

Stomp  grapes  \ 

Fly  around  the  world  I 


Co  camping  ahd  live  off  the  land! 

i  ^ 

Own  a  room  with  a  view  ll 

Go  on  a  safari    - 


n    Visit  an  active  volcano" ■^  1 

D    Test-drive  a  supercar-^-i 


IT '  See  tTie  Terra'cdtta  WSrrioVs 
I    Shave  ydul'IHSff  1 

crosslhe  Seven  Mile  Bridge 
n    Discover  a  planet 
n    Get  a  degree  in  enology    '        ,v 


^^>.---^ 


Spend  a  weekend  in  Las  Vegas  like  a  high  roller 
Go  to  the  Olympic  Games  ^^jl>.' 


perience  the  ma 


Whatever's  on  your  list  of  things  to  do  in  life,  do  it  better  with  Visa  Signature.  With 
preferred  seating  at  Broadway  shows  Ul<.e  Mary  Poppins,  ittal(esyou  places  regular 
rewards  cards  can't,  in  a  most  delightful  way. 
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Presenting  Visa's  line  of  luxury  rewaro- 
cards.  Benefits  beyond  rewards.  Dozen< 
of  card  choices.  Visa.com/signature. 
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